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Directors’ Report

The Directors present their report and the audited financial statements for the year ended 31 December 2012
Principal activities

QIB (UK) plc (the ‘Company’ or the ‘Bank’), was incorporated with the intention of developing and cffenng
Shar’'a comphant financial products and solutions in the UK and Europe and to attract investment into these
markets from the Gulf and Middle East The Company received authornisation from the Financial Services
Authonty (FSA) on 29 January 2008 after which date it commenced operations as a Shan'a complant
investment bank in ine with the objectives stated above

Financial results

The financial statements for the year ended 31 December 2012 are shown on pages 11 to 50 The loss for the
year 1s £3,438,945 (2011 profit of £31,338)

Business review

2012 represented a key year In the Bank’s development It was the fifth year of operations since the Bank's
authonsation and this was reflected In solid underiying income growth across the majonty of the Bank's core
business lines, as product offerings in a number of areas reached initial maturity

Operating income for the Bank increased by 92% in 2012 to £8,001,119 (2011 £7,326,977) Expenses of
£6,931,606 were lower than the prior year comparable total of £6,949,433, resulting in a profit before impairment-
related costs of £1,069,513 (2011 £377,544)

However, the Bank’s result for the year was significantly impacted by specific impairment provisions and far
value losses relating to impared assets of £5,179,255 on two corporate financing exposures onginated in
previous years This 1s discussed further in the Corporate Finance section below

The Bank’s main business lines remain as Asset Management, Corporate Finance, Real Estate and Treasury

Asset Management

The Asset Management division continued to develop its product offering with the aim of providing a wide range
of Shar’a comphant investment sofutions to clients including high net worth individuals, sovereign wealth funds
and institutional investors

It was a positive year for the Global Sukuk Plus Fund managed by the Bank The fund continued to perform well
with the annual return of 8 6% n the year exceeding its marketed benchmark The cumulative return since the
fund’s inception in March 2009 has been 30 0% This positive track record has made the fund more attractive to
new investors and there has been solid growth In the total fund size, which was £134,974,790 as at 31
December 2012 (2011 £111,903,061)

During 2012, sales effort was focused prnmarnly on the Sukuk fund Consequently, the other funds managed by
the Bank did not expenence asset growth but provided positive retums The Islamic Financial Institution Fund
was fully launched during 2011 wath the objective of investing in the equity of Iisted Shari'a comphant financial
institutions  As at 31 December 2012, the fund size was £14,401,809 (2011 £17,448,771) This reduction was
due to a redempton by a particular client wishing to reallocate funds and actual fund performance was positive
In late 2011, the Bank had also launched the Qatar Opportunities Fund This fund will invest In equities exposed
directly to the penod of forecast growth in Qatar There will be further focus on the growth of these funds in 2013

Additiona!l structured ncte products were also launched during the year, offering investors the opportunity to
obtain returns Inked to the perforrmance of different stock markets over a fixed pencd, whilst also offenng capital
protection Three previous notes offered by the Bank matured in 2012, returning 10 1%, 16 9% and 6 4% over
each of ther respective two-year note penods
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Directors’ Report (continued)

The future focus for Asset Management 1s to further grow each of the funds and also to develop a wealth
management proposition, offering clients a range of investment solutions

Corporate Finance

Activities include the provision of Shar'a comphant financing and advice and arrangement relating to private
equity, mergers and acquisitions and business development The division successfully completed both advisory
and financing transactions with a number of counterparties duning the year

However, the business line was impacted significantly by impairment-related losses incurred during the year The
most significant of these was as a result of a UK retall operation that had been financed by the Bank in 2010
entenng administration, due to an ongoing trading slowdown in the current economic chmate This resulted in a
full impairment of £1,500,000 against equity options in the entites and a full impairment provision against
outstanding financing of £3,377,957 Addiionally, the provision against an expesure to a Middle Eastemn
corporate was Increased from 80% to 100%, resulting in an addtional impairment charge in the year of
£301,298

On the positive side, an equity interest in a company was obtained dunng the year as payment for business
development and adwisory services provided to a financial structuring company This equity interest was
independently valued at £2,036,751 as at 31 December 2012 The Bank also holds an equity interest in a
technolegy and media company which has developed mult-media public recycling facilities to be installed In
major ciies The company has already secured a contract with the City of London and dunng the year operations
went live The company 1s demonstrating good progress in obtaining further contracts in other cities and 1s now at
the stage of positive iIncome generation The development of the business over the year resulted in an increase
in the valuation of the Bank’s interest, as independently valued, to £2,017,402 {2011 £1,900,693) The Bank
holds a further option over the equity of a pharmaceutical research company, Involved in pioneenng research
and development using emerging technology This option was independently valued at £188,840 as at 31
December 2012 (2011 £nil)

These equity interests provide potential for further positive revaluation gains over future years, as the underlying
companies continue to develop There 1s also a potential nsk of the value of the companies falling below the
amount recognised as at 31 December 2012 The Bank continues to monitor the companies closely to ensure
that progress 1s In ine with plans

The Bank 1s currently completing a full review of its Corporate Finance business line, to develop the future
strategy and determine core activities for the next five years

Real Estate
The Bank's Real Estate team provides a range of services including specialist property related advice and
consultancy, Shar’a compliant financing and asset management of property investments

Over the last two years, the Bank has taken advantage of favourable Real Estate financing conditions as
traditional Real Estate financiers have sought to reduce exposure to the sector Dunng this period the Bank has
bult a good qualty portfoho of Musharaka and Murabaha financings Total Real Estate financing as at 31
December 2012 was £34,932,109 (2011 £25,310,328)

Duning the year, the Bank also secured asset management income by arranging for co-investors to sub-
participate in a number of large development and residential investment financing fransactions The Real Estate
team also provided consultancy and adwvisory services relating to the arrangement of Sharra compliant financing
provided by other parties

The future plans for the Real Estate business line include the launch of Real Estate investment funds
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Treasury

The Treasury division Is responsible for managing the Bank’s balance sheet in accordance with FSA guidelines
and Shar'a principles, as well as maxirmising profit from trading in vanious Shan'a compliant investment products
During the year, the positve gains on the imvestment porifolic mamntamed by Treasury were £1,472,227 (2011

£730,919), dniven by investments in the Sukuk market It 1s recognised that the potential for such gains s
dictated by market conditons and Treasury i1s focused on expanding its future income base, by developing a
range of Shar’'a compliant treasury and currency related products

Looking ahead

The Board 1s currently working closely with the Bank's parent company, Qatar Islamic Bank, to finalise a capital
increase In the early part of 2013 This Increase concides with a sirategic review to set the Bank’s direction for
the next five years The strategic review will consider the optimum product offerings in each of the Bank’s
business lines to bulld upon the foundations that have been bullt in the first five years of operation

A detailed explanation of the Bank’s approach to financial and operational nsk management 1s set out in note 28
to the financial statements As the Bank has developed, the level of key performance indicator (‘KPI') review has
also Increased In addition to reviewing financial measures such as return on equity, management has
implemented more detalled scorecards to monitor operational efficiency to ensure that operations continue to be
enhanced for efficiency and scalability The KPIs monitored also focus on risk measures to ensure that there 1s
equal focus on effective nsk management and the effectiveness of the internal control envircnment

Proposed dividend

The Directors do not propose the payment of a dvidend (2011 £nil)

Directors
The Directors who held office during the year were as follows

Sheikh Jassim Bin Hamad J J Al Thani (Chairman)
Professor Abdul Latif Al Meer ' 2

Mr Rodenick Chamberlain 2

Mr Michael Clark ®

Mr Salah Jaidah '

Mr Azhar Khan >

Mr Dawid Sambar

1 Denotes member of the Remuneration Committee
2 Denotes member of the Audit and Risk Committee
3  Denotes member of the Executive Commuttee

Subsequent to the reporting date, the following changes occurred

Sheikh Jassim Bin Hamad J J Al Tham Resigned on 15 January 2013
Professor Abdul Latif Al Meer Resigned on 15 January 2013
Mr Salah Jaidah Resigned on 15 January 2013
Mr Dawvid Sambar Resigned on 15 January 2013
Mr Ahmad Meshan (Chairman) Appointed on 15 January 2013
Mr Giles Cunningham Appotnted on 15 January 2013
Mr Bert de Ruiter Appomted on 15 January 2013
Mr Dawvid Thomas Appointed on 15 January 2013
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Shan’a Supervisory Committee members

As a Shar'a comphant bank, the Company's governance structure includes a Shar'a Supervisory Committee
(SSC) which 1s responsible for overseeing that all preducts and activities of the Bank are Sharn’'a compliant The
SSC has no Executive responsibiliies The SSC members throughout the year were as follows

Sheikh Wald Ben Hadi {Chairman)
Sheikh Nizam Mohammed Yacoubi
Professor Abdul Sattar Abou Ghodda

The annual report of the SSC 1s shown on page 8

Creditor payment policy

The Company's policy 1s to agree terms and payment conditions before business I1s transacted and to pay
creditors in ine with those terms As a Shar'a compliant bank, the Company 1s not permitted to pay any
interest charges and therefore all invoices are paid In ne with agreed terms to ensure that late payment
charges are not incurred

Political and charitable contributions

The Company made no political contributions (2011 £nil) or chartable donations (2011 £nil) dunng the year

Going concern

The Directors have reviewed the current and potential future business activities and financial position of the
Company, including an assessment of capital and hquidity requirements for the foreseeable future Qatar
Islamic Bank, the Company's parent, has confirmed its ongoing financial support to the Company whenever
needed Based on this review, the Directors have a reasonable expectation that the Company has adequate
resources to continue In operational existence for the foreseeable future and therefore the financial statements
have been prepared on a going concern basis

Disclosure of information to auditors

The Directors who held office at the date of approval of this Directors’ Report confirm that, as far as each of
them 1s aware, there Is no relevant audit information of which the Company’s auditors are unaware, and each
Director has taken all the steps that he ought to have taken as a Director to make himself aware of any

relevant audit information and to establish that the Company's auditors are aware of that information

By order of the Board

L

Azhar Khan 4" Floor
Company Secretary Berkeley Square House
15 January 2013 Berkeley Square
London

W1J 6BX
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Directors’ Report and the financial statements in accordance
with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law
they have elected to prepare the financial statements in accordance with International Financial Reporting

Standards (IFRSs) as adopted by the European Union (EU) and applicable law

Under company law the Directors must not approve the financial statements unless they are satisfied that they
present fairly the financial position and performance of the Company for that penod

In prepanng these financial statements, the Directors are required to

. select suitable accounting policies and then apply them consistently,
. make judgements and accounting estmates that are reasonable and prudent,
. state whether they have been prepared in accordance with IFRSs as adopted by the EU, subject to

any matenal departures disclosed and explained in the financial statements, and

. prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that
the Company will continue in business

The Directors confirm that they have complied with the above reguirements in preparing the financial
statements

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company's transactions and disclose with reasonable accuracy at any time the financial pesition of the
Company and enable them to ensure that its financial statements comply with the Companies Act 2006 They
are also responsible for safeguarding the assets of the Company and hence for taking steps to prevent and
detect fraud and other irregulanties

The Directors are responsible for the maintenance and integnty of the Company's website Legislation in the
United Kingdom governing the preparation and dissemination of financial statements may differ from
legislation in other junsdictions
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Shari’a Supervisory Committee Report

In the name of Allah, the Most Gracious, the Most Merciful

To the shareholders of QIB {(UK) plc {the ‘Company’)

For the year ended 31 December 2012

In comphance with the Terms of Reference of the Company's Sham'a Supervisory Committee, we submit the
following report

We have reviewed the accounts relating to the transactions entered into by the Company during the year
ended 31 December 2012

Based on our review, and representations received from the Company's management, all transactions during
the period were on the basis of agreements approved by us

Therefore, in our opinion the transactions entered into by the Company during the year ended 31 December
2012 are in comphance with the Islamic Shar'a rules and principles and fulfil the specific directives, rulings
and guidelines issued by us

We beg Allah the Aimighty to grant us all success

e DT

Sheikh Walid Ben Had)
Charrman of the Shari'a Supervisory Committee
15 January 2013
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Independent Auditors’ Report to the Members of QIB (UK) plc

We have audited the financial statements of QIB (UK) plc (the ‘Company'} for the year ended 31 December
2012 which comprise the Statement of Comprehensive Income, the Balance Sheet, the Statement of Changes
in Equity, the Statement of Cash Flows and the related notes The financial reporting framework that has been
applted in therr preparation 15 applcable law and International Financial Reporting Standards (IFRSs) as
adopted by the European Union

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilittes Statement set out on page 7, the Directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and far
view Qur responsibility 1s to audit the financial statements in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the Company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, in
giving these cpinions, accept or assume responsibility for any other purpose or to any other person to whom
this report 15 shown or into whose hands it may come save where expressly agreed by our prior consent in
writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient
lo give reasonable assurance that the financial statements are free from matenal misstatement, whether
caused by fraud or error This includes an assessment of whether the accounting policies are appropnate to
the Company's circumstances and have been consistently apphed and adequately disclosed, the
reasonableness of significant accounting estmates made by the directors, and the overall presentation of the
financial statements

Opinion on financial statements

In our opinion the financial statements

« give a true and farr view of the state of the Company’s affairs as at 31 December 2012 and of its loss and
cash flows for the year then ended,

J have been properly prepared in accordance with IFRSs as adopted by the European Union, and

*  have been prepared in accordance with the requirements of the Companies Act 2006
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Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you If, In our opinion

. adequate accounting records have not been kept, or retumns adequate for ocur audit have not been
received from branches not wisited by us, or

« the financial statements are not in agreement with the accounting records and returns, or
= certain disclosures of directors’ remuneration specified by law are not made, or

«  we have not received all the information and explanations we require for our audit

hgco L/ZuL

Darren Meek (Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

7 More London Riverside

London SE1 2RT

Date {% ’.Ymma Joi3
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Statement of Comprehensive Income
For the year ended 31 December 2012

Note
Income

Income from financing and investing activities 4
Returns to banks and customers

Net income from financing and investing activities

n

Fees and commissions income 6
Fees and commissions expense

Net fees and commissions Income

Net gains on financial assets classified as held for trading

Gain / (loss) on foreign exchange
Fair value gain / (loss) on forward foreign exchange 16

Total operating income

Expenses

Personnel expenses 7
Depreciation and amortisation 18,19
Other expenses

Total operating expenses before impairment and
related fair value loss

Profit before impairment and related fair value loss

Provisions for impairment 28
Farr value loss related to impared assets 16

Profit / {loss) before taxation
Taxation g

Profit / (loss) for the year

Other comprehensive Income

Net change n farr value of AFS financial assets 17

Total comprehensive profit / (loss) for the year

QIB (UK} pic
Annual Report

For the year ended 31 December 2012

2012 2011

£ £
5,540,799 2,644,263
(3.299,437) (1,187,821)
2,241,362 1,456,442
4,420,906 5,797,976
(316,825) (538,322)
4,104,081 5,250,654
1,472,227 730,919
1,008,126 (944,406)
(824,677) 824,368
8,001,119 7,326,977
(3,990,183) (3,936,964)
(199,111) (286,996)
(2,742,312) (2,725,473)
(6,931,606) (6,949,433)
1,069,513 377,544
(3,679,255) (113,605)
{1,500,000) -
(4,109,742) 263,939
670,797 (172,601)
(3.438,045) 91,338
305,549 -
(3,133,396) 91,338

All activities are dernved from continuing operations The notes on pages 15 to 50 are an integral part of these

financial statements
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Balance Sheet
As at 31 December 2012

Assets

Cash and balances with banks
Due from banks

Financing arrangements

Less impairment on financing arrangements
Financial assets held for trading
Financial assets held to matunty
Financial assets available for sale
Denvative financial instruments
Property and equipment
Intangible assets

Other assets

Deferred tax asset

Total assets

Liabilities

Due to banks

Due to customers

Loan from related party
Other habilihes
Subordinated loan

Total habilities
Equity

Share capital
Fair value reserve on AFS financial assets
Retained deficit

Total equity

Total habilities and equity

QIB (UK) pic
Annual Report

For the year ended 31 December 2012

Note 2012 201
£ £

10 4,626,245 1,455,093
11 71,412,705 52,361,914
12 52,464,110 36,735,640
28 (5,279,916) (1,600,661)
14 25,827,202 27,006,222
15 7,446,552 4,210,887
17 4,242,993 1,900,693
16 (309) 2,324,368
18 467,184 600,158
19 63,651 49,195
20 4,279,507 3,638,142
9 3,037,095 2,366,298
168,587,019 131,047,949

21 43,528,523 25,901,549
22 102,819,363 81,119,886
27 - 4,757,834
23 3,540,475 2,194,460
27 4,757,834 -
154,646,195 113,973,729

26 25,000,001 25,000,001
17 305,549 -
(11,364,726) (7,925,781)

13,940,824 17,074,220

168,587,019 131,047,949

The notes on pages 15 to 50 are an integral part of these financial statements

These financial statements were approved by the Board of Directors and were signed on its behalf by

o Lace~NC

Michael Clark/

Chief Executive Officer

QIB (UK) plc
Registered number 4656003

L

Azhar Khan

Chief Financial Officer

12



Statement of Changes in Equity
For the year ended 31 December 2012

Ba'ance at 1 January 2011

Net Change in fair value of AFS
financial assets

Profit for the year after tax

Balance at 31 December 2011

Balance at 1 January 2012

Net Change in far value of AFS
financial assets

Loss for the year after tax

Balance at 31 December 2012

The notes on pages 15 to 50 are an integral part of these financial statements
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Share Fair Value Retained Total
Capital Reserve on Earnings
AFS Financial
Assets
£ £ £ £
25,000,001 - (8,017,119) 16,982,882
- - 91,338 91,338
25,000,001 - (7,925,781) 17,074,220
25,000,001 - (7,925,781) 17,074,220
- 305,549 - 305,549
- - {3.438,945) (3,438,945)
25,000,001 305,549 {11,364,726} 13,940,824
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Statement of Cash Flows
Fer the year ended 31 December 2012

Cash flows from operating activities
{Loss)/ profit for the year

Adjustments for

Deprectation

Amortisation

Taxatton

Impairment provision

Increase in amounts due from banks

Increase in financing arrangements

(\ncrease) / decrease in other assets

Increase in amounts due to banks

Increase in amounts due to customers

Increase n other liabihities

Decrease / (increase) in financial assets held for trading
Increase in financial assets held to matunty

Increase in financial assets available for sale

Decrease ! (Increase) in denvative financial instruments

Net cash inflow / (outflow) from operating activities

Cash flows from investing activities
Purchase of property and equipment
Purchase of intangible assets

Net cash outflow from investing activities

Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at start of year

Cash and cash equivalents at end of year

QIB (UK) plc
Annual Report

For the year ended 31 December 2012

Note 2012 2011
£ £

(3,438,945) 91,338

18 164,489 183,157
19 34,622 103,839
9 (670,797) 172,601
28 3,679,255 113,605
(19,050,791) (37,056,370}
(15,728,470) (12,124,564)

(641,365) 1,423,639

17,626,974 25,996

21,699,477 69,686,573

1,346,015 1,100,086

1,479,020 (15,799,667)

(3,235,665) (4,210,887)

(2,036,751) (1,900,693)

2,324,677 (2,324,368)

3,251,745 (515,715)

18 (31,515) (39,114)
19 (49,078) (22,674)
(80,593) (61,788)

3,171,152 (577,503)

1,455,093 2,032,596

10 4,626,245 1,455,093

The notes on pages 15 to 50 are an integral part of these financial statements
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Notes to the Financial Statements

1. Reporting entity

QIB (UK) plc {the ‘Company’ or the ‘Bank’) s incorporated and domiciled in the UK The address of the
Company's registered office 1s 4™ Floor, Berkeley Square House, Berkeley Square, London W1J) 6BX The
Company operates as a Shar’'a compliant investment bank

2 Basis of preparation
a Statement of comphance

These financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the EU, IFRIC Interpretations and the Companies Act 2006 applicable to
companies reporting under IFRS

The financial statements were approved by the Board of Directors on 15 January 2013

The accounting policies set oul below have, unless ctherwise stated, been applied consistently to all the years
presented 1n these financial statements

b Basis of measurement

The financial statements have been prepared under the historical cost convention, except financial assets held
at farr value through profit or loss and available for sale financial assets which have been measured at far
value

c Functional and presentation currency
The financial statements are presented in Sterling, which 1s the Company's functional currency
d Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, habilities,
income and expenses Actual results may differ from these estimates

Estmates and underlying assumptions are reviewed on an ongoing basis Rewvisions to accounting eshmates
are recognised in the pericd in which the estimate 1s revised and in any future penods affected

The key sources of estimation uncertainty are

(n Provisions for imparrment of financial assets

A financial asset 1s considered to be impaired if there 1s objective evidence of events since initial recegnition of
the asset that will adversely affect the amount or timing of future cash flows from the asset The amount of the
mpairment loss will be the difference between the carrying value of the financial asset and the present value
of the estimated future cash flow In estimating these cash flows, management makes judgements about each
counterparty’s financial situation and the realisable value of any underlying collateral or any other means of
repayment

()  Imparrment of non-financial assets

At each reporting date the Cempany reviews the carrying value of its non-financial assets, specifically property
and equipment and intangible assets, to determine whether there 1s any indication that these assets have
suffered an impairment loss If any such indication exists the recoverable amount of the asset 1s estimated in
order to determine the extent of any impairment loss The recoverable amount for property and equipment and
intangible assets I1s based on an estimation of the continuing use of the assets in the business

15
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Notes to the Financial Statements

(w)  Deterrmining fair values

The determination of fair value for financial assets and liabiities for which there 1s no observable market price
may require the use of valuahon techniques, based on vanables that may include data not directly from
observable markets For financial instruments that trade infrequently and have iittle price transparency, far
value 1s less objective and requires varying degrees of judgement depending on hquidity, concentration,
uncertainty of market focus, pncing assumptions and other nsks affecting the specific instrument

(v)  Recognition of deferred tax asset

Deferred income tax assets are recognised for tax loss carry-forwards to the extent that the realisation of the
related tax benefit against future taxable profits 1s probable In making this decision, business projections are
reviewed In detall and stress-tested to assess the probable likelhhood of such recovery

(v} Recoverability of VAT

HMRC has agreed the partial exemption spectal method for VAT recoverabilty with HMRC This follows
detalled discussions with HMRC relating to the VAT treatment of specific Islamic products The amount of
recoverable VAT recognised representis the expected amount recoverable based on the method agreed by
HMRC

e Going concern

The Directors have reviewed the current and potential future business achivities and financial position of the
Company, including an assessment of capital and Iquidity requirements for the foreseeable future Qatar
tslamic Bank, the Company's parent, has confirmed its ongoing financial support to the Company whenever
needed Based on this review, the Directors have a reasonable expectation that the Company has adequate
resources to continue In operational existence for the foreseeable future and therefore the financial statements
have been prepared on a going concern basis

3 Significant accounting policies
a Financial instruments

(1) Murabaha s a contract for the sale of goods at cost plus an agreed profit mark-up The delivery of the goods
from the seller to the purchaser 1s iImmediate but payment may be deferred Such contracts may be used to provide
financing Commodity Murabaha 1s a specific example of such a contract where the item being sold 1s a metal
commodity Commodity Murabaha contracts are commonly used within the Islamic inter-bank short-term hquidity
market

(ny  Wakala s a transaction, which represents an agreement whereby a party provides a certain sum of money to
an agent, who invests it according to specific condittons in order to achieve a certain specified retumn  The agent 1s
obliged to retumn the invested amount 1n case of default, negiigence or viclation of any of the terms and conditions of
the Wakala

(m) Istsna s a contract for the acquisiicn of a product or property which 1S not in existence at the start of the
contract and 1s built or manufactured according to detalled specifications defined by the client and delivered at the
agreed date and pnce Istisna contracts are used within financing actvities

{v)  hara s a contract granting the nght to use an asset by one party to ancther which equates to the leasing of
the asset In retum for rental payments, and which may include a transfer of ownership title at the end of the rental
penod ljara contracts are typically used for medium to long term financing of equipment, plant and machinery and
vessels or arcraft

(v}  Mudaraba 1s a partnership contract in which a provider of capital enters into an agreement with a partner to

undertake a specific business or project Profits are shared on a pre-agreed basis but losses are borme by the
provider of capital unless neghgence of the partner, who typically provides the labour or expertise, 1s demonstrated
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Notes to the Financial Statements

(1) Wa'ad is a purchase undertaking by one party to the other in a transaction effectively resulting in either a
nght to acquire or sell for one of the parties, structured with Sharm’a compliant conditions A Wa'ad could be an
avallable for sale asset where It does not meet the definiton of a denvative or could be a denvative recogrused at
farr value

The above contracts form the basis of financial instruments shown within due from banks, financing arrangements,
and due to banks and customers

These financial instruments are recognised on the trade date, that 1s, the date on which there 1s a commitment to
buy or sell the financial instrument The resulting assets and habiities are ihally recorded at far value and are
subsequently measured at amortised cost

Income and costs on the above financial nstruments are recognised on an effective yeld basis The effective yeld
rate 1s the rate that exactly discounts the estmated future cash payments and receipts through the agreed payment
term of the contract to the carrying amount of the recevable or payable The effective yield 1s established on initial
recognition of the asset or llability and 1s not revised subsequently Accrued income recevable and returns payable
are included within other assets and other liabilites

The calculation of the effective yield rate includes all fees paid or received, transaction costs, and discounts or
premiums that are an integral part of the effective yield rate Transaction costs are incremental costs that are
directly attnbutable to the acquisition, 1ssue or disposal of a financial asset or hability

Financial assets and liabilities are offset and the net amount 1s reported in the Balance Sheet when there 1s a legally
enforceable nght to offset the recogmsed amounts and there 15 an intention to settle on a net basis or realise the
asset and setile the lability simultaneously

b Financial assets at fair value through profit and loss

Financial assets at far value through profit or ioss compnses two sub-categones financial assets classified as held
for trading, and financtal assets designated by the Company as at farr value through profit or loss upon nal
recognition

A financial asset 1s classified as held for trading if 1t 15 acquired or incurred pnincipally for the purpose of selling or
repurchasing 1t in the near term or If it 15 part of a portfolio of Identified financial instruments that are managed
together and for which there 15 evidence of a recent actual pattern of short-term profit-taking Financial assets held
for trading consist of investments in quoted Sukuk, managed funds and structured notes and are recognised in the
Balance Sheet as 'Financial assets held for trading’

Financial instruments included in this categeory are recognised imitiglly at far value, transaction costs are taken
directly to the Statement of Comprehensive Income Gains and losses arnising from changes n far value are
included directly in the Statement of Comprehensive Income and are reported as ‘Net gains / (losses) on financial
assets classified as held for trading' The investments are derecognised when the nghts to receive cash flows have
expired or the Company has transferred substantially all the nsks and rewards of ownership and the transfer
qualifies for derecognition

¢ Held to matunty financial investments

Held to matunty investments are measured at amortised cost using the effective yield basis The Bank assesses all
held to matunty investments for mpairment on each reporting date If there I1s objective evidence that an impairment
loss has been incurred, the amount of the loss 1s measured as the difference between the asset's camying value
and present value of future cash flows discounted using the onginal effective yield rate The carrying amount of the
asset 15 reduced and the loss Is recognised In the Statement of Comprehensive Income If the impairment loss
decreases (or there 1s objective ewnidence that the loss has decreased) after the impaiment was recognised, then
the comesponding mpaiment is reversed through the Statement of Comprehensive Income
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d Financial assets available for sale

Financial assets available for sale are initially recognised at fair value Subsequent to inttial measurement, the far
value gan or loss on these assets 1s reported into the Statement of Changes in Equity On sale or impairment of the
asset, the cumulative gain or loss previously recognised in the Statement of Changes in Equity Is reclassified into
the Statement of Comprehensive Income

e Derivative financial instruments

Denvative financial instruments include Islamic contracts based on the Wa'ad principle of Islamic financing and
forward foreign exchange contracts Denvative financial instruments are mtially recogrised at far value
Subsequently, these instruments are measured at fair value wath changes n fair value recognised in the Statement
of Comprehensive Income

f Property financing

Property finance 1s provided using the Musharaka {partnership} pnncipal of Islamic financing The Company wall
enter into an agreement to yointly purchase a property with another party and rental income will be received relating
to that proportion of the property owned by the Company at any point in tme The other party to the agreement may
make separate payments to purchase additional proporiions of the property from the Company, thereby reducing
the Company’s effective share

The transaction 1s recognised as a financial asset upon legal completion of the property purchase and the amount
recevable 1s recognised at an amount equal to the net investment in the transaction Where mitial direct costs are
incurred by the Company such as commissions and legal fees that are ncremental and directly attrbutable to
negotiating and arranging the transaction, these costs are included in the inihial measurement of the recevable and
the amount of income over the term will be reduced Rental iIncome 1s recognised at a constant penodic rate of
return on the Company’s net investment

g Derecognition of financial assets and habt:lities

Financial assets are derecognised when the contractual nghts to the cash flows from the asset expre, or the
Company transfers the nghts to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the nsks and rewards of ownership of the financial asset are transfered Any remaining interest in
transferred financial assets that is created or retained by the Company 1s recogrised as a separate asset or hability

The Company derecognises a financial hability when its contractual obligations are discharged or cancelled or
expire

h Impairment of financial assets

At each reporting date it 1s assessed whether there 1s objective evidence that financial assets not camed at far
value through profit or loss are impared Financial assets are impaired when objective evidence demonstrates that
a loss event has occumred after the initial recogmibion of the asset, and that the loss event has an impact on the
future cash flows from the asset that can be estmated readily

All indvidually significant financial assets are assessed for specific iImparment Objective evidence that financial
assets are imparred include default or delinquency by the counterparty, extending or changing repayment terms,
indications that a counterparty may go into bankruptcy, or other observable data relating to a group of assets such
as adverse changes in the payments status of counterparties, or economic condiions that correlate wath defaults in
the Company

Impairment losses on assets camed at amorbsed cost are measured as the difference between the carrying
amount of the financial asset and the present value of the estmated cash flows discounted at the assets’ onginal
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effective yield rate Losses are recogrused in the Statement of Comprehensive Income and reflected against the
asset camying value When a subsequent event causes the amount of impairment losses toc decrease, the
impairment loss 1s reversed through the Statement of Comprehensive Income

In the case of equity interests and investments classified as available for sale, a significant or prolonged decline in
the farr value of the secunty below its cost 1s also evidence that the assets are impaired If any such ewidence exists
for avallable-for-sale financial assets, the cumulative loss — measured as the difference between the acquisiion
cost and the current farr value, less any impaiment loss on that financial asset previously recogrused in profit or
loss — 15 removed from equity and recognised in profit or loss Impaiment losses recogrised in the income
statement on equity instruments are nct reversed through the iIncome statement

i Impairment of non-financial assets

The carrying amounts of non-financial assets are reviewed at each reporting date to determine whether there 1s any
indication of mpaiment If any such indication exists then the assef's recoverable amount is estimated An
impairment loss 1s recogrised if the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount A cash-generating unit 1s the smallest identfiable asset group that generates cash flows that largely are
independent from other assets and groups Impairment losses are recognised in the Statement of Comprehensive
Income

The recoverable amount of an asset 1s the greater of its value In use and its farr value less costs to resell In
assessing value in use, the estimated future cash flows are discounted to their present value  An impairment loss s
reversed If there has been a change in the estmates used to determine the recoverable amount  An impairment
loss I1s reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would
have been determined, net of depreciation or amortisation, If no impaimMment loss had been recognised

I Provisions

A provision 1s recogrised if, as a result of a past event, the Company has a present legal or constructive cbligation
that can be estimated relably, and it 1s probable that an outflow of economic benefits will be required to settle the
obligation Prowistons are determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessments of cost of funds and, where appropnate, the nsks specific to the habiity

k Fees and commissions

Fees and commussions which are not recognised on an effective yield basis over the Iife of the financial instrument
to which they relate are recognised at the point when any specific actions or events relating to the payment of the
fees or commissions have been completed and the fees and commussions are eamed

| Property and equipment

Iltems of property and equipment are measured at cost less accumulated depreciation and impairment losses
Cost includes expenditure that 1s directly attnbutable to the acquisition of the asset

The cost of replacing part of an item of property or equipment 1s recognised in the carrying amount of the item
if it 15 probable that the future economic benefits embodied within the part will flow to the Company and its cost
can be measured reliably The costs of the day-to-day servicing of property and equipment are recognised In
the Statement of Comprehensive income as incurred

Depreciation s recognised in the Statement of Comprehensive Income on a straight line basis over the

estimated useful life of each part of an item of property and equipment Depreciation methods, useful lives and
residual values are reassessed at the reporting date
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The current estimated useful hves are as follows

Computer equipment 3 Years
Office equipment 5 Years
Fixtures and fithings 5 Years
Leasehold improvements 10 Years
m Intangible assets

Acquired software and computer licenses are stated at cost less accumulated amortisation and accumulated
impatrment losses Expenditure on internally developed software I1s recognised as an asset when the
Company 1s able to use the software in a manner that will generate future economic benefits, and can rehably
measure the costs to complete the development

Subsequent expenditure 1s capitalised only when it increases the future economic benefits embodied In the
specific asset to which it relates All other expenditure, including expenditure on internally generated goodwill
and brands, is recognised in the Statement of Comprehensive Income as incurred

Amortisation 15 recognised in the Statement of Comprehensive Income on a straight ine basis over the
estimated useful lives of intangible assets, other than goodwill, from the date that they are available for use
The current estimated useful lives are as follows

Software 3 Years
Computer licenses 3 Years
n Taxation

Income tax payable or receivable 1s calculated on the basis of the applicable tax law and 1s recognised as an
expense or income for the penod, except to the extent that current tax is related to items that are charged or
credited directly to equity

Current tax 1s the expected tax payable on the taxable income for the penod, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previcus years

Deferred tax i1s provided in full using the balance sheet method, providing for temporary differences between
the carrying amounts of assets and habilihes for financial reporting purposes and the amounts used for
taxation purposes Deferred tax 1s measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on laws that have been enacted or substantively enacted by the
reporting date

A deferred tax asset 1s recognised only to the extent that it 1s probable that future taxable profits will be
avallable against which the asset can be utihsed Deferred tax assets are reviewed at each reporting date and
are reduced to the extent that it 1s no longer probable that the related tax benefit will be realised

o Employee benefits

Obligations for contributions to defined contribution pension plans are recognised as an expense (n the
Statement of Comprehensive Income when they are due Short-term employee benefits, such as salanes, paid
absences, and other benefits, are accounted for on an accruals basis over the perniod for which employees
have provided services Bonuses are recognised to the extent that there 1s a present obhgation to employees
that can be measured reliably
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p Cash and cash equivalents

Cash and cash equivalents comprise cash and demand bank deposit accounts and are stated at amortised
cost

q Other receivables
Trade and other receivables are stated at theirr nominal amount less imparrment losses
r Lease payments made

Payments made under operating leases are recognised n the Statement of Comprehensive Income on a
straight line basis over the term of the tease Lease incentives received are recogrused as an integral part of
the total lease expense, over the term of the lease

S Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency at exchange rates as at the date of
the transaction Monetary assets and habiities denominated in foreign currencies at the reporting date are
translated to the functional currency at the exchange rate as at that date The foreign currency gamn or loss on
monetary items 1s the difference between amortised cost in the functional currency at the beginning of the
perod and the amortised cost in foreign currency translated at the exchange rate at the end of the perniod
Foreign currency differences ansing on translation are recognised in the Statement of Comprehensive Income

t New and amended standards adopted

There are no IFRSs or IFRIC interpretations that are effective for the first time for the financial year beginning
on or after 1 January 2012 that have had a matenal impact on the Company

u New standards and interpretations not yet adopted

A number of new standards and amendments to standards and interpretations are effective for annual perods
beginning after 1 January 2012, and have not been applied in prepanng these financial statements None of
these are expected to have a significant effect on the financial statements of the Company, except the
following set out below

Amendment to IAS 1, ‘Financial statement presentation’ regarding other comprehensive income The main
change resulting from these amendments 1s a requirement for entities to group tems presented in ‘other
comprehensive income’ (OCIl) on the basis of whether they are potentially reclassifiable to profit or loss
subsequently (reclassificatton adustments) The amendments do not address which items are presented in
OcClI

IFRS 13, ‘Farr value measurement’, aims to improve consistency and reduce complexity by providing a precise
definition of farr value and a single source of far value measurement and disclosure requirements for use
across IFRSs The requirements, which are largely aligned between IFRSs and US GAAP, do not extend the
use of far value accounting but provide guidance on how 1t should be applied where its use 1s already required
or permitted by other standards within IFRSs or US GAAP

IAS 19, ‘Employee benefits’, was amended in June 2011 There i1s no expected impact on the Company

IFRS 9, ‘Financial instruments’, addresses the classification, measurement and recognition of financial assets
and financial habiliies IFRS 9 was 1ssued in November 2009 and October 2010 It repltaces the parts of IAS
39 that relate to the classification and measurement of financial instruments IFRS 9 requires financial assets
to be classified into two measurement categories those measured as at fair value and those measured at
amortised cost The determination 1s made at intial recognition The classification depends on the entity’s
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business model for managing its financial instruments and the contractual cash flow characternistics of the
mstrument For financial iabilities, the standard retains most of the IAS 39 requirements The main change i1s
that, In cases where the far value option 1s taken for financial habihties, the part of a fair value change due te
an entity’'s own credit risk 1s recorded in other comprehensive income rather than the income statement,
unless this creates an accounting mismatch The Company 15 yet to assess IFRS 9's full impact and intends to
adopt IFRS 9 no later than the accounbing penod beginning on or after 1 January 2015, subject to
endorsement by the EU The Company will also consider the impact of the remaining phases of IFRS 9 when
completed by the Board

IFRS 10, Consolidated financial staterments’, builds on existing principles by identifying the concept of control
as the determining factor in whether an entity should be mcluded within the consolidated financial statements
of the parent company The standard provides additional guidance to assist in the determination of control
where this s difficult to assess The Company 1s yet to assess IFRS 10's full impact though intends to adopt
IFRS 10 no later than the accounting penod beginning on or after 1 January 2013, subject to endorsement by
the EU

IFRS 12, ‘Disclosures of interests in other entities’, includes the disclosure requirements for all forms of
nterests in other entities, including joint arrangements, associates, special purpose vehicles and other off
balance sheet vehicles The Company Is yet to assess IFRS 12's full impact though intends to adopt IFRS 12
no later than the accounting penod beginning on or after 1 January 2013, subject to endorsement by the EU

There are no other IFRSs or IFRIC interpretations that are not yet effective that would be expected tc have a
matenal impact on the Company

4 Income from financing and investing activities
fncome from 2012 2011
£ £
Banks
Murabaha placements 816,201 105,940
Wakala placements 85,673 9,649
Financing arrangements
Murabaha financing 3,270,349 1,393,875
Wakala financing 87 27,893
Musharaka financing 412,397 314,286
Mudaraba financing 100,193 35,739
ljara financing 68,988 92,935
Other
Foretgn exchange spot transactions (68,855) (7,449)
Returns on investments 855,766 671,395
Total ncome from financing and nvesting activities 5,540,799 2,644 263
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5 Returns to banks and customers

Murabaha deposits
Wakala deposits

Total returns to banks and customers

6 Fees and commissions iIncome

Adwisory and consultancy fees
Corporate finance fees

Asset management fees
Other fee ncome

Total fees and commissions income

QIB (UK) plc
Annual Report

For the year ended 31 December 2012

2012
£

1,802,023
1,497,414

3,290,437

2012
£

126,007
1,427,320
2,749,462

118,117

4,420,906

2011
£

658,326
529,495

1,187,821

2011
£

2,551,309
403,223
2,793,487
48,957

5,797,976

The Bank acquired a right on a counterparty’s shares as compensation for advisory services completed during
the year, having obtained a similar nght with another counterparty in the prior year These nghts are classified
as ‘financial assets available for sale’ and the initial valuation 1s recogmsed within fees and commissions
income durning the year in which the services for which the nght was granted was completed The nitial

valuation recognised in the current year s £2,036,751 (2011 £1,900,693)

7 Personnel expenses
2012 2011
£ £
Directors’ emoluments and fees 530,000 475,250
Wages and salaries 2,637,607 2,725,371
Social secunty costs 444,924 363,586
Pension contributions 253,178 235,044
Other staff costs 124,474 137,713
Total personnel expenses 3,990,183 3,936,964

The aggregate of the emoluments in 2012 of the highest paid Director was £235,000 (2011 £202,000) and

Company pension contributions of £33,000 (2011 £31,250) were made on his behalf

The number of employees at the end of the year was 31 (2011 37) and the average number throughout the

year was 33 (2011 34)
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8. Profit / {loss) before taxation
Profit / (loss) before taxation is stated after charging

Auditor's remuneration PricewaterhouseCoopers LLP audit
services

Fees payable to Company’s auditor for the audit of financiat
statements

Fees payable to Company’s auditor for other services

— other services pursuant to legislation
— other services

9 Taxation

()  Analysis of total tax expense / (iIncome)

Current tax expense / (income) for current penod 24 5%
(2011 26 5%)

Deferred tax expense / (iIncome}) refating to
Ongination and reversal of temporary differences
Tax losses not utitsed / {utihsed)

Effect of tax rate change

Prior period adjustment

Total tax expense / (Income)

{n) Reconciliation of the total tax expense / (iIncome)

QIB (UK} plc
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2012 2011
£ 3

85,875 66,500
21,788 30,750

- 9,000

107,663 106,250
2012 2011

£ £

10,243 19,585
(994,604) 85,115
244,007 191,279
69,557 (123,378)
(670,797) 172,601

The tax income for the year is lower than that resulting from applying the UK standard rate of corporation tax

to the profit before tax The differences are explained as follows

Profit / {loss) before tax

UK tax at 24 5% (2011 26 5%) thereon
Effects of

Non-deductible expenses

Effect of tax rate change

Prior penod adjustment

Total tax expense / (income)

2012 2011
£ £
(4,109,742) 263,939
(1,006,887) 69,944
22,526 34,756
244,007 191,279
69,557 (123,378)
(670,797) 172,601
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(in) Deferred tax

Deferred tax I1s calculated on temporary differences using the tax rate of 23% (2011 25%) The Finance Act
2012 reduced the UK corporation tax rate from 26% to 24% with effect from 1 Apnl 2012, and from 24% to
23% with effect from 1 Apnl 2013 There will be a further 1% reduction in the corporatton tax rate to 22% from
1 Apnl 2014 The following are the deferred tax assets recognised by the Company and movements thereon
duning the current and pnor reporting penod The Directors are of the opmion, based on forecast trading
profits, that it 1s probable that sufficient future taxable income will be availlable against which these recogmsed
deferred tax assets can be recovered

2012 2011
£ £
Deferred tax asset as at 1 January (2,366,298) {2,538,899)
Credited to the Statement of Comprehensive Income (984,361) 104,700
Effect of rate change 244,007 191,279
Prior period adjustment 69,557 (123,378)
Deferred tax asset as at 31 December (3,037,095) (2,366,298)
The deferred tax asset can be analysed as follows
Depreciation in excess of capital allowances {38,408) (66,967)
Tax losses not uthsed (2,998,687) (2,295,687}
Unpaid pension costs - (3.644)
(3,037,095) (2,366,298)
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10 Cash and balances with banks

Cash
On demand bank deposits

Total cash and balances with banks

1" Due from banks

Murabaha placements
Wakala ptacements

Tota! due from banks

12  Financing arrangements

Murabaha financing
Wakala financing
Musharaka financing
Mudaraba financing
ljara financing

Other financing

Total financing arrangements

QIB {UK) plc
Annual Reporl
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2012 2011
£ £
499 817
4,625,746 1,454,276
4,626,245 1,455,093
2012 201
£ £
56,112,859 32,714,235
15,299,846 19,647,679
71,412,705 52,361,914
2012 2011
£ £
34,011,194 23,228,558
- 195,51
14,725,326 8,100,000
3,188,189 3,781,755
485,187 1,338,648
54,214 91,088
52,464,110 36,735,640
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Assets leased to customers using the ljara structure, included under financing arrangements, are treated as
finance leases ljara financing receivables are recognised on the balance sheet and income 1s recognised over
the penod of the lease so as to give a constant rate of return on the net cash ivestment in the ljara An ljara
for £326,557 with a UK based corporate due to mature in October 2013, will now terminate earlier as the
assets being financed are included within a sale of the company holding the assets to a third party The
following shows the gross investments n ljara financing receivables

Not later than one year
Later than one year but not later than five years
Later than five years

Gross investment in fjara financing

Unearned future rentals

Net investment in ljara financing

The net iInvestment in ljara financing comprises
Not later than one year

Later than one year but not later than five years
Later than five years

Total

14  Financial assets held for trading

Investment in quoted sukuk
Investment in managed funds
Investment in structured note

Total financial assets held for trading

15 Financial assets held to matunty

Investment in sukuk
Unquoted fixed-term funds

Total financial assets held to matunty

2012 2011

£ £
466,270 1,114,696
27,142 329,445
493,412 1,444,141
(8,225) (105,493)
485,187 1,338,648
458,252 1,029,809
26,935 308,839
485,187 1,338,648
2012 2011

£ £
14,088,133 19,370,338
5,355,972 4,374,184
6,383,097 3,261,700
25,827,202 27,006,222
2012 2011

£ £
4,485,554 4,210,887
2,960,998 -
7,446,552 4,210,887
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16 Dernivative financial instruments
2012 2011
£ £
Wa'ad - 1,500,000
Fair value of forward foreign exchange contracts {309) 824,368
Total denvative financial instruments {309) 2,324,368

Durning the pror year, the Bank was granted a Wa'ad (an instrument equivalent to a European call option in
economic terms) on 50% of the shares of a UK based corporate, related to the restructunng of financing
arrangements The corperate in whose shares the Wa'ad was i1ssued went into admimstration dunng 2012 and
the value of the Wa'ad as at 31 December 2012 1s £nil (2011 £1,500,000) The Bank entered into forward
foreign exchange contracts to manage its foreign currency exposures The movement in the far value of
forward foreign exchange contracts 1s included in the Statement of Comprehensive Income and was a loss of
£824 677 in the current year (2011 gain of £824,368)

17 Financial assets available for sale
2012 2011
£ £
Value of financial assets avallable for sale as at 1 January 1,900,693 -
Fair vatue of Wa'ads upon initial recognition 2,036,751 1,900,693
Increase in fair value after initial recognition 305,549 -
Value of financial assets available for sale 4,242,993 1,900,693

Assets availlable for sale include nghts on a counterparty’'s shares obtained as compensation for adwisory
services provided during the year The fair value of this equity interest as at 31 December 2012, based on an
independent valuation which has been completed, was £2,036,751 The Bank was granted two other Wa'ads
in the prior year on the shares of two UK based corporates The far values of these interests as at 31
December 2012, based on independent valuations of the underlying companes, were £2,017,402 (2011
£1,900,693) and £188,840 (2011 £nil)
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18 Property and equipment

Cost

Balance at 1 January 2012
Additions

Balance at 31 December 2012

Depreciation

Balance at 1 January 2012
Depreciation charge for the year
Balance at 31 December 2012

Net book value at 31 December 2012

Cost

Balance at 1 January 2011
Additions

Balance at 31 December 2011

Depreciation

Balance at 1 January 2011
Depreciation charge for the year
Balance at 31 December 2011

Net book value at 31 December 2011

QIB (UK) plc
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Computer Leasehold Fixtures & Total
Equipment Improvements  Fititngs/Office
Equipment
£ £ £
334,336 844,618 353,491 1,532,445
5,625 2,225 23,665 31,515
339,961 846,843 377,156 1,563,960
(305,023) (354,387) (272,877) (932,287)
(20,184) (84,692) {59,613) {164,489)
(325,207) (439,079) {332,490) (1,096,776)
14,754 407,764 44,666 467,184
318,346 839,534 335,451 1,493,331
15,990 5,084 18,040 39,114
334,336 844,618 353,491 1,632,445
(275,411) {270,220) (203,499) (749,130)
(29,612) (84,167) (69,378) (183,157}
{305,023) {354,387) (272,877) (932,287)
29,313 490,231 80,614 600,158
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19  Intangible assets

Computer Computer Total
Software Licenses
£ £ £
Cost
Balance at 1 January 2012 803,794 394,934 1,198,728
Additions 22,500 26,578 49,078
Batance at 31 December 2012 826,294 421,512 1,247,806
Amortisation
Balance at 1 January 2012 (755,718) {393,815) {1,149,533)
Amortisation charge for the year (32,918} _{1,704) (34,622)
Balance at 31 December 2012 (788,636) (395,519) (1,184,155)
Net book value at 31 December 2012 37,658 25,993 63,651
Cost
Balance at 1 January 2011 781,395 394,659 1,176,054
Additions 22,399 275 22,674
Balance at 31 December 2011 803,794 394,934 1,198,728
Amortisation
Balance at 1 January 2011 (660,807) (384,887) (1,045,694)
Amortisation charge for the year {94,911) (8,928) {103,839)
Balance at 31 December 2011 (755,718) (393,815} (1,149,533)
Net book value at 31 December 2011 48,076 1,119 49,195
20  Other assets
2012 2011
£ £
Income receivable 2,146,546 929,148
Fees receivable 460,849 984,898
VAT recoverable 882,870 819,250
Prepayments 339,431 285,598
Other receivables 449,811 619,248
Total other assets 4,279,507 3,638,142

HMRC has now agreed the Company's partial exemption special method for VAT recoverability This follows
detalled discussions with HMRC relating to the VAT treatment of specific Islamic products VAT recoverable
in the current year 1s the expected calculated recovery based on the method agreed with HMRC In the prior
year, the method was yet to be agreed by HMRC and total VAT recoverable was net of a provision of
£200,000 to reflect estimated non-recovery of an element of VAT
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2012 2011
£ £
Demand 77,032 56,111
Murabaha deposits 912,681 -
Wakala deposits 42,538,810 25,845,438
Total due to hanks 43,528,523 25,901,549
22  Due to customers
2012 2011
£ £
Demand 4,096,485 1,328,754
Murabaha deposits 77,218,468 46,790,046
Wakala deposits 21,504,410 33,001,086
Total due to customers 102,819,363 81,119,886
23  Other habilities
2012 2011
£ £
Returns payabile 2,615,130 958,782
Accruals 243,561 527.600
Trade payables 134,279 46,911
Sccial secunity and income tax 140,663 116,374
Other payables 406,842 544,793
Total other Lhabilities 3,540,475 2,194,460

24 Commitments under operating lease

There 1s a commitment at the year-end under a non-cancellable lease for the Company's main premises at 4"
Floor, Berkeley Square House, Berkeley Square, London W1J 6BX for a 15 year penod from 5 Apnl 2007, at an
annual rental of £427,840 There s also one lease of duration 10 years 5 months for a car parking space, at an
annual rental of £6,500 from 1 November 2011 and two IT rental leases for three years, one for £20,000 per
annum from 27 May 2011 and the other for £16,896 per annum from 6 September 2011 The following shows
the future mimimum lease payments under non-cancellable operating leases

2012 2011

£ £

Within one year 471,236 470,736
One to five years 1,756,840 1,773,226
More than five years 1,849,891 2,251,728
4,077,967 4,495,690

Dunng the year £471,812 (2011 £460,477) was recognised as an expense in the Statement of Comprehen-
sive Income in respect of operating leases
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25 Contingent hiabilities and commitments
2012 2011
£ £
Letters of credit - 316,273
Total - 316,273

Commitments and contingent iabiliies stated above do not necessanly represent expected future cash flows
as these contracts may expire before actually being drawn

26 Share capital

2012 201
£ £
Authonsed
£0,000,000 Ordinary shares of £1 00 each 50,000,000 50,000,00
Allotted, called up and fully pad
25,000,001 Ordinary shares of £1 00 each 25,000,001 25,000,001
The details of the shareholders as at 31 December are
2012 2011
Qatar Istamic Bank 19,000,000 19,000,000
Albidaa LLC 2,500,000 2,500,000
City Capital Limited 2,500,000 2,500,000
Sheikh Jassim Bin Hamad J J Al Thani 250,000 250,000
Mr Salah Jadah 250,000 250,000
Professor Abdul Latif Al Meer 250,000 250,000
Mr Jean-Marc Riege! 250,000 250,000
Mr Michael Clark 1 1
Total 25,000,001 25,000,001
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27 Related party transactions

Quatar Islarmic Bank (QIB) 1s the immediate and ultimate controlling party by virtue of the fact that it holds 76%
of the 1ssued share capital and voting nghts in the Company QIB was incorpcrated on 8 July 1982 as a Qatan
shareholding company by the Emin Decree Number 45 of 1982 to provide banking services, and conduct
nvestment and financing activities in accordance with Islamic Shan'a principles, as determined by its Sharr'a
Committee and in accordance with the prowisions of its Memorandum and Articles of Association

EFH Funds SCA SICAV SIF (‘EFH Funds') 1s an mnvestment fund vehicle incorporated in Luxembourg as a
hmited hability partnership The General Partner of the imtted hability partnership 1s an independent fimited
company (Sarl) incorporated in Luxembourg The General Partner acts out of Luxembourg and 1s responsible
for the overall management and governance of the fund The management board of the Sarl 1s made up of
three managers The Chief Financial Officer of the Company acts as one of the managers with equal voting
nghts to each of the other two managers

There are three active sub-funds that have been launched by EFH Funds, namely, Global Sukuk Plus Fund
(‘GSPF’), Islamic Financial Institution Fund ('IFI') and Qatar Opportunities Fund (‘QOF") The Bank has been
appointed as investment adwvisor for these funds

All other related parties are related by virtue of QIB ownership or common Non-Executive Directors, uniess
otherwise stated below

Loan from related party
As at 31 December there was an outstanding loan balance payable to QIB of £4,757,834 (2011 £4,757,834)
Bunng the year this loan was converted to tier 2 capital through a subordinated five-year loan structure

Due to banks
QIB held demand deposit accounts and entered into Wakala deposit transactions with the Bank on an arm's
length basis As at 31 December, total deposits from QIB were £5,591,119 (2011 £1,990,504) Total returns
due to QIB i the year were £68,581 {2011 £206,145) and returns of £14,010 (2011 £890) were payable as
at the end of the year The highest balance of deposits from QIB dunng the year was £7,475,576 (2011
£19,085,100)

QlInvest entered into Wakala deposit transactions with the Bank on an arm’s length basis As at 31 December,
total deposits from Qinvest were £1,856,091 (2011 £2,394,977) Total returns due to Qlnvest in the year were
£22,431 (2011 £5,347) and returns of £3,243 (2011 £838) were payable as at the end of the year The
highest balance of deposits from Qlnvest during the year was £6,092,371 (2011 £2,497,191)

Due from banks

As at 31 December, there were no placements with QIB (2011 £13,883,747) Total returns due in the year
from placements with QIB were £48,880 (2011 £6,663) and no returns were recervable as at the end of the
year (2011 £1,607) The highest balance of placements with QIB during the year was £3,452,134 (2011

£13,883,747)

Cash and balances with banks

Demand bank accounts were held with QIB in ine with QIB's normal account terms and conditions As at 31
December, the balance held with QIB was £8,574 (2011 £132)
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Due to other institutions

In the prior year, EFH Funds entered into Wakala deposit transactions with the Bank on an arm's length basis
As at 31 December, no deposits were held from EFH Funds (2011 £5,334,973) Total returns due to EFH
Funds in the year were £124,575 (2011 £193,605) and no returns (2011 £97,631) were payable as at the end
of the year The highest balance of deposits from EFH Funds during the year was £5,230,028 (2011
£5,334,973)

Financial assets held for trading
The Bank had the following investments in EFH Funds, shown within assets held for trading, as at 31
December GSPF £4,855,887 (2011 £3,887,939) and QOF £499,985 (2011 £486,245)

Fees and commissions income
Fund management fees of £1,014,135 (2011 £822,534) were received n relation to GSPF and £102,584
(2011 £259,636) in relation to IFI during the year

Fees receivable

As at 31 December, fund management fees of £122,829 (2011 £117,760) and £25,197 (2011 £259,638)
were receivable from GSPF and IFI respectively relating to the fund management services performed by the
Company for the funds dunng the year

Fees payable

As at 31 December, amounts of £675 (2011 £665) and £698 (2011 £1,254} were payable to QIB and Arab
Finance House {'AFH’) respectively, relating to asset management fee rebates Total rebates due to QIB and
AFH n the year were £59,090 (2011 £97,777) and £4,114 {2011 £4,508) respectively

Financing arrangements

As at 31 December, financing arrangements included a balance of £3,261,699 (2011 £nil) relating to a
property Musharaka financing transaction made with Mr Abdullah Al-Eida, a Director of Qatar Islamic Bank, on
an arm’s length basis The highest balance during the year for this financing was £3,261,699 (2011 £n1)
There was a further Musharaka financing transaction of £3,363,627 (2011 £nil} with Peterson Development
Limited, a company related to Mr Al-Eida The highest balance during the year for this financing was
£3,363,627 (2011 £ml) A total of £3,500,000 of these exposures 1s subject to a sub-participation agreement
with an unrelated third party bank

As at 31 December, financing arrangements included a balance of £21,120 (2011 £25,849) relating to a
Murabaha financing transaction made with David Sambar, a Non-Executive Director, on an arm's length basis
The htghest balance during the year for this Murabaha financing was £25,849 (2011 £30,259)

Bank lines

As at 31 December the Company had £42,900,452 (2011 £45,000,000) of agreed inter-bank borrowing lines
and £24,747,881 (2011 £25,891,643) of agreed lending lines with related parties within the QIB Group These
lines are of varying tenor and duration

No fees are payable or receiwvable for these lines and they have been utlised dunng the year only as
descnbed above
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Key management compensation

Key management of the Company are the Executive Committee The compensation of key management
personnel I1s as follows

2012 2011

£ £

Emoluments including social security costs 528,840 581,000
Company contributions to pension plans 65,250 86,187
594,090 667,187

As at 31 December, advances totalling £252,722 {2011 £307,955) had been made to key management as
part of a staff advance scheme No returns are payable on these advances and repayment 1s directly from
salary over a maximum period of 5 years or as defined in specific agreements

28 Financial risk management

The Bank monitors and manages exposures to the following nsks ansing from its use of Islamic financial
nstruments

+ Capital management

+ Creditnsk

*  Market nsk

+  Operational nsk

< Liquidity nsk

» Profit rate risk

+ Shar'a comphance nsk

This note presents information about the Bank’s exposure o each of the above nsks and its objectives,
policies and processes for identifying, managing and reporting these nsks

Risk management framework

The Board of Directors 1s ultimately responsible for the management of all nsks within the Bank This includes
the establishment and oversight of an overall Risk Management Framework and Corporate Governance Policy
which ensure that an appropnate nsk management culture 1s established throughout the Bank

The Risk Management Framework and Corporate Governance Policy are implemented through the Board's
committees, including the Audit and Risk Committee The day-to-day management of nsk 15 overseen by the
Bank’'s Executive Management Committee ('EXCO’) which has established two sub-committees, the Risk
Management Committee ('RMC’) with responsibility for assessing all credit, market and operational nisks, and
the Asset and Liabiity Committee ("ALCQ’) which 1s responsible for balance sheet management, and the
review and monitoring of profit rate and hiquidity risks

These two sub-committees are responsible for developing suitable policies, approving nsks and limits wathin
delegated authonties and regularly reviewing the Bank’s exposures to all nsk classes The Bank's Risk
Management department {'Risk Management’) is responsible for the ongoing operational analysis and review
of all the Bank's nsks and for providing information to EXCO and the sub-committees Risk management
policies and systems are reviewed regularly to reflect changes in market condtions, products and services
offered
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Capital management
The Bank's capital requirements are set and monitored by the FSA Regulatory capital i1s analysed in two tiers

+ Ter 1 capital, which includes ordinary share capital and retained earnings
= Tier 2 capital, which includes qualifying subordinated loans

The level of total regulatory capital 1s monitored against the Individual Capital Guidance Individual Capital
Guidance compnses of Pillar 1 capital using the Standardised Approach and Pillar 2 as required by the FSA
The Bank has compled with all capital requirements throughout the penod

Credit risk

Credit nsk 1s the nsk of financial loss to the Bank if a customer or counterparty 1s not able to repay capital
and/or profit, or otherwise meet its contractual obhgations under credit facilites or in respect of other
agreements

The Bank has a thorough quantitative and qualitative vetting process in place covenng all of its customers and
counterparties whereby it assigns an internal nsk rating and maxmum tenor over and above any externa!
rating These ratings, which are subject to regular review, control the amount of credit that can be made
available to any obligor

Management of credit risk

The Bank manages credit nsk by monitoring credit exposures, lmiting transactions with specific
counterparties, countnes or sectors and continually assessing the creditworthiness of all counterparties It also
ensures that credit capacities are properly diversified across the Bank’s business lines in order to ensure an
appropnate allocation of nsk capital and to avoid undue concentrations of nsk by customer, country, sector or
mntermnal ratings

Risk Management 1s responsible for the operational management of the Bank’s credit nsk, including
+ reviewing and approving credit and underwriting proposals, within delegated Imits

+ reviewing and recommending exceptions to delegated imits, where appropnate

+ reviewing, monitoring and actioning, as appropnate, any non-performing credts

+ monitonng ongoing adherence to country and counterparty hmits

Alj credit nsk exposures are formally approved by the RMC, within delegated imits Credit nsk exposures as at
31 December are shown on the following page
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Balances with banks

Due from banks

Other financing

Murabaha financing

Wakala financing

Musharaka financing

Mudaraba financing

ljara financing

Financial assets held to matunty
Total

Off-balance sheet
Letters of credit
Total

Total credit nsk

QIB (UK) plc

Annual Report

For the year ended 31 December 2012

2012 201

£ £

4,625,746 1,454,276
71,412,705 52,361,914
54,214 91,088
34,011,194 23,228,558
- 195,591
14,725,326 8,100,000
3,188,189 3,781,755
485,187 1,338,648
7,446,552 4,210,887
135,949,113 94,762,717
- 316,273

- 316,273
135,949,113 95,078,990

The credit exposures shown above are the maximum credit nsk exposures to the Bank without taking account

of any collateral held

Concentration of risks of financial assets with credit risk exposure

The following tables provide additional analysis of the credit exposure, showing concentration by geographical
location and industry type of counterparties For geographical sector, allocation of exposures to regicns s

based on the country of domicile of the counterparty
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Geographical sectors

Balances with banks
Due from banks
Other financing
Murabaha financing
Wakala financing
Musharaka financing
Mudaraba financing

ljara financing

Financial assets held to

matunty

31 December 2012

Off-balance sheet
Letters of credit

31 December 2012

Total

Balances with banks
Due from banks
Other financing
Murabaha financing
Wakala financing
Musharaka financing
Mudaraba financing

lhara financing

Financial assets heid to

matunty

31 December 2011

Off-balance sheet
Letters of credit
31 December 2011

Total

Q!B (UK) pic
Annual Report

For the year ended 31 December 2012

Europe  Middle East USA Other Total

£ £ £ £ £
4,180,980 8,574 436,192 - 4,625,746
35,685,913 17,426,792 14,300,000 4,000,000 71,412,705
54,214 - - - 54,214
32,127,086 1,884,108 - - 34,011,194
14,725,326 - - - 14,725,326
3,188,189 - - - 3,188,189
485,187 - - - 485,187
2,960,998 4,485,554 - - 7,446,552
93,407,893 23,805,028 14,736,192 4,000,000 135,949,113
93,407,893 23,805,028 14,736,192 4,000,000 135,949,113
1,371,008 8,093 32,975 42,200 1,454,276
25,731,808 26,630,106 - - 52,361,914
91,088 - - - 91,088
21,257,373 1,971,185 - - 23,228,558
195,591 - - - 195,591
8,100,000 - - - 8,100,000
3,781,755 - - - 3,781,755
658,993 679,655 - - 1,338,648

- - - 4,210,887 4,210,887
61,187,616 29,289,029 32,975 4,253,087 94,762,717
- 316,273 - - 316,273

- 316,273 - - 316,273
61,187,616 29,605,312 32,975 4,253,087 95,078,990
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The following table breaks down the Bank’s credit exposures, at their carrying amounts, as categonsed by the
industry sectors of the Bank's counterparties

Balances with banks

Due from banks

Other financing

Murabaha financing

Wakala financing

Musharaka financing

Mudaraba financing

ljara financing

Financial assets held to matunty

31 December 2012

Off-balance sheet
Letters of credit
31 December 2012

Total

Balances with banks

Due from banks

Other financing

Murabaha financing

Wakala financing

Musharaka financing

Mudaraba financing

ljara financing

Financial assets held to matunty

31 December 2011
Off-balance sheet
Letters of credit

31 December 2011

Total

Banks Individuals Real Estate Manufacturing Total

/ Other
£ £ £ £ £
4,625,746 - - B 4,625,746
71,412,705 - - - 71,412,705
B - - 54,214 54,214
" 22,644 20,206,783 13,781,767 34,011,194
B T 14,725,326 - 14,725,326
B B - 3,188,189 3,188,189
- - - 485,187 485,187
2,960,998 - 1,856,092 2,629,462 7,446,552
78,999,449 22,644 36,788,201 20,138,819 135,949,113
78,999,449 22,644 36,788,201 20,138,819 135,949,113
1,454,276 - - - 1,454,276
52,361,914 - - - 52,361,914
- - - 91,088 91,088
- 51,735 17,210,328 5,966,495 23,228,558
- - - 195,591 195,581
- - 8,100,000 8,100,000
- - - 3,781,755 3,781,755
- - - 1,338,648 1,338,648
4,210,887 - - - 4,210,887
58,027,077 51,735 25,310,328 11,373,577 94,762,717
316,273 - - - 316,273
316,273 - - - 316,273
58,343,350 51,735 25,310,228 11,373,577 95,078,990
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Credit quality
The credit quality of the Bank's exposures 15 reviewed and managed by the RMC and EXCO

Credit qualty 1s assessed using techmgues which include information from the major External Credit
Assessment Inshtutions (*“ECALI"} as well as specific financial data in order to determine internal nsk ratings
The latter are mapped to the ECAI and Regulators’ credit nisk ratings

The Bank has policies and procedures in place to monitor impairment events that could lead to losses in its
asset portfollo These policies and procedures cover specific loss events for individual significant exposures as
well as events that relate to collective losses on groups of homogenous assets that have yet to be identfied
and assessed individually for impairment

The Bank wntes off a balance (and any related allowances for impairment) when the RMC determines that the
balance 1s uncollectable This determination would be reached after considenng information such as the
occurrence of significant changes in the obligor's financial position and an assessment of collateral levels

Dunng the year the Bank incurred impairment losses of £5,179,255 (2011 £113,605) The most significant of
these was as a result of a UK retal operation that had been financed by the Bank in 2010 enternng
administration This resulted 1 an impairment of £1,500,000 relating to equity options in the entities and 100%
impairment provisions against outstanding financing of £3,377,957 Addtbonally, the prowision aganst an
exposure to a Middle Eastern corporate was increased from 80% to 100%, resulting in an additional impairment
charge in the year of £301,298

The table below shows past due amounts and impairments

2012 2011
Due from banks Financing Due from banks Financing
arrangements arrangements
£ £ £ £
Neither past due nor impaired 71,412,705 47,184,194 52,361,914 34,746,603
Individually impaired - 5,279,916 - 1,989,037
Gross 71,412,705 52,464,110 52,361,914 36,735,640
Impairment - (5,279,916) - (1,600,661)
Total 71,412,705 47,184,194 52,361,914 35,134,979

The credit quality of the porifolio of financing arrangements and due from banks 1s further assessed by
reference to the internal rating system adopted by the Bank This is shown on the following page
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Investment Standard Special Total
Grade Monitonng Monitonng
£ £ £ £
Due from banks 55,494,162 15,918,543 - 71,412,705
Qther financing - - 54,214 54,214
Murabaha financing - 28,462,697 5,548,497 34,011,194
Wakala financing - - - -
Musharaka financing 14,725,326 - - 14,725,326
Mudaraba financing - 1,106,189 2,082,000 3,188,189
ljara financing 128,645 356,542 - 485,187
Financtal assets held to 2,629,462 4,817,090 - 7,446,552
matunty
31 December 2012 72,977,595 50,661,061 7,684,711 131,323,367
Due from banks 52,361,914 - - 52,361,914
Other financing - 91,088 - 91,088
Murabaha financing - 19,640,890 3,587,668 23,228,558
Wakala financing - 195,591 - 195,591
Musharaka financing - 8,100,000 - 8,100,000
Mudaraba financing - 2,349,755 1,432,000 3,781,755
ljara financing - 1,338,648 - 1,338,648
Financial assets held to 4,210,887 - - 4,210,887
maturity
31 December 2011 56,572,801 31,715,972 5,019,668 93,308,441

As at 31 December 2012, the Bank has the following imparred assets for which it 1s undertaking special
monitorng

1) UK retail corporates with total financing exposures of £3,377,957 (2011 £3,121,719) The total
impairment prowvision against these assets as at 31 December i1s £3,377,957 (2011 £nil)

2) A Mddle Eastem corporate with a total Murabaha financing amount due of £1,884,108 (2011
£1,884,108) A further impairment provision of £301,298 was raised in 2012 (2011 £111,753) The total
impairment provision against thus asset as at 31 December 1s £1,884,108 (2011 £1,582,810)

3) A UK indwidua! with a total Murabaha financing amount due of £17,851 (2011 £17,851) The total
impairment provision against this asset as at 31 December 1s £17,851 (2011 £17,851)

A full assessment of any other assets where a potental loss event has occurred has been completed and 1t
has been concluded that no other mpairment provision is required

41




QIB (UK} plc
Annual Report
For the year ended 31 December 2012

Notes to the Financial Statements

Collateral

Where apphcable, Risk Management assesses exposures against collateral coverage This 1s completed as
part of the imtial credit assessment and then as part of penodic credit reviews The fair value of collateral can
vary monthly, annually or based on changes in ¢ircumstances or the market

An analysis of collateral 1s shown in the following table, collateral 1s shown at the lower of the total exposure or
the management estimation of the value of the collateral based on prevaling valuatons

2012 2011
Exposure Collateral Exposure Collateral
£ £ £ £
Balances with banks 4,625,746 - 1,454,276 -
Due from banks 71,412,705 - 52,361,914 -
Other financing 54,214 - 91,088 -
Murabaha financing 34,011,194 40,996,070 23,228,558 18,591,411
Wakala financing - - 195,591 -
Musharaka financing 14,725,326 16,470,136 8,100,000 8,100,000
Mudaraba financing 3,188,189 3,283,712 3,781,755 3,781,755
ljara financing 485,187 150,000 1,338,648 1,050,000
Financial assets held to matunty 7,446,552 - 4,210,887 -
Letters of credit - - 316,273 -
Total credit nsk 135,949,113 60,899,918 85,078,990 31,623,166

The Murabaha financing collateral of £40,996,070 i1s held against exposures totaling £25,919,106 Therefore,
exposures totaling £8,092,088 have no collateral held against them, of which £3,543,704 represents the fully
impaired exposures With Musharaka financing, collateral 1s held aganst all exposures The collateral held
against Mudaraba financing covers exposures totaling £1,106,189 and £2,082,000 has no collatera! held
against it, of which £1,682,000 1s fully impaired

Market risk
Market nsk encompasses an adverse movement in the value of assets as a conseguence of market
movements such as rates, equity prices and commodity prices which are not matched by a corresponding

movement In the value of habilities

The market nsk within the Bank 1s managed in accordance with the FSA Capital Requirement Directive BIPRU
7 and includes all

< trading book positions, and
+ foreign exchange positions, whether or not In the trading book

The market nsk defimtion can be further broken down into the sub-nsk types shown on the following pages
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The sensitivity of financial positions to adverse movements in foreign exchange rates Exchange rate nsk does
not only anse as a result of direct foreign exchange dealings, but can also result from foreign currency based
transactions such as financing, deposits, Islamic denvative trades or through foreign currency commission
payments and receipts The following table summanses the Bank’'s exposures ansing from its financial

nstruments

Assets

Cash and balances with
banks

Due from banks
Financing arrangements

Financial assets held for
trading

Financial assets held to
matunty

Financial assets available
for sale

Denvative financial
instruments

31 December 2012

Liabilities

Due to banks

Due to customers
Loan from related party
Suberdinated Loan

31 December 2012

Net on balance sheet
financial position

Forward foreign exchange
contracis

usD EUR GBP QAR  Other Total
£ £ £ £ £ £

436,235 273348 3,863,626 8,574 44,462 4,626,245
45,010,209 3,222,648 23,179,848 - - 71,412,705
7,452,522 - 45,011,588 - - 52,464,110
25,827,202 - - - - 25,827,202
4,485,554 - 2,960,008 - . 7,446,552
2,036,751 - 2,206,242 - - 4,242 993

. . (309) . . (309)
85248473 3495996 77,221,993 8,574 44,462 166,019,498
4,641,316 48,015 38,839,192 - - 43,528,523
90,056,615 3,296,076 9,466,672 . - 102,819,363
; . 4,757,834 - - 4,757,834
04,607,931 3,344,001 53,063,698 . - 151,105,720
(9,449,458) 151,905 24,158,295 8,574 44,462 14,913,778
14,281,721 (1,599,951) - - - 12,681,770
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Assets

Cash and balances with
banks
Due from banks

Financing arrangements

Financial assets held for
trading

Financial assets held to
matunty

Financial assets avallable
for sale

Denvative financial
instruments

31 December 2011

Liabiihes

Due to banks

Due to customers

Loan from related party
31 December 2011

Net on balance sheet
financial position

Forward foreign exchange
contract
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usD EUR GBP QAR  Other Total

£ £ £ £ £ £

33,104 34,426 1,336,994 166 50,403 1,455,093
25,179,623 5,442,291 21,740,000 - - 52,361,914
2,846,432 - 33,889,208 - - 36,735,640
27,006,222 - - - - 27,006,222
4,210,887 - - - - 4,210,887
- - 1,900,693 - - 1,900,693

- - 2,324,368 - - 2,324,368
59,276,268 5,476,717 61,191,263 166 50,403 125,994,817
7,266,419 2,110,488 16,524,642 - - 25,901,549
74,835,954 3,349,102 2,934,830 - - 81,119,886
- - 4,767,834 - - 4,757,834
82,102,373 5,459,590 24,217,306 - - 111,779,269
(22,826,105) 17,127 36,973,957 166 50,403 14,215,548
22,600,000 - - - - 22,600,000
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The Bank has a policy of matching foreign currency assets and habiliies and as at 31 December 2012, held a
net exposure to exchange rate nsk equivalent to £3,437,253 (2011 £158,409)

Commodity nsk

The sensitivity of financial positions to adverse movements in commodity market dynamics Movements may
typically include changes in commaodity prices, commodity prnice volatiity and the price relationship between
different commodities or commodity indices (correlation) As at 31 December 2012, the Bank had no direct
exposure to commodity nsk (2011 £nil)

Equity risk

The sensitivity of financial positions to adverse movements in stock market dynamics Movements may
typically include changes in equity prices, equity price volatility, pnce relationship between different equities or
indices (correlation) and dwvidend payments The Bank has been granted Wa'ads relating to the shares of four
UK based corporates As at 31 December 2012, the Bark's total equity expostire, relating to these Wa'ads,
was £4,242,993 (2011 £3,400,609)

Profit rate nsk (trading book only)

The sensitivity of financial positions to adverse movements In profit rates The nsk is largely the result of the
mismatching of assets and habiities with respect to the matunty and re-pricing profiles, as well as the diffenng
amounts by which rates may move across various tenors of the yield curve

The Bank’s profit rate nsk sensitivity analysis considers a number of factors such as histoncal data and stress
testing based scenanos, this analysis also includes net present value of cash flows based on respective
currency yield curves in which trading book portfolio instruments are denominated

The profit rate nsk of the trading book portfolio 1s reviewed on daily basts If the nsk related to any instrument
in the portfolio exceeds the tolerance limits set by the RMC, it will be disposed of from the portfolio

As at 31 December 2012, the Bank had £1,299,227 exposure to profit rate nsk in the trading book (2011
£1,231,957)

Operational risk

Operational nsk 1s the nisk of direct or indirect loss ansing from a wide vanety of causes associated with the
Bank's processes, personnel, technology and infrastructure, and from external factors other than credd,
market and hquidity nisks

The Bank's objective in managing operational rnisk is to implement an integrated internai control and operating
infrastructure that supports process efficiency and customer needs, whilst effectively reducing the nsk of error
and financial loss in a cost effective manner The overall operational risk framework 1s set by the Board of
Directers and 1s documented within the Bank’s Operational Risk Policy under the guidance of the RMC
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Operational nsk management 15 considered to be the responsibility of all staff The following ocuthnes the
governance structure for the Bank’s operational nsk framework

» the Board of Directors approves the strategy and policy documents

+ the following operational nsk factors are monitared by the RMC, high nsk areas as defined by departmental
nsk self-assessments, organisational deficiencies, inadequate policies and procedures, key nsk indicators,
and loss infermation

» adetalled monthly report of all operational activities 1s made available to senior management and the RMC

The Comphance team 1s responsible for ensuring that all aspects of regulatory nsk impacting the Bank are
appropriately reviewed and managed The Bank does not currently have a dedicated in-house legal functon
but utiises professional legal firms for all matters requinng legal advice, and this 1s overseen by the EXCO

The Audit and Risk Committee and Board are currently in the process of assessing and implementing the
optmum solutron for internal audit Reports from Internal Audit are reviewed by the Audit and Risk Committee
which 1s also responsible for reviewing and approving the annual internai audit plan

Shan’a comphance risk

Shar’'a compliance nisk 1s the nisk of loss ansing from non-compliance of products or services offered by the
Bank with Shari’'a principles The Bank has a Shar'a Supervisory Committee (SSC) which 1s responsible for
overseeing that all products and activities of the Bank are Shar’a comphant The members of the SSC are
leading experts in the interpretation of Islamic law and its applicabions in the contemporary financial markets
The SSC meets on a regular basis to review all contracts and agreements relating to the Bank’s business and
all products and services are only offered once certified by the SSC

Liquicity risk

Liqguidity nsk 1s the nsk that the Bank will encounter difficulty iIn meeting obligations due from its financial
habihhes The nsk 1s managed by ensuring that the Bank always has sufficient hquidity to meet its liabilities
when due The Bank's Treasury department 1s responsible for formulating an overall market strategy for
managing hquidity which 1s then approved by ALCO The Treasury department monitors the hquidity profile of
all financial assets and liabiliies, including projected cash flows from current and future business, and this 1s
reviewed by Risk Management and reported to members of ALCO on a dally basis

Residual contractual maturties of the Bank’s portfolio 1s managed using ‘Gap analysis’ methodology and
measures exposures up to six months A daily report reflecting sight to six months 1s distnbuted to the
Treasury, Finance and Operations departments and to the EXCO

Details of the Company's net hquid assets are summansed in the table on the following page by the matunty
profile of the Company's assets and habilities based on the contractual repayment arrangements The
contractual matunties of assets and liabilities have been determined on the basis of the remaming period at
the balance sheet date to the contractual matunty date Financial assets held for trading can be realised
simmediately in the open market The matunty profile 1s monitored by management to ensure adequate hquidity
18 maintained
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Upto1

1-3

3-12

1-5

More than

month months months years 5 years Total
31 December 2012
Assets
Cash and balances with banks 4,626,245 - - - - 4,626,245
Due from banks 43,579,878 13,198,122 250,000 14,384,705 - 71,412,705
Financing arrangements - - 5,744,043 41,440,150 5,279,917 52,464,110
Financial assets held for trading 19,444,105 - 6,383,097 - - 25,827,202
Financial assets held to matunty - - - 7,446,552 - 7.446,552
Financial assets available for sale 2.017.402 - - 2,225,591 . 4,242,993
Dernvative financial instruments (152) (157) - - - {309}
Total assets 69,667,478 13,197,965 12,377,140 65,496,998 5,279,917 166,019,498
Liabilities
Due to banks 21,247,127 12,868,715 5912,681 3,500,000 - 43,528,523
Due to customers 10,010,428 6,231,735 37,111,682 49,465518 - 102,818,363
Loan from related party - - - - - -
Subordinated loan - - - 4,757,834 - 4,757,834
Total habilities 31,257,555 19,100,450 43,024,363 57,723,352 - 151,105,720
Difference 38,409,923  (5,902,485) (30,647,223} 7,773,646 5279917 14,913,778
31 December 2011
Assets
Cash and balances with banks 1,455,093 - - - 1,455,093
Due from banks 37,312,396 - - 15,049,518 - 52,361,914
Financing arrangements 2,184,628 1,949,755 6,710,813 25,890,444 - 36,735,640
Financial assets held for trading 4,374,184 - 13,057,894 9,574,144 27,006,222
Financial assets held to matunity - - 4,210,887 - 4,210,887
Financial assets avallable for sale 1,900,693 - - - 1,900,693
Denvative financial instruments 2,324,368 - - - 2,324,368
Total assets 49,551,362 1,949,755 6,710,813 58,208,743 9,574,144 125,994,817
Liabilities
Due to banks 14,085,897 973,526 10,842,126 - - 25901,549
Due to customers 15,619,982 15,164,339 2,265,519 48,170,046 - 81,119,886
Loan from related party - - - - 4,757,834 4,757,834
Total habihties 29,605,879 16,137,865 13,107,645 48,170,046 4,757,834 111,779,269
Difference 19,945,483 (14,188,110) (6,396,832) 10,038,697 4,816,310 14,215,548
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Profit rate nsk

This nisk anses from the effects of changes in profit rates on the re-pricing of assets and habilies, and covers
both fixed and vanable profit rates The Bank manages such nsks through the use of Gap analysis and an
economic value methodology using the profit rate sensitivity to changes 1in 1 month LIBOR rates

The profit rate sensitivity 1s measured and monitored against revenue and capital on a daily basis in the Risk
Management report which i1s distnibuted to the Treasury department and ALCO A detalled report 1s distributed
monthly to EXCO and the Board of Directors

The profit rate sensitwvity 1s shown n the table below

2012 2011

Net income from financing activities £3,852,014 £1,864,728
Parallel rate shock nsk

- 1% rate shock £407,327 £441,797
Impact of rate shock on capital

- 1% rate increase 2.87% 257%

- 1% rate decrease -2.87% -2 57%
Impact of rate shock on net income

- 1% rate increase 1% 24%

- 1% rate decrease -11% -24%

29 Fair value of financial assets and habilities

In the opimion of the Directors, the fair value of financial assets and financial habihties are not matenally
different from their carrying value

Fair value hrerarchy

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable Observable inputs reflect market data obtained from independent
sources, uncbservable inputs reflect the Company’'s market assumptions These two types of inputs have
created the following fair value hierarchy

* Level 1 — Quoted prices (unadjusted) in active markets for identical assets or habilites This level includes
Iisted equity secunties on exchanges

* Level 2 — Inputs other than quoted pnces included within Level 1 that are observable for the asset or liability,
either directly (that 1s, as pnces) or indirectly (that 1s, denved from prices)

* Level 3 — Inputs for the asset or lability that are not based on observable market data (unobservable inputs)
This level includes equity investments with significant unobservable components
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This hierarchy requires the use of observable market data when avalable The Company considers relevant

and observable market prices in its valuations where possible

The farr value for investments in Sukuk and funds under ‘financial assets held for trading’ are based on quoted
prices as defined in level 1 under IFRS 7 The fair value of investments in structured notes i1s based cn
observable market prices as defined in level 2 under IFRS 7 The far value of the equity Wa'ads, included
within financial assets available for sale and derwvative financial instruments are based on independent
valuations of the underlying business to which the Wa'ad relates These valuations incorporate all available
information about the business including a review of its order book, an estimate of future cash fliows and
related market data, and are within level 3 of the fair value hierarchy under IFRS 7

The following table presents the Bank's assets that are measured at fair value as at 31 December

31 December 2012

Financial assets at fair value through
profit and loss

- Debt nstruments

- Equity instruments
Denvative financial instruments
Financial assets available for sale

- Equity instruments

Total Assets

31 December 2011

Financial assets at fair value through profit
and loss

- Debt instruments

- Equity instruments
Denvative financial instruments
Financial assets available for sale

- Equity interests
Total Assets

Level 1 Level 2 Level 3 Total

£ £ £ £
18,944,121 6,383,097 - 25,327,218
499,984 - - 499,084

- (309) - {309)

- - 4,242 993 4,242,993
19,444,105 6,382,788 4,242,993 30,069,886
23,258,277 3,261,700 - 26,518,977
486,245 - - 486,245

- 824,368 1,500,000 2,324,368

- 1,900,693 - 1,800,693
23,744,522 5,086,761 1,500,000 31,231,283
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The following table presents the changes in level 3 instruments

Financial assets Derivative
available financial Total
for sale instruments £

£ £
Balance as at 1 January 2012 - 1,500,000 1,500,000
Transfers into level 3 instruments 1,900,693 - 1,900,693
I;:;?I 3 instruments recognised In 2,036,751 ) 2,036,751
Gain / {loss) on level 3 instruments 305,549 (1,500,000} (1,194,451}
Balance as at 31 December 2012 4,242,993 - 4,242,993
Balance as at 1 January 2011 - - -
;:;sl 3 instruments recognised in _ 1,500,000 1,500,000
Balance as at 31 December 2011 - 1,500,000 1,500,000

Financial assets available for sale include equity interests {in the form Wa'ads) in three counterparties, where
independent professional valuations were completed to obtain the fair value as at 31 December 2012

1) In a technelogy and media company The value of the Wa'ad as at 31 December 2012 was £2,017,402
(2011 £1,900,693)

2) In a pharmaceutical research company The value of the Wa'ad as at 31 December 2012 was £188,840
(2011 £nul)

3) In a specialist financial structurning company This Wa'ad was recognised during the current year and was
valued at £2,036,751

As noted above, all three Wa'ads were independently valued as at 31 December 2012 The valuation of the
Wa'ad in the financial structunng company was inherently more complex, given the nature of the company's
business, whereby actual and projected ncome 1s based on a relatively small number of large contracts
Additronal work was completed to assess the current project pipeline to ensure that the valuation appeared
reasonable

Profit for the year would increase/decrease by £221,150, as a result of a 5% change in the far value of
financial assets available for sale, all of which are within tevel 3

30 Events after the balance sheet date

There were no events between the balance sheet date and the date when the financial statements were

signed, which would have had any matenal impact on the financial results for the year ended 31 December
2012
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