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Celebrating

10 years

of success

In 1994, when Arab Bank Australia
was granted a banking licence

by the Australian Government,

we could only dream of our success
over the subsequent decade.

Ten years of consecutive growth,
both in terms of profitability

and size, has helped us deliver
successful outcomes to

our shareholder, our staff, our cus-
tomers, and the communities we
serve.

Our people have benefited
from our success through high
standards of training, superior
working environments and
ongoing industry recognition.

Our customers have enjoyed con-
tinual improvements

and refinements to services,
including faster processing

of transactions, award winning
products, greater flexibility

and increased convenience.

The communities we support
and serve have become stronger
and grown closer to their goals
as a result of our partnerships
with them.

Our ten year journey of success
has helped thousands of
Australians from all walks of life.

And it’s just the beginning of
things to come.




After trading as a

merchant bank since 1986,
Arab Australia Limited

is granted a full banking
licence by the Reserve Bank
of Australia, and becomes
Arab Bank Australia Limited.

There are three branches,

in Campsie, Parramatta and
Bankstown with a combined
staff of 48.

New branches are opened in
the Sydney CBD and Rockdale.

Staff number 57, and total retail
deposits are $25million

“Best Buddies” school banking
is introduced to select primary
schools in Sydney.

Auburn branch opens.
The Bank achieves a 100%
growth in retail deposits to

$57million.

Jack Beighton becomes
Managing Director.

Personal Investor magazine
names Arab Bank Australia

best Foreign Exchange Bank.

Retail loans well in excess of
$230million.

A
or

Arab Bank Australia begins a
historical performance record
by being awarded gold for its
Term Deposit Product by
Personal Investor magazine.

A new branch opens in Coburg.

Begins an ongoing association
with the Westmead Millennium
Institute for Medical research
with the announcement

of a five year sponsorship
arrangement with

the Millennium Foundation.

Retail deposits exceed
$150million.

Personal Investor awards Gold
for Term Deposit, Silver for
Foreign Currency Account and
Bronze for Foreign Exchange
Transactions.

Retail loan portfolio reaches
almost half a billion dollars.

The Bank’s Term Deposit
product, Cash Management
Account and Foreign Exchange
Facilities are named best in
Australia by Personal Investor
magazine.

Net profit after tax exceeds
$3million.

Personal Investor magazine
once again awards a Gold
Medal for the Bank’s Term
Deposit, Cash Management
Account and Foreign
Exchange Facilities.

Total number of deposit
accounts held

with Arab Bank Australia
exceeds 10,000.

James Wakim replaces Jack
Beighton as Managing Director.

The Bank launches
fee-free Internet Banking
to its customers.

Arab Bank Australia sponsors
the Powerhouse Museum’s
Wattan Project.

Term Deposit is awarded

Gold once again by Personal
Investor magazine, as well as
being named ‘Best of the Best’

by Money magazine (90 day term).

The Bank’s Two-Year Fixed
Residential Home Loan is also
judged best in Australia by
Personal Investor magazine.

A second Melbourne branch
is opened in Sunshine.

Total staff numbers reach
more than 100.

The Bank’s ninth branch
opens on Little Bourke Street
in Melbourne’s CBD.

Arab Bank Australia is principal
sponsor of legendary
Lebanese singer Wadih Al Safi’s
Australian concert tour.

Continued involvement with
the Powerhouse Museum’s
Wattan Project.

James Wakim is appointed
Chairman of The Millennium
Foundation.

Term Deposit again named
best in Australia by Personal
Investor magazine and Money
magazine (180 day term).

Net profit after tax of over
$8.5 million is achieved.
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On our cover:

Raghida Younes

Marketing & Communications Manager.
Joined Arab Bank Australia in July 1995.

“What | love best about my job

is working with the community and
enhancing the image of the Bank.
There is always an inherent satisfaction
in knowing you have done your bit

to help others succeed.”

Relocation of Sydney CBD
branch to larger premises on the
ground floor of 200 George Street.

Arab Bank Australia extends
support of the Millennium
Foundation for another five years.

The Bank’s new operating sys-
tem is launched, further
improving transaction speed
and service capabilities.

The Bank is now rated by both
Moody’s and Fitch.

It’s term deposit is awarded
Gold by Personal Investor
magazine for the seventh

year in a row, and for the third
time by Money magazine

(90 day term). The Foreign
Currency Account also wins Gold.

Plans proceed to open
the Bank’s tenth branch in
Liverpool NSW.

Balance sheet reaches
$1.0 billion.




SUCCESS,
for our

Scott Young
Senior Foreign
Exchange Dealer

Joined Arab Bank Australia
in October 1989

“It’'s been highly rewarding
to see the Bank grow

over the past decade.

Not just in size, and number
of branches, but in the respect
and acknowledgment we
receive from the financial
market. We offer very
competitive products,

and a very high standard
of service. It’s a simple
formula, but it works.”
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Youmna Farhat
Head of Audit and Compliance

Joined Arab Bank Australia
in July 1992

“For a small Bank, we have
made great progress over
the past decade. We operate
by the same regulatory rules
as every Bank in the country
and we have continued

to improve our efficiencies
in systems and processes.
This has allowed us to provide
a better and faster service
for our customers,

which is our ultimate goal.”

SUCCESS,
for our
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SUCCESS,
for the

Gary Dundas
Chief Financial Officer

Joined Arab Bank Australia
in March 1996

“As Financial Officer, it's been
rewarding to witness and

be involved in our ongoing
growth. We’re an Australian
success story. Hard work,
combined with smart people
and a large measure of
integrity, without all the
fanfare. | look foward to being
a part of the Bank’s continued
success in the years to come”.




SUCCESS,
for
to come

Top row, from left to right
Tanya King, Rami Inaty,
Rania Wakim, Rosette Madi

Second row, Gino Ferraro,
Lucie Groz, Emile Chahine,
Joseph El Hachem

Third row, Marie Boustani,
Ahmad Hage Ali,
Helen Michael, Ross Morris

Fourth row, Elie Ayoub,
Samira Nehme, Helal Hasna,
Norma Saab



Chairman’s Report

Abdel Hamid Shoman

In 2004 Arab Bank Australia delivered

on its commitment of consistent growth

in profitability, customer deposits and
loans, and retained earnings for the tenth
consecutive year. These achievements were
accomplished in a year that saw

the successful launch of the Bank’s new
retail banking IT System following over
two years of testing and development.

The financial results were also

achieved under a prudential approach

to risk and in an environment of increased
competition from both the banking industry
and non-bank financial intermediaries.

Financial Performance

Net profit before tax grew by 4.0%

to $12.90 Million. Net profit after tax was
$8.835 Million, up 2.7% on 2003.

Understanding that our shareholder values
sustainable growth, we have

also continued to focus on the prudent
management of margins, risk and capital
as well as investing for the future.

Our capital position is strong with
capital adequacy exceeding 17.9%
throughout 2004.
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Expanding our Growth

We commenced a number of long-term
initiatives to expand the growth of

Arab Bank Australia through the launch

of new products which adequately fit into
our Mission Statement of “relationship
banking, superior service and excellence
in selected products” as well as enhancing
our future distribution channels in order for
the Bank to have national representation
and accessibility. Our approach has been
low risk, emphasising the priority we have
given to retaining customers and
protecting our franchise.

We have already made good progress

in leveraging off the benefits of the new
retail banking IT System and are aligning
our processes and delivery capabilities
with the benefits that this System will
deliver. We have also focussed heavily

on listening to our customers and aligning
our service capabilities with the
customers’ expectation.

| am pleased to note that our tenth branch
will open in Liverpool, Sydney during
2005 and that the Bank has completed
the modernisation of all our branches.

Customers and the Community
Importantly, the Bank has taken a broad
role in the community ranging from
support for the education and the arts
to direct involvement and support for
research into life threatening diseases.

| would like to acknowledge the hard work
of many of our staff who have taken

a direct involvement in many of the
community initiatives which the Bank
has participated in.

During 2004, customer service standards
continued to improve as we gained

an even greater understanding of our
customers’ expectations and needs
through customer surveys, focus groups

and analysis of market and industry trends.

| take this opportunity to thank our many
customers who participated in these focus
groups and surveys and in offering us their
time and valuable advice in order that the
Bank may continue to grow and deliver

on excellence in service standards.

The Board Focus in 2004

Focus was primarily on developing a long-
term growth strategy. The Board
recognises the opportunities that
improvement in our efficiencies and
economies of scale will create over the
coming years. While we will continue to
ensure that costs are controlled and no
wastage is created, we will place increased
emphasis on growth as a means of
delivering superior value to our
shareholder, our customers, our staff and
the communities that we serve.

The regulatory focus continued

to increase throughout the year.

New measures including the governance
standards associated with Clerp 9

and International Financial Reporting
Standards are being addressed.

A strong focus on corporate governance
and transparency has been a foundation
of the Arab Bank Group since its formation
in 1930. We acknowledge that costs
associated with a greater regulatory
environment will continue to increase and
it is our intention that Arab Bank Australia
leverages off the expertise of the Arab
Bank Group wherever possible in order
that these costs are adequately controlled.

During 2004, it is with sadness that

| report the death of our Deputy Chairman,
Mr Jim Grant who has provided the Board
and management with valuable support
and guidance over his ten years of

Board membership.

| also take this opportunity to welcome
the appointment of Mr Les Taylor to the
Board of Arab Bank Australia. Mr Taylor’s
appointment has added to the Board’s
experience and expertise following

a distinguished career of over 47 years

in the Australian banking industry,
particularly in the fields of law and
corporate governance.

Looking Forward into

our Five Year Plan

In the years ahead, we expect the Bank
to continue with its solid performance

in both balance sheet and profitability and
achieving shareholder returns in line with
industry best practice. We aim to do this
by staying focused on our Mission whilst
at the same time implementing our
strategy of expanding into new markets
in which we can competitively deliver our
products and services.

We expect that the economy in Australia
will continue to perform relatively well,
although there is likely to be a softening
in the overall credit growth associated
with a softening in the housing and
construction industries as rises in interest
rate impact growth.

It is also pleasing to note that Moody’s
Investors Service has also recognised
Arab Bank Australia’s improved balance
sheet position and recently placed

the Bank’s Issuer Rating on review for
possible upgrade.

The growing impact of finance brokers in
the housing loan market and more recently
in the small business market will provide
added challenges in meeting competition.
We believe that interest margins will
continue to come under pressure and
financial institutions will be increasingly
challenged in properly pricing and
analysing risk.

We are confident that the Bank is prepared
to face these challenges. We are also
training our front line team to focus heavily
on building genuine long-term sustainable
relationships with our customers where the
underlining premise is trust.

Overall, Arab Bank Australia is making
good progress towards achieving its
business priorities. We have produced
consistently solid returns over the past

ten years and are creating growth
opportunities for the future. The Bank has
established sound foundations in Australia
and has built a strong goodwill value
through the successful implementation of
its strategic model as reflected by its
award winning products and the positive
watch that the rating agencies have placed
it under. This is also reflected by continued
improvements in the Bank’s ability to raise
funding from its customers and reduce its
reliance and dependence on Arab Bank plc
to support its balance sheet growth.

The Bank’s success could only have been
possible through the efforts of the Board

of Directors and our staff and of course the
continuing support from our customers
and the communities, which we serve.

| take this opportunity to thank them for
their ongoing commitment and support.

A.H. Shoman
Chairman
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Managing Director’s

Report

James Wakim

Arab Bank Australia’s 10th year

of operation in Australia under a full
banking licence is celebrated by
delivering consistent growth

in balance sheet and profitability over
the full 10-year period. It is also
celebrated by developing a close
affinity with the communities,

which we serve, continued investment
in our infrastructure, systems and

in our people as well as engendering
sustainable support from our
shareholder for continued investment
in our future.

We have continued to develop our

culture, which is founded on mutual respect
and a strong focus on our customers and
the community as well as empowerment
of our people. We consider that our
culture gives us the competitive edge

as an employer of choice in the markets

in which we operate.
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We are celebrating our 10th year of
operation in Australia with the following
proud achievements:

* Best Fixed Term Deposit Product for the
seventh consecutive year as awarded by
Personal Investor magazine for Excellence
in Financial Services.

* Best Foreign Currency Account Product
for the second time as awarded by
Personal Investor magazine for Excellence
in Financial Services.

* Commenced work in opening our tenth
branch in Australia in Liverpool, NSW.
The branch is expected to open its doors
in April 2005.

* Tenth consecutive year of growth
in balance sheet, assets and liabilities
and profitability.

* Tenth consecutive year of the Bank
recording zero loan losses.

* The emergence of a new corporate identity
and image through our branches as well
as through our new corporate uniforms.

The quality, loyalty and talent of our staff
are a testament to the above achievements.

Financial highlights

Net profit after tax increased by 2.7%

10 $8.835 Milion. This compares favourably
to the 2003 result of $8.599 Million.

Growth in retail loans was 6.7%

to $873 Million. This was in an
environment of increased competition

on interest margins and relaxation of credit
controls, particularly by non-bank financial
intermediaries. Excellent results were
achieved in growth of deposits with

total deposits growing by 25.0% to

$797 Million. Fee income was subdued,
falling by 6.0% as a result of reduced
activity in property construction lending

and the delayed launch of our Retall
Banking System.

QOur strategy has been to maintain

our conservative credit risk policy in the
face of strong competition, and to
concentrate our efforts on servicing and
cross selling to our existing customer base
as well as achieving further growth in retalil
lending. This strategy is in line with our
objective of maintaining zero loan losses
since obtaining our full banking licence

in 1994 as well as maintaining the Bank’s
acknowledged reputation of upholding
conservative lending standards.

Growth through good service

to existing customers

A critical factor to our success is the level
of quality of service that we provide to our
existing customers. Superior customer
service and improved understanding of our
customers’ needs are the most effective
growth strategies that we apply as we
continue to market for new business
through customer referrals.

The Retail and Commercial Banking
Division is currently trialling a
“segmentation strategy” in our branch
network which is designed to enhance our
ability to cross sell to our existing customer
base and provide continued improvement
in our relationship banking service.

The sales team is being supported through
enhancements to our existing product
range, particularly for our retail and small
business customers.

In 2005 we will undertake a review

of the Bank’s product range and our
distribution channels with the objective
of significantly improving the delivery
of our services.

Staffing at branches has also been
thoroughly reviewed and we are working
towards a good cross section

of experience, youthfulness and talent
supported by an extensive training
program throughout the Bank and
particularly in our Retail and Commercial
Banking Division.

Listening to our customers continues to

be our primary task in meeting customer
expectation. Throughout 2004, the Bank
conducted several important surveys and
brainstorming sessions with existing
customers and potential customers.
These surveys and discussions provided
us with valuable feedback on our service
levels and customer needs. | take this
opportunity to thank the many customers
and potential customers of the Bank who
have assisted us with our research in 2004.

Investment in

Reseach and Development

Our emphasis on setting sound
foundations in a very competitive market
are reflected by the importance we place

on research and development. Our
Research and Development Department,
whose primary role is to research and
gain a good understanding of customer
needs and develop products to meet
customer expectation, is considered a key
success factor in the proper execution
of our strategy into the future. It is our
expectation that in the first half of 2005,
Arab Bank Australia customers will be
able to access enhanced distribution
and point of contact networks throughout
Australia. Other key initiatives include a
significant increase in Trade Finance products
and the development of a “cradle to

grave customer retention strategy” which
is currently being rolled out throughout
the Bank.

Through research and development we will
be able to access customer feedback and
use this as a valuable tool for continued
improvement to our service standards.

One of the key objectives in 2004 was to
increase our deposit base from the general
Australian community. Through offering a
competitively high interest rate on our
fixed term deposit and excellent product
features, the Bank achieved this.

13



Managing Director’s

Report

Capital and Treasury

Arab Bank Australia has maintained

a strong capital level throughout 2004.
The long-term commitment of our parent
Arab Bank plc is reflected in the retention
in Australia of all profits generated by
Arab Bank Australia since obtaining

our banking licence in 1994. The support
of our parent has enabled us to invest
heavily in our future growth expectations.
In addition to the above, our parent

has further supported Arab Bank Australia
with lodgement of subordinated
perpetual debt to enhance our capital
footings as defined in terms of APRA's
Prudential Standards.

Arab Bank Australia maintains an investment
grade rating from Moody’s Investors
Service at P-2/Baa?2 for bank deposits.
During 2004 Moody’s upheld our
“positive” ratings outlook. This action
follows the positive outlook assigned to the
foreign branch ratings of Arab Bank plc,
which benefits subsidiaries such as Arab
Bank Australia. Fitch Ratings has also
maintained the rating to Arab Bank
Australia of Long-term at BBB+ with a
stable outlook, Short-term F-2 Individual
C/D and Support of 2. The Long-term,
Short-term and Support ratings reflect the
strong relationship between Arab Bank
Australia and our parent, Arab Bank plc.

Through expansion of our wholesale
market capacity, our funding diversification
has provided excellent results in reducing
our dependence on parent company
funding to less than 10% of our total
funding requirements. It is expected that in
2005, parent company funding support
will be eliminated through local growth in
both retail and wholesale deposits as well
as continued marketing of our Debt
Issuance Program.

Foreign exchange income continues

to grow through remittance business and
trading in foreign currency notes.

The strengthening of the Australian dollar,
which resulted in reduced exports to the
Middle East markets, adversely impacted
foreign exchange.
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Operations & Information Technology
Restructuring and reviewing processes
within these two important areas occupied
much of the focus of the Bank’s senior
manament team throughout 2004.

The Bank embarked on a full review of
Operations and upgraded much of our

IT Department’s infrastructure in order to
align processes and systems with our new
B@ncs Retail Banking System, which we
successfully launched in October of 2004.
The launch of the new B@ncs System is
considered critical to our effort to achieve
long-term sustainable growth and meet
our long-term strategic goals.

The Bank is also committed to a program
of continued development of our support
centres in order to provide industry

best practice processes in our Operations
Department and a modemn [T system and
infrastructure which is aligned with the
business needs of the Bank.

We also redlise the importance of providing
continuous training to our support staff
in Operations and IT in order that we
maintain a very high level of proficiency
and to ensure complete confidence

in our delivery capabilities.

Human Resources

Having a motivated and highly skiled

staff is the key to our business success.

We have made good progress throughout
2004 in our recruitment process,
particularly in recruiting highly experienced
staff in the frontline business as well

as in the support divisions. Possessing

a strong culture, a clearly defined strategic
direction and a commitment to training and
development of our people is testament to
the highly committed and loyal workforce
that exists in Arab Bank Australia Limited.

The Bank continues to grow in staff
numbers and presently employs 120 staff.

Emphasis on professional training of our
staff is critical to our success and to
achieve this we have this year appointed a
dedicated training manager in the Bank
and entered into a long-term commitment
with a training agency to help us achieve
our objective.

Risk Management

& Credit Quality

With the installation of our new B@ncs
Retail Banking System, a need arose
for full review of our reporting and
management information on our lending
products and risk management.

The Bank continuously ensures that it has
adequate strategies to both identify and
manage the various risks in our business as
our environment continues to change.
Continued testing and review of Arab
Bank Australia’s business continuity plan
was undertaken throughout 2004 and
enhancement to our business continuity
management will result in significant
investments to our business continuity
management and business continuity
management site in 2005.

Further development will take place

in 2005 in regards to any changes

to be made to the Bank'’s risk structure
and capital allocation for the

proposed worldwide introduction of the
Basel Il Accord.

Our relationship with the
communities we serve

Over the past decade the Bank
has been actively supporting the
communities, which we serve.

Arab Bank Australia is very proud

of its role as a good corporate citizen.
We fulfil this role through our undoubted
commitment and support, both financially
and morally, for various community initiatives.
These initiatives include but are not limited
to, the funding of research into the
elimination of life threatening diseases,
sponsorship of culture and the arts,

and promotion of education at all levels
of society.

We base our relationship with the
communities we serve on adherence to our
core values — mutual respect, trust,
customer service, community and
empowerment, and we strive to attain this
in all that we do.

Investing in our future

In conclusion, 2004 has been a year

of transformation for Arab Bank Australia.
We are transforming the Bank into

a modern and visionary organisation
focused on delivering the best possible
service to our customers. Our program
emphasises the importance of investment
in our systems, our delivery capabilities
and most importantly our people.

We will maintain our culture of
conservative risk management practices,
which has underpinned Arab Bank plc’s
success over the past 74 years. At the
same time, we will continue to deliver

to our customer expectation in meeting
their banking requirements through

our Mission of being a Relationship Bank
providing superior service and
excellence in selected products.

We are creating a very successful
customer focussed bank in

Arab Bank Australia Limited, a bank that
will continue to deliver good outcomes
to its customers, its people, the
community it serves and its shareholder
for the next 10 years and beyond.

- -

- —

(o

—_—

James Wakim
Managing Director
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Directors’
Report

for the year ended 31 December 2004

The directors present their

report together with the financial
report of Arab Bank Australia Limited
(“the Company”) and the consolidated
financial report of the economic entity,
being the Company and its

controlled entity, for the year ended

31 December 2004 and the auditors’
report thereon.

Directors

The directors of the Company at any time

during or since the financial year are:

Chairman
A HA M Shoman

Chairman and Non-Executive Director

Arab Bank Australia Limited
Chief Executive Officer
Arab Bank plc, Jordan

Bachelor of Business Administration
American University of Beirut, Beirut,
Lebanon, Director of Arab Bank plc and

a number of subsidiaries and associated

companies of the Arab Bank Group.

Director since October 1985.
Chairman since August 2001.

During the financial year he attended
4 of the 5 directors’ meetings held.

G C E Wild AM

Deputy Chairman and
Non-Executive Director
Arab Bank Australia Limited

Fellow of the Advertising Institute

of Australia, Associate of the Institute
of Business Administration, Fellow

of the Australian Institute of Company
Directors, Chairman WPP Holdings
Australia and related entities,
Chairman ComOps Limited, Director
VRI Biomedical Limited, IBISWorld
Limited, PGA (Professional Golf
Association), Former Director of TAB
Limited and OPSM Group Limited.

Director since November 1995.

During the financial year he attended 5 of

the 5 directors’ meetings held.
E-Y Kim

Non-Executive Director

Arab Bank Australia Limited
Executive Vice President and
Area Executive

Arab Bank plc, Singapore

Bachelor of Arts — Business
Administration, Korea University

Director since July 1995.

During the financial year he attended
5 of the 5 directors’ meetings held.
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J Wakim
Managing Director
Arab Bank Australia Limited

Bachelor of Economics (Econometrics),
La Trobe University, Melbourne,

Fellow of the Australian Institute

of Banking and Finance, President

of The Millennium Foundation

Director since February 2001.

During the financial year he attended
5 of the 5 directors’ meetings held.

A Diplock
Non-Executive Director
Arab Bank Australia Limited

Director, Promina Group Limited,
Fellow of the Institute of Company
Directors (dip.), Fellow of the Australian
Institute of Banking and Finance (dip.)

Director since January 1999.

During the financial year he attended
5 of the 5 directors’ meetings held.

L Taylor
Non-Executive Director
Arab Bank Australia Limited

Solicitor, Fellow of the Australian Institute

of Banking and Finance
Director since November 2004

During the financial year he attended

the only meeting held since appointment.

J Beighton
Non-Executive Director
Arab Bank Australia Limited
Country Manager

Arab Bank plc, Cyprus

Stanford Executive Programme Stanford
University, Fellow of the Australian Institute
of Banking and Finance

Director since April 1989.

During the financial year he attended
1 of the 5 directors’ meetings held.

R Koh

Non-Executive Director
Arab Bank Australia Limited
Vice President and Area
Manager — Credit

Arab Bank plc, Singapore

Bachelor of Business Administration,
University of Singapore, Director,
TT International Limited, Singapore.

Director since November 2001.

During the financial year he attended
4 of the 5 directors’ meetings held.

J P Grant
Non-Executive Director
Arab Bank Australia Limited

Fellow of the Institute of Chartered
Accountants in Australia

Deceased 4 July 2004.

During the financial year, up until his
demise, he attended 3 of the 3 directors’
meetings held.

Principal activities

The principal activity of the Company
and the economic entity is the provision
of general banking services.

Results
Consolidated profit from ordinary

activities before income tax expense was

$12,907,000 (2003: $12,396,000).

The net profit of the economic entity
for the year after income tax expense
of $4,072,000 (2003: $3,797,000)
was $8,835,000 (2003: $8,599,000).

Indemnification and
insurance of officers
The company has agreed to indemnify

the directors and officers of the Company
and its controlled entity against all liabilities

to another person (other than the
Company or a related body corporate)
that may arise from their position as

officers of the Company and its controlled
entity, except where the liability arises out
of conduct involving a lack of good faith.

The company has during the year
maintained insurance contracts

indemnifying current and former directors

and officers of the company. Disclosure
by the company of the amount of the
insurance and the nature of the liabilities
covered by the insurance contracts is

prohibited under the terms of the contract.

Dividends

No dividends have been paid or declared

since the start of the financial year.

The directors do not recommend the
payment of a final dividend in respect
of the financial year ended

31 December 2004 (2003: Nil).

Review of operations

During 2004, the Economic entity
continued to strengthen its financial
position through a small growth of six
percent of its retail loan portfolio to
$873 million (2003: $820 million) and
twenty five percent increase in its retail
and wholesale deposits to $797 million
(2003: $638 milion).

The economic entity employed 120
employees at 31 December 2004,
an increase of 4 from 116 at

31 December 2003.

Change in state of affairs

In the opinion of the directors there
were no significant changes in the state
of affairs of the economic entity that
occurred during the financial year
under review.

Events subsequent to balance date

For the reporting period commencing

1 January 2005 the economic entity must
comply with International Financial
Reporting Standards (IFRS) as issued

by the Australian Accounting Standards
Board. At balance date, it was not
possible to fully quantify the effect of the
convergence to IFRS as key standards are
currently under development and the
economic entity has yet to complete all
phases of its IFRS conversion project.

The directors consider that the economic
entity is well placed to report under IFRS
for the year ended 31 December 2005.

There has not arisen in the interval
between the end of the financial year and
the date of this report any item, transaction
or event of a material and unusual nature
likely, in the opinion of the directors

of the Company, to affect significantly the
operations of the economic entity,

the results of those operations, or the
state of affairs of the economic entity,

in subsequent financial years.

Arab Bank Australia
Limited Directors
From left to right

G C E Wild AM

L Taylor

E-Y Kim

A Diplock

R Koh

J Beighton

Likely developments

The directors believe, on reasonable
grounds, that to include in this report
further information regarding likely
developments in the operations of

the economic entity and the expected
results of those operations in future
financial years would be likely to result
in unreasonable prejudice to the
economic entity

Directors’ benefits

Since the end of the previous financial
year no director of the Company

has received or become entitled to
receive any benefit (other than a benefit
included in the aggregate amount

of remuneration received or due and
receivable by directors shown in the
notes to the financial report) because
of a contract made by the Company,
its controlled entity or a related body
corporate with a director or with a firm
of which a director is a member,

or with an entity in which the director
has a substantial interest.

Rounding Off

The Company is of a kind referred

to in ASIC Class Order 98/100 dated
July 1998 and in accordance with that
Class Order, amounts in the financial
report and directors’ report have been
rounded off to the nearest thousand
dollars, unless otherwise stated.

Signed in accordance with a
resolution of the Directors:

-

s . ____-"_\_1 - l_.,u__'u_ .
J Wakim E-Y Kim
Director Director

Dated at Sydney this
24th day of February 2005.
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Corporate

(Governance

Statement

for the year ended 31 December 2004

This statement outlines the main Corporate
Governance practices that were in place
throughout the financial year.

Role of the Board of Directors

The Board of Directors is responsible

to the shareholder, employees and
customers for the corporate governance of
Arab Bank Australia Limited (“the Company”)
and its controlled entity being the economic
entity. In accepting its responsibilities

for formulating the strategic direction

of the economic entity, members of

the Board participate in strategic planning
conferences, and entrust the Managing
Director with the responsibility of maintaining
and monitoring the economic entity’s
direction. Responsibility for the day to day
operations of the economic entity is

also delegated to the Managing Director
and senior management. The Board is

then responsible for establishing goals and
approving annual budgets for management
and monitoring management’s performance
in accordance with the predetermined
objectives. Members of the Board often
visit the operations of the economic entity
and meet with its employees. The Board

is also responsible for reporting back

to the Shareholder of the economic entity.

Each member of the Board acknowledges
their statutory obligations, as well as

their fiduciary duty to act honestly and
with reasonable care and diligence.
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Composition of

the Board of Directors

The names of the directors of the economic
entity in office at the date of this statement
are detailed in the Directors’ Report.

Independent Professional Advice

To assist the directors in discharging their
duties as directors, each director has the
right to seek independent professional
advice, and with the approval of the
Chairman, at the expense of the economic
entity. Such advice is to be made available
to the entire Board.

Committees

The Board is supported by the Board

Audit Committee, which has been
established in order to assist the Board

in exercising its responsibilities in assessing
and maintaining the adequacy of the
economic entity’s control environment

in the areas of financial reporting, operations
and regulatory requirements.

The Audit Committee comprises three
directors of which two (2) members are to
be non-executive directors. The Managing
Director is an ex-officio member of the Audit
Committee with his attendance being at the
Committee’s discretion.

The primary functions of the Board Audit
Committee are to:

1 Direct and review the operations of the
internal audit function;

2 Review both internal and external reports for
reported significant weaknesses and ensure
action be taken by management to address
any deficiencies;

3Review the terms of engagement, scope
and quality of the external audit, as well as
recommending to the Board on the
appointment, continuance and removal of
external auditors;

4 Review accounting policies and practices
and making recommendations to the Board
for enhancements; and

5Provide a line of communication
between management and the Board of
Directors on all significant financial,
compliance, and operating issues.

Decisions of the Board Audit Committee are
effectively recommendations to the Board,
not resolutions in their own right.

Internal Control Framework

The Board acknowledges that it is
responsible for the overall internal control
framework but recognises that no cost
effective internal control system will preclude
all errors and irregularities. The internal
control system is based upon well
documented policies and procedures,
manuals and guidelines. It is also based
upon an organisational structure which
provides an appropriate segregation of
responsibility given the size of the Company,
an internal audit function which provides
reasonable assurance to the Managing
Director, and the careful selection

and training of qualified personnel by
Human Resources.

Risk Identification and

Management

Exposures that arise due to various risks,
such as market (interest rate and foreign
exchange rate), liquidity, credit and
operational risks are managed through the
Bank’s risk management framework. The
Bank has in place risk management policies
that address each of these risks. The
internal audit function reviews the risk
management policies on an annual basis,
the results of which the Managing Director
and the entire Board are advised. The risk
management framework also includes the
approval by the Board of the establishment
of a Credit Committee, Asset and Liability
Committee (ALCO), Product and Channel
Development Committee and an Operational
Risk Committee. All Committees are
comprised of senior management and the
Managing Director (excluding the
Operational Risk Committee which does
include the Managing Director as a member).

Ethical Standards

In recognising the need for all Directors,
managers and employees to act with
the highest standards of ethics in the
performance of their duties, the Board
has adopted an internal Code of Core
Values, both Corporate and Personal,
which set out the values with which

all Directors, managers and employees
are expected to observe.

The Code of Core Values embraces
the principles of mutual respect,

trust, customer service, community
and empowerment. To emphasise
the importance of the core values,
the Managing Director communicates
the code of conduct to all personnel
throughout the organisation.

Role of the Shareholder

The shareholder of the Company

is responsible for the appointment of
the Directors, as well as approval of the
remuneration for the provision of their
services as directors of the Company.

Further, to ensure that the Board

of Directors fulfil their stewardship
responsibilities, Directors inform

the Shareholder of all significant events
concerning the Bank through the
distribution of the Annual Financial Report
to the shareholder. The Annual Financial
Report includes all information required
by the Corporations Act 2001, including
information concerning the operations
of the economic entity and changes in
the state of affairs.

Subsidiary Board

Arab Australia Capital Markets Limited,
a wholly owned subsidiary of Arab Bank
Australia Limited, is comprised of the
following directors:

Mr AH A M Shoman
Mr E-Y Kim

Mr J Wakim

Mr G M Dundas
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Independent
Audit Report

Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial
performance, statement of cash flows, accompanying notes to the financial statements,
and the directors’ declaration for both Arab Bank Australia Limited (the “Company”) and
Arab Bank Australia Limited Group (the “Consolidated Entity”), for the year ended 31
December 2004. The Consolidated Entity comprises both the company and the entity it
controlled during that year.

The directors of the Company are responsible for the preparation and true and fair
presentation of the financial report in accordance with the Corporations Act 2001. This
includes responsibility for the maintenance of adequate accounting records and internal
controls that are designed to prevent and detect fraud and error, and for the accounting
policies and accounting estimates inherent in the financial report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of
the Company. Our audit was conducted in accordance with Australian Auditing
Standards in order to provide reasonable assurance as to whether the financial report is
free of material misstatement. The nature of an audit is influenced by factors such as the
use of professional judgement, selective testing, the inherent limitations of internal control,
and the availability of persuasive rather than conclusive evidence. Therefore, an audit
cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001, Australian Accounting
Standards and other mandatory financial reporting requirements in Australia, a view which
is consistent with our understanding of the Company’s and the Consolidated Entity’s
financial position, and of their performance as represented by the results of their
operations and cash flows.

We formed our audit opinion on the basis of these procedures, which included:

— examining, on a test basis, information to provide evidence supporting the amounts
and disclosures in the financial report, and

— assessing the appropriateness of the accounting policies and disclosures
used and the reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial
reporting when determining the nature and extent of our procedures, our audit was not
designed to provide assurance on internal controls.

Independence
In conducting our audit, we followed applicable independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001.

Audit opinion
In our opinion, the financial report of Arab Bank Australia Limited is in accordance with:

a) the Corporations Act 2001, including:

i. giving a true and fair view of the Company’s and Consolidated Entity’s financial
position as at 31 December 2004 and of their performance for the financial year
ended on that date; and

ii. complying with Accounting Standards in Australia and the Corporations Regulations
2001; and

b) other mandatory financial reporting requirements in Australia.

KPMG Peter Russell, Partner

.u.-.L -‘ A I!;.rl;]

Sydney, 24 February 2005
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Notes to the

flnancial statements

for the year ended 31 December 2004

21 Additional Financial Instruments Disclosure

(a) Interest Rate Risk

The economic entity enters into interest rate swap transactions to swap floating rate borrowings into fixed rates and vice
versa. Maturities of swap contracts are principally between six months and five years.

The economic entity’s exposure to interest rate risk and the effective weighted average interest rate for classes of financial
assets and financial liabilities is set out in the following table.

2004 Consolidated

Fixed interest maturing in:

Weighted Floating 1 year Over 1 More Non- Total
Average Interest or less to b5 than Interest $'000
Interest Rate $’000 years 5 years bearing
Notes Rate % $°000 $'000 $°000 $°000
Financial assets
Cash and liquid assets - - - - - 507 507
Due from other
financial institutions 9 4.87 15,650 4,052 970 20,672
Investment securities 10 5.32 - 90,000 - - 90,000
Loans and advances 11 7.38 686,501 109,245 81,373 - - 887,119
6.67 712,151 203,297 81,373 - 1,477 998,298
Financial liabilities
Due to other
financial institutions 15 3.80 1,227 81,819 - - 6,163 89,209
Deposits 16 5.09 184,480 558,954 47,004 - 138,225 798,633
Subordinated debt 18 5.68 - 25,000 - - - 25,000
4.97 185,707 660,773 47,004 - 19,388 912,872
Interest rate swaps* (15,640) 34,440  (18,350)

*Notional principal amounts
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Notes to the

flnancial statements

for the year ended 31 December 2004

21 Additional Financial Instruments Disclosure (continued)

(a) Interest Rate Risk (continued)

2003 Consolidated

Fixed interest maturing in:

Weighted Floating 1 year Over 1 More Non- Total
Average Interest or less to b than Interest $'000
Interest Rate $'000 years 5 years bearing
Notes Rate % $’000 $'000 $'000 $'000
Financial assets
Cash and liquid assets - - - - - 1,039 1,039
Due from other
financial institutions 9 3.36 51,407 368 - - 3,052 54,827
Investment securities 10 5.24 - 68,000 - - - 68,000
Loans and advances 11 7.34 589,495 172,807 93,804 1,319 - 856,426
6.96 640,902 241,176 93,804 1,319 4,091 980,292
Financial liabilities
Due to other
financial institutions 15 1.07 10,875 207,057 - - 4,872 222,804
Deposits 16 4.86 161,919 455,327 768 - 18,271 636,285
Subordinated debt 18 5.76 - 25,000 - - - 25,000
3.93 172,794 687,384 768 - 23,143 884,089
Interest rate swaps* (90,800) 136,550 (45,750)

*Notional principal amounts

(b) Foreign Exchange Risk
The economic entity enters into foreign exchange contracts for the purpose of meeting commitments in foreign currency,
principally in United States Dollars and Japanese Yen.

Forward foreign exchange contracts are used to hedge anticipated commitments in foreign currency that exist as a
method of providing local funding for the bank (by converting foreign currency into Australian Dollars) and of providing
funding for foreign currency loans made to customers (by converting Australian Dollars into foreign currency). Typically

these contracts are of one year or less until maturity.

(c) Credit Risk Exposures
On-Balance Sheet Financial Instruments
The credit risk on financial assets, excluding investments, of the economic entity which have been recognised on the
statements of financial position, is the carrying amount, net of any provision for doubtful debts.

The economic entity minimises concentrations of credit risk by undertaking transactions with a large number of customers

and counterparties.

The economic entity has no material unsecured exposure to any individual customer or external parties.

Off-Balance Sheet Financial Instruments
Credit risk on off-balance sheet swap and foreign exchange contracts is minimised as counterparties are recognised financial
intermediaries with acceptable ratings determined by a recognised rating agency.
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