














2010 Plang
We are set to ride the upward trend the energy industry is bound to experience in the coming months.

We are extremely happy with the state of our business right now. The year ahead looks promising not
just because we have teams of experts in place covering all our business areas who bring years of
experience and expertise to the table, but also because we are blessed with a solid investor base and
intact capital backing. We expect 2010 to become yet another monumental year for FEB, and as such
are aiming to substantially increase our balance sheet by the end of the year. To accomplish this task,
we plan to further diversify our investment portfolio locally, in the region and on the larger global arena,

Qur People
It is with pride that | say none of our accomplishments would have been possible without the dedication

and commitment shown by the FEB famlly. 2009 was one of the most difficult years in recent memory
for a lot of organisations, and to have come out so very far on top of the game is a clear indication of
just how experienced and skilled our team is. Itis now, and ever will be, one of our prime objectives to
continue filling our ranks with the best and the brightest the industry has to offer. In this way we can
ensure that 2010, and beyond, will be as successful if not more successful than 2009.

Yours truly,

Esam Yousif fanahi

Chairman
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS
FIRST ENERGY BANK BSC (C) 11 February 2010
Manama, Kingdom of Bahrain

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of First Energy Bank BSC {c)
("the Bank”) and its subsidiaries (together the “Group”), which comprise the consolidated statement of
financial position as at 31 December 2009, and the consolidated statements of income, comprehensive
income, changes in equity and cash flows for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Responsibilities of the Board of Directors for the consolidated financial statements

The Board of Directors of the Bank is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with Financial Accounting Standards issued by the
Accounting and Auditing Organisation for Islamic Financial Institutfons and International Financial Reporting
Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to
the preparation and fair presentation of the consolidated financial statements that are free from material
misstatements, whether due to fraud or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the circumstances. The Board of Directors is also
responsible for the Group’s undertaking to operate in accordance with Istamic Shari'a rules and principles,

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with both the Auditing Standards for Islamic Financial institutions
and International Standards on Auditing. Those standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the consolidated
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgement, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, we consider internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting principles used and the reasonableness of accounting estimates made by management, as well
as evalualing the overall presentation of the consolidated financial statements.

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

KPMG Fakhro, a registered partnelship under Bahsain law,
15 8 member of KPMG International. a Swiss cooperative.



independent auditors’ report to the shareholders (continued)
11 February 2010

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the
Group as at 31 December 2009 and of the results of its operations, changes in equity and cash flows for
the year then ended in accordance with Financial Accounting Standards issued by the Accounting and
Auditing Organisation for Islamic Financial Institutions and the Shari’a rules and principles as determined by
the Shari'a Supervisory Board of the Bank.

In addition, in our opinion, the consolidated financial statements give a true and fair view of the financiai
position of the Group as at 31 December 2009 and of its financial performance and cash flows for the year
then ended in accordance with International Financial Reporting Standards,

Report on other legal and regulatory requirements

In our opinion, the Bank has maintained proper accounting records and the consolidated financial
statements are in agreement therewith. We have reviewed the accompanying report of the chairman and
confirm that the information contained therein is consistent with the consolidated financial statements. We
are not aware of any violations of the Bahrain Commercial Companies Law 2001, the Central Bank of
Bahrain and Financial Institutions Law 2006, the terms of the Bank’s license or its memorandum and
articles of association having occurred during the year ended 31 December 2009 that might have had a
material effect on the business of the Bank or on its financial position. Satisfactory explanations and
information have been provided to us by the management in response to all our requests.

PMG\



First Energy Bank BSC (c)

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

as at 3t December 2009 US$ 000's
Note 31 December 31 December
2009 2008
ASSETS
Cash and bank balances 4 12,358 2,225
Placements with financial institutions 5 685,880 970,665
Financing receivables 5] 138,544 -
Investmeant securities 7 236,973 -
Investment in associates 8 96,787 -
Other assets 9 42,333 45,285
Property and equipment 10 21,044 3,016
Total assets 1,233,919 1,021,181
LIABILITIES AND EQUITY
Liabilities
Placements from financial institutions " 171,464 -
Other liabilities 12 7,778 21,149
Totat liabilities 179,242 21,149
Equity
Share capital 13 1,000,000 1,000,000
Statutory reserve 1,437 4
Investments fair value reserve 148 -
Foreign exchange translation reserve 2,478
Retained earnings 12,940 38
Total equity attributable to shareholders of the
Bank 1,017,003 1,000,042
Non-controlling interest 37,674 -
Total equity (page 9) 1,054,677 1,000,042
Total liabilities and equity 1,233,919 1,021,191

The consolidated financial statements, which consist of pages 6 to 45, were approved by the Board of

Directors on 11 February 2010 and signed on its behalf by:

o

L ]
Khalid Nabi
Director

Dr. Esam Yousif A. Janahi
Chairman

L

Vahan Zanoyan
Chief Executive Officer

The accompanying notes 1 ta 33 form an integral part of these consolidated financial statements,



First Energy Bank BSC (c)

CONSOLIDATED INCOME STATEMENT

for the year ended 31 December 2009 US$ 000's
Note 12 months 23 June 2008
ended to
31 December 31 December
2009 2008

Income from investment banking services 14,402 -
Income from placements with financial institutions 17,865 17,025
Income from financing 453 -
Income from investment securities 14 4,551 -
Income from investment in associates 8 10,139 .
Total income 47,410 17,025
Staff cost 15 13,158 2,056
Finance expense 295 -
Investment banking related expenses 2,776 3,015
Impairment allowance on property 10 8,734 -
Other operating expenses 16 8,247 2,926
Pre-aperating expenses 17 - 8,986
Total expenses 33,210 16,983
PROFIT FOR THE YEAR 14,200 42
Attributable to:
Shareholders of the Bank 14,335 42
Non-controlling interest (135) -

14,200 42

The consolidated financial statements, which consist of pages 6 to 45, were approved by the Board of
Directors on 11 February 2010 and signed on its behalf by:

o =N (%

Khalid Najibi B
Director

Vahan Zanoyan
Chief Executive Officer

Dr. Esam Yousif A. Janahi
Chairmarr

The accompanying notes 1 to 33 form an integral part of these consolidated financial statements.



First Energy Bank BSC (c)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 December 2009

Profit for the year

Other comprehensive income

Net changes in fair value of available-for-sale
investments

Exchange differences arising on translation of
investment in an associate

Total comprehensive income for the year
Attributable to:

Shareholders of the parent
Nen-controlling interest

US$ 000's
Note 12 months 23 June 2008
ended to
31 December 31 December
2009 2008
14,200 42
7 148 -
8 2,478 5
16,826 42
16,961 42
(135) -
16,826 42

The accompanying notes 1 to 33 form an integral part of these consclidated financial statementis.
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First Energy Bank BSC (¢)

CONSOLIDATED STATEMENT OF CASH FLOWS

i1

for the year ended 31 December 2009 US$ 000's
12 months 23 June 2008
ended to
31 December 31 December
2009 2008
OPERATING ACTIVITIES
Receipt of income from investment banking services 22,532 -
Receipt of income from placements with financial institutions 21,340 13,550
Placements with financial institutions, net (119,889) -
Placements from financial institutions, net 171,464 -
Financing (141,048) -
Payment for expenses and project costs {33,197} (43,090)
Cash flows from operating activities (78,798) (29,540)
INVESTING ACTIVITIES
Purchase of property and equipment (27,530) (3,024)
Purchase of software {1,079) -
Advance paid for acquisition of an investment - (3,646)
Investments in associates {92,300) -
Acquisition of investment securities {268,476} -
Sale of investment securities 34,526 -
Income from investment securities received 1,307 -
Cash flows from investing activities (353,552) (6,670)
FINANCING ACTIVITIES
Proceeds from issue of ordinary shares - 1,009,100
Contribution from non-controlling interest 37.809 -
Cash flows from financing activities 37,809 1,009,100
Net (decrease) / increase in cash and cash equivalents {394,541) 972,890
Cash and cash equivalents at the beginning of the period 972,890 -
Cash and cash equivalents at 31 December 578,349 972,890
Cash and cash equivalents comprise:
Cash and bank balances 12,358 2,225
Placements with financial institutions (note 5) 565,991 970,665
578,349 972,890

The accompanying notes 1 to 33 form an integral part of these consolidated financial statements.




First Energy Bank BSC (c) 12

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009

1.

(a)

INCORPORATION AND PRINCIPAL ACTIVITY

First Energy Bank BSC (c) {the '‘Bank’} was incorporated on 23 June 2008 in the Kingdom of
Bahrain under Commercial Registration No. 69089. The Bank operates as an Islamic Wholesale
Bank under a license granted by the Central Bank of Bahrain (‘CBB’).

The Bank's activities are regulated by the CBB and supervised by a Shari'a Supervisory Board for
compliance with Shari‘a rules and principles. The principal activities of the Bank include investment
banking services in accordance with islamic Sharia’'a principles and participation in project
development, joint ventures, mergers and acquisitions and the purchase of assets and asset
portfolios related to the energy sector.

Consolidated financial staterents

The consolidated financial statements of the Bank as at and for the year ended 31 December 2009
comprise the financial statements of the Bank and its subsidiaries (together referred to as the
“Group” and individually as “Group entities”). The significant subsidiaries of the Bank include:

Subsidiary % holding/ | Principal activities
beneficial
interest
Cosmos Industrial Investment 93% | Holding company for investment in a project
Corporation BSC (c), Bahrain for development and operation of a

pelycrystalline silicon plant in the Kingdom
of Saudi Arabia

Al Dur Energy Investment Company, 59% | To hold 15% indirect interest in a power and

Cayman Islands water plant project in the Kingdom of
Banrain

North Africa Investment Company, 100% | To hold the Group's 40% associate stake in

Cayman Islands Arab Drilling and Workover Company, Libya

SIGNIFICANT ACCOUNTING POLICIES

The significant accounting polices applied in the preparation of these consolidated financial
statements are set out below. These accounting policies have been applied consistently to all
periods presented in the consolidated financial statements, and have been consistently applied by
Group entities, except for the changes resulting from amendments made to accounting standards
{refer note 2(c)).

Statement of compliance

The consolidated financiail statements have been prepared in accordance with both the Financial
Accounting Standards ('FAS') issued by the Accounting and Auditing Qrganisation for Islamic
Financial Institutions {AAQIFI) and International Financial Reporting Standards (IFRS/ 1ASY), and in
accordance with the requirements of Bahrain Commercial Companies Law 2001.




First Energy Bank BSC (¢) 13

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009

2

(b)

(c)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of preparation

The consolidated financial statements are presented in US Dollars, being the principal currency of
the Group's operations and are prepared on the historical cost basis except for tha measurement at
fair value of derivative financial instruments and certain available-for-sale investments. Except as
otherwise indicated, financial information presented in US Dollars has been rounded to the nearast
thousand.

The preparation of financial statements requires the use of certain critical accounting estimates. It
also requires management to exercise judgement in the process of applying the Group's
accounting policies, Estimates and underlying assumptions are reviewed on an ongoing basis,
Revisions to accounting estimates are recognised in the period in which the estimate is revised and
in any future pericds affected. Management believes that the underlying assumptions are
appropriate and the Group's financial statements therefore present the financial position and results
fairly. The areas involving a higher degree of judgement or complexity, or areas where assumptions
and estimates are significant to the consolidated financial statements are disclosed in note 3.

Standards, amendments and interpretations effective on or after 1 January 2009
The following standards, amendments and interpretations, which became effective in 2008 are
relevant to the Group:

IAS 1 (revised), ‘Presentation of financial statements’

During the year, the Group adopted Revised IAS 1 “Presentation of Financial Statements™ on its
required application date of 1 January 2009. Revised IAS 1 introduces the term “total
comprehensive income”, which represents changes in equity during a period other than those
changes resulting from transactions with owners in their capacity as owners. Total comprehensive
income may be presented in either 1) a single statement of comprehensive income (effectively
combining both the income statement and all non-owner changes in equity in a single statement),
or 2) in an income statement and a separate statement of comprehensive income. The Group has
opted to present separate statements - an income statement and a separate statement of
comprehensive income. Accordingly, a new primary statement of comprehensive income has been
included in the consolidated financial statements along with the required comparative information.

Amendments to IFRS 7, ‘Financial instruments: Disclosures’

The amendment to IFRS 7 requires enhanced disclosures about fair value measurements and
liquidity risk. In particular, the amendment requires disclosure of fair value measurements by level
of a fair value measurement hierarchy. The adoption of the amendment resuits in additional
disclosures but does not have an impact on the financiat position or the comprehensive income of
the Group. These additional disciosures have been presented for the current financial reporting
pericd and in line with the transitional provisions, comparative information has not been provided
(refer note 29).

IFRS 8, ‘Operating segments’

IFRS B “Operating Segments” is applicable for periods beginning on or after 1 January 2009. This
standard introduces the “management approach” to segment reparting which requires a change in
the presentation and disclosure of segment information based on the internal reports that are
regularly reviewed by the Bank's “chief operating decision maker’ in order to assess each
segment's performance and to allocate resources to them. The Group currently primarily operates
as a single investment banking unit and its revenue, expenses and results are reviewed only at a
Group level and therefore no separate operating segment results and other disclosures are
provided in these consolidated financial statements.



First Energy Bank BSC (c) 14

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009

2

(c)

(d)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Standards, amendments and interpretations effective from 1 January 2009 (continued)

Improvements to IFRS (May 2008)

‘Improvements to IFRS’ issued in May 2008 contained numerous amendments to IFRS that the
IASB considers non-urgent but necessary. ‘Improvements to IFRS' comprise amendments that
result in accounting changes for presentation, recognition or measurement purposes, as well as
terminology or editorial amendments related to a variety of individual IFRS standards. The
amendments effective for annual periods beginning on or after 1 January 2009 have been
considered by the Group and there have been no material changes to accounting policies as a
result of these amendments.

Basis of consolidation

{i} Subsidiaries

Subsidiaries are those enterprises (including special purpose entities) controlled by the Group.
Control exists when the Group has the power, directly or indirectly, to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. Subsidiaries are
consolidated from the date on which control is transferred to the Group and de-consolidated
from the date that control ceases. Subsidiaries are fully consclidated from the date on which
control is transferred to the Group. They are de-consolidated from the date on which control
ceases. Interests in the equity of subsidiaries not attributable to the parent are reported in
consolidated equity as non-controlling interest. Profits or losses and changes in other
comprehensive income attributable to non-controlling interest are reported separately in the
consolidated income statement and statement of comprehensive income.

Special purpose entities (SPEs) are entities that are created to accomplish a narrow and well-
defined objective such as the securitisation of particular assets, or the execution of a specific
borrowing or investment transaction. An SPE is consolidated if, based on an evaluation of the
substance of its relationship with the Group and the SPE's risks and rewards, the Group
concludes that it controls the SPE. The assessment of whether the Group has control over an
SPE is carried out at inception and narmally no further reassessment of control is carried out
in the absence of changes in the structure or terms of the SPE, or additional transactions
between the Group and the SPE. Where the Group's voluntary actions, such as lending
amounts in excess of existing liquidity facilities or extending terms beyond those established
originally, change the relationship between the Group and an SPE, the Group performs a
reassessment of control over the SPE.

Accounting tor acquisition of subsidiaries is governed under IFRS 3 ‘Business combinations’,
Accounting for business combinations under !FRS 3 only applies if it is considered that a
business has been acquired. For acquisitions meetling the definition of a business, the
acquisition method of accounting is used. The excess of the cost of acquisition over the fair
value of the Group's share of the identifiable net assets acquired is recorded as goodwill, Any
goodwill arising from initial consolidation is tested for impairment at least once a year and
whenever events or changes in circumstances indicate the need for an impairment. If the cost
of acquisition is less than the fair value of the Group’s share of the net assets acquired, the
difference is recognised directly in the consolidated income statement. For acquisitions not
meeting the definition of a business, the Group allocates the cost between the individual
identifiable assets and fiabilities. Financial assets and liabilities are recognised at their fair
value at the acquisition date as measured in accordance with IAS 39 ‘Financial instruments:
Recognition and measurement’ and the remaining balance of the cost of purchasing the
assets and liabilities is allocated to other individual non-financial assets and liabilities based on
their relative fair values at the acquisition date.



First Energy Bank BSC (¢) 15

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 Decembher 2009

2 SIGNIFICANT ACCOUNTING POLICIES {continued)

{d) Basis of consolidation {continued)

(if) Associates

Associates are all entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20% and 50% of the voting rights.

Investments in asscciates are initially recognised at cost. The excess of the cost of acquisition
over the fair value of the Group's share of the identifiable net assets acquired is recorded as
goodwill. Goodwill on acquisition of an associate is not recognised separately and is included in
the carrying value of the investment in associate. If the cost of acquisition is less than the fair
value of the Group's share of the net assets acquired, the difference is recognised directly in
the consolidated income statement.

After initial recognition, the carrying amount is increased or decreased to recognise the
investor's share of the profit or loss of the investee after the date of acquisition. Distributions
received from an investes reduce the carrying amount of the investment. Adjustments to the
carrying amount may also be necessary for change in the investors proportionate interest in
the investee arising from changes in the investee's other comprehensive income. If the Group’s
share of losses exceeds its interest in an associate, the Group’s carrying amount is reduced to
nil and recognition of further losses is discontinued except to the extent that the Group has
incurred legal or constructive obligations or made payments on behalf of the associate.

(iij} Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised gains arising from intra-group
transactions with subsidiaries are eliminated in preparing the consolidated financial statements.
Intra-group gains on transactions between the Group and its equity accounted associates are
eliminated to the extent of the Group’s interest in the investees. Unrealised losses are also
eliminated in the same way as unrealised gains, but only to the extent that there is no evidence
of impairment. Accounting policies of the subsidiaries and associates that are equity accountad
have been changed where necessary to ensure consistency with the policies adopted by the
Group.

{e) Foreign currency transactions

()

(ii)

Functional and presentation currency

ltems included in the consolidated financial statements are measured using the currency of the
primary economic environment in which the entity operates (the functional currency). The
consolidated financial statements are presented in US dollars, which is the Bank's functional
and presentation currency. Other than the functional currency of an associate (which is
determined to be Libyan dinars), the other Group companies functional currencies are either
denominated in US dollars or currencies which are effectively pegged to the US dollars.

Transactions and balances

Foreign currency transactions are translated into the respective functional currencies of each
operation using the exchange rates prevailing at the dates of the transactions. Foraign
exchange gains and losses resulting from the setttement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement. Translation differences on non-monetary
items carried at their fair value, such as certain available-for-sale equity securities, are included
in investments fair value reserve.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009

2
(e)

{n

SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign currency transactions (continued)

(i) Group entities

The assets and liabilities of foreign operations, whose functional currency is different that the
Bank's presentation currency, are translated into US dollars at spot exchange rates at the
teporting date. The income and expenses of fareign operations are translated into US dollars
using the average of the spot exchange rates during the period of the transactions. Foreign
currency differences on the translation of foreign operations are recognised in other
comprehensive income. Such differences have been recognised under a foreign exchange
translation reserve in equity. If the operation is an associate, the Group recognises translation
reserve to the extent of its proportionate share in the investee. When a foreign operation is
disposed of, the relevant amount in the foreign exchange translation reserve is reclassified to
income statement as part of the profit or loss on disposal.

In case of Group entities whose functional currencies are effectively pegged to the US dollars,
the translation of financial statements of the group entities that have a functional currency
different from the presentation currency do not result in exchange differences.

Financial assets and liabilities

Financial assets of the Group comprise bank balances, placements with financial institutions,
financing receivables, investment securities, risk management instruments and other receivable
balances. Financial liabilities of the Group comprise placements from financial institutions and
other payable balances.

(i

(i)

Recognition and de-recognition

All financial assets (except investment securities and derivatives) and liabilities are recognised
on the date at which they are originated. Investment securities and derivatives are recognised
at the trade date i.e. the date that the Group contracts to purchase or sell the asset, at which
date the Group becomes party to the contractual provisions of the instrument.

A financial asset or liability is initially measured at fair value which is the value of the
consideration given (in the case of an asset) or received (in the case of a liability).

The Group derecognises a financial asset when the rights to receive cash flows from the
financial assets have expired or where the Group has transferred substantially all risk and
rewards of ownership. The Group writes off certain financial assets when they are determined
uncollectible. The Group derecognises a financial liability when its contractual obligations are
discharged, cancelled or expire.

Financial assets and liabilities are offset and the net amount presented in the statement of
financtal position when, and only when, the Group has a legal right to set off the recognised
amounts and it intends either o settle on a net basis or o realise the asset and settle the
liability simultaneously. Finance income and expenses are presented on a net basis only when
permitted under (FRSs, or for gains and losses arising from a group of similar transactions.

Classification of financial assets and liabilities

The Group allocates financial assets to the following IAS 29 categories: financial assets at fair
value through profit or loss; loans and receivables; held-to-maturity investments; and available-
for-sale financial assets. Except for investment securities (refer note 2 (j)) and derivative
financial instruments (refer note 2 (k)), the Group classifies all other financial assets as loans
and receivables. All of the financial liabilittes of the Group are classitied at amortised cost.
Management determines the classification of its financial instruments at initial recognition.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009

2
(H

(9)

(h)

(i

(M

SIGNIFICANT ACCOUNTING POLICIES {continued)

Financial assets and liabifities {continued)

(iii) Measurement principles

Financial assets and liabilities are measured either at fair value, amortised cost or in certain
cases carried at cost.

Fair value measurement
Fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction on the measurement date.

When available, the Bank measures the fair value of an instrument using quoted prices in an
active market for that instrument. A market is regarded as active if quoted prices are readily
and regularly available and represent actual and regularly occurring market transactions on an
arm's length basis. If a market for a financial instrument is not active, the Bank uses valuation
techniques to establish a reliable measure of fair value.

Amortised cost measurement

The amortised cost of a financial asset or liability is the amount at which the financial asset or
liability is measured at initial recognition, minus principal repayments, plus or minus the
cumulative amortisation using the effective profit method of any difference between the initial
amount recognised and the maturity amount, minus any reduction for impairment. The
calcutation of the effective profit rate includes all fees and points paid or received that are an
integral part of the effective profit rate.

Cash and cash equivalents

For the purpose of statement of cash flows, cash and cash equivalents comprise cash and
balances with banks and short-term highly liquid assets (placements) with maturities of three
months or less when acquired which are subject to insignificant risk of changes in fair value and are
used by the Group in the management of its short-term commitments and liquidity.

Placements with and from financial institutions

These comprise placements made or received in the form of wakala contracts or international
commodity murabaha contracts. Placements with and from financial institutions are carried at their
amortised cost.

Financing receivables
Financing receivables comprise shari'a compliant financing provided by the Group and are carried
at amortised cost less impairment allowances, if any.

investment securities

The Group classifies its investment securities, excluding investment in subsidiaries and equity
accounted associates (refer note 2 (d)}, in the following categories: investment at fair value through
profits or l0ss; held-to-maturity investments; and available-for-sale investments.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment securitias (continued)

)

(i)

Classification

Invastments carried at fair value through profit or loss are financial assets that are held for
trading or which upon initial recognition are designated by the Group as at fair value through
profit or loss,

An investment is classified as held for trading if it is acquired principally for the purpose of
selling or repurchasing it in the near term or part of a portfolio of identified financial instruments
that are managed together and for which there is evidence of a recent actual pattern of short-
term profit-taking. The Group currently does not hold trading investments.

The Group designates investment securities as at fair value through profit or loss at inception
only when it is managed, evaluated and reported on internally on a fair value basis. Currently,
the Group has not designated any of its investment securities at fair value through profit or loss

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturity that the Group has the positive intention and ability to hold to
maturity, and which are not designated as carried at fair value through profit or loss or as
available-for-sale. The Group’s current held-to-maturity investments comprise of investment in
Sukuk,

Available-for-sale investmenis are non-derivative financial assets that are not investments
carried at fair value through profit or loss or held-to-maturity or loans and receivables. These
include investments in Sukuk and unquoted equity securities.

Initial recognition

Investment securities are initially recognised at fair value, plus transaction costs for all financial
assets not carried at fair value through profit or loss. Transaction costs on investments carried
at fair value through profit or loss are expensed in profit or loss when incurred.

{iii) Subsequent measurement

Subsequent to initial recognition, investments carried at fair value through profit or loss and
available-for-sale investments are re-measured to fair value. Gains and losses arising from a
change in the fair value of investments carried at fair value through profit or loss are recognised
in the income statement in the period in which they arise. Gains and losses arising from a
change in the fair value of available-for-sale investments are recognised in the consolidated
statement of comprehensive income and presented in a separate fair value reserve within
equity. When the available-for-sale investments are sold, impaired, collected or otherwise
disposed of, the cumulative gain or loss previously recognised in the statement of
comprehensive income is transferred to the income statement.

Available-for-sale investments which do not have a quoted market price or other appropriate
methads from which to derive reliable fair values are stated at cost less impairment allowances.

Held-to-maturity investments are measured at amortised cost less any impairment allowances.

{iv) Reclassification

The Group may choose to reclassify a non-derivative financial asset if permitted by IFRSs. A
financial asset classified as available-for-sale that would have met the definition of held-to-
maturity (if it had not been designated as available-for-sale at inception) may be reclassified out
of the available-for-sale category to the held-to-maturity investments category when the Group
has the intention and ability to hold the financial asset for the foreseeable future or until
maturity.
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(k)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment securities (continued)

{iv) Reclassification (continued)

Reclassifications are made at fair value as of the reclassification date. For a financial asset
reclassified out of the available-for-sale category, any previous gain or loss on that asset that
has been recognised in equity is amortised to profit or loss over the remaining life of the
investment using the effective profit rate. Any difference betwesn the new amortised cost and
the expected cash flows is also amortised over the remaining life of the asset using the
effective profit rate. If the asset is subsequently determined to be impaired then the amount
recorded in equity is reclassified to the income statement.

(iv) Fair value measurement principles

Fair value for quoted investments is their market bid price. For other unquoted investments,
fair value is determined either by reference to the price of tha most recent transactions in the
securities, or based on recognised internal valuation models.

Risk management instruments and hedge accounting

The Group currently only enters into shari'a compliant risk management instruments to cover its
exposure to profit rate risks, These derivative-type risk management instruments are initially
recognised at fair value on the date on which a contract is entered into and are subsequently re-
measured at their fair value. The fair value of an instrument is the equivalent of the unrealised gain
or loss from marking to market the instrument using prevailing market rates. Instruments with
positive market values (unrealised gains) are disclosed under other assets and instruments with
negative market values (unrealised losses) are disclosed under other liabilities in the statement of
financial position.

Changes in the fair value of these financial instruments that are designated, and qualify as fair
value hedges, are included in the income statement together with the corresponding change in the
fair value of the hedged asset or liability that is attributable to the risk being hedged. Unrealised
gains or losses on hedged assets which are attributable to the hedged risk are adjusted against the
carrying values of the hedged assets or liabilities. For risk management instruments that are not
designated in a qualifying hedge relationship, all changes in its fair value are recognised
immediately in the income statement.

If the hedging risk management instrument expires or is sold, terminated, or exercised, or the
hedge no longer meets the criteria for fair value hedge accounting, or the hedge designation is
revoked, hedge accounting is discontinued prospectively. Any adjustment up to that point to a
hedged item for which the effective profit method is used, is amontised to profit or loss as part of the
recalculated effective pro# rate of the item over its remaining life.

Embedded derivatives

Certain derivatives embedded in other financial instruments, such as the conversion option in a
debt instrument, are treated as separate derivatives when their economic characteristics and risks
are not closely related to those of the host contract and the host contract is not carried at fair value
through protit or loss. These embedded derivatives are separately accounted for at fair value, with
changes in fair value recognised in the consclidated income statement unless the Group chooses
to designate the hybrid contracts at fair value through profit or toss. The Group uses internal
models to measure the fair value of embedded derivatives. These models use techniques generally
recagnised as standard within the industry. Some of the inputs to these models may not be market
observabie and are therefore estimated based on assumptions.
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(m)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Property and equipment

Property and equipment is stated at cost, net of accumulated depreciation and impairment, if any.
Land is not depreciated. Depreciation on equipment is computed using the straight-line method to
write off the cost of the assets over their estimated useful lives of three years. The assets' residual
values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

Impairment of financial assets

The Bank assesses at each balance sheet date whether there is objective evidence that an asset is
impaired. Objective evidence that financial assets are impaired can include default or delinquency
by a borrower, restructuring of a financing or advance by the Group on terms that the Group would
not otherwise consider, indications that a borrower or issuer will enter bankruptcy, the
disappearance of an active market for a security, or other observable data relating to a group of
assets such as adverse changes in the payment status of borrowers or issuers in the group, or
economic conditions that correlate with defauits in the group. Impairment losses are recognised in
the income statement and reflected in an allowance account. Impairment assessment in made for
financial assets that are individually significant, or collectively for financial assets that are not
individually significant and with similar credit risk characteristics.

Financial assels carried at amortised cost

For financial assets carried at amortised cost (financing receivables and held-to-maturity
investments), impairment is measured as the difference between the carrying amount of the
financial assets and the present value of estimated cash flows discounted at the assets' original
effective profit rate. Losses are recognised in income statement and reflected in an allowance
account. When a subsequent event causes the amount of impairment loss to decrease, the
impairment loss is reversed through the income statement.

Available-for-sale investments

In the case of debt instruments classified as available-for-sale, impairment is assessed based on
the same criteria as financial assets carried at amortised cost. However, the amount recorded for
impairment is the cumulative loss measured as the difference between the amortised cost and the
current fair value, less any impairment loss on that investment previously recognised in the income
statement. If, in a subsequent period, the fair value of a debt instrument classified as available for
sale increases and the increase can be objectively related to an event occurring after the
impairment loss was recognised in profit or loss, the impairment loss is reversed through the
consolidated income statement.

in case of available-for-sale equity securities carried at fair value, a significant or prolonged decline
in the fair value of the security below its cost is objective evidence of impairment resulting in
recognition of an impairment loss. In case of equity securities quoted in active markets, the Group
considers a decline in value of 20% below cost or a decline in value that persists for more than 6
months as an indicator of impairment. it any such evidence exists for available-for-sale
investments, the cumuiative loss — measured as the difference between the acquisition cost and
the current fair value, less any impairment loss on that financial asset previously recognised in
profit or loss — is removed from equity and recognised in the income statement. Impairment losses
recognised in the income statement are not subsequently reversed through the income statement.

For available-for-sale investments carried at cost, the Group makes an assessment of whether
there is an objective evidence of impairment for each investment by assessment of financial and
other operating and economic indicators, impairment is recognised if the estimated recoverable
amount is assessed to be below the cost of the investment.
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(p)

{q)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of non-financial assets

The carrying amount of the Group's assets or its cash generating unit, other than financial assets
and development property, are reviewed at each reporting date to determine whether there is any
indication of impairment. A cash generating unit is the smallest identifiable asset group that
generates cash flows that largely are independent from other asset and groups. If any such
indication exists, the asset's recoverable amount is estimated. The recoverable amount of an asset
or a cash generating unit is the greater of its value in use or fair value less costs to sell. An
impairment loss is recognised whenever the carrying amount of an asset or its cash generating unit
exceeds its estimated recoverable amount.

Impairment losses are recognised in the income statement. Impairment losses are reversed only if
there is an indication that the impairment loss may no longer exist and there has been a change in
the estimates used to determine the recoverable amount. Separately recognised goodwilt is not
amortised and is tested annually for impairment and carried at cost less accumulated impairment
losses. Impairment losses on goodwill are not reversed.

Dividends and board remuneration
Dividends to shareholders and board remuneration are recognised as liabilities in the period in
which they are declared.

Share capital and statutory reserve

Ordinary shares are classified as equity. The Group classifies capital instruments as financial
liabilities or equity instruments in accordance with the substance of the contractual terms of the
instruments. Incremental costs directly attributable to the issue of an equity instrument are
deducted from the initial measurement of the equity instruments.

Treasury shares

The amount of consideration paid including all directly attributable costs incurred in connection with
the acquisition of the treasury shares are recognised in equity. Consideration received on sale of
treasury shares is presented in the financial statements as a change in equity. No gain or loss is
recognised on the Group's income statement on the sale of treasury shares.

Slatutory reserve

The Bahrain Commercial Companies Law 2001 requires that 10 per cent of the annual profit be
appropriated to a statutory reserve which is normally distributable only on dissolution.
Appropriations may cease when the reserve reaches 50 per cent of the paid up share capital.

Revenue recognition

Income from investment banking services is recognised when the service is provided and income is
earned. This is usually when the Group has performed all significant acts in relation to a transaction
and it is highly probable that the economic benefits from the transaction wilt flow to the Group.
Significant acts in relation to a tfransaction are determined based on the terms agreed in the private
placement memorandum/ contracts for each transaction.

Finance income from placements with financial institutions, financing receivables and investment in
Sukuk is recognised on a time-apportioned basis using the effective profit method.

Dividend income from available-for-sale investment securities is recognised when the right to
receive is established. This is usually the ex-dividend date for equity securilies.
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v)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Earnings prohibited by Shari’a

The Group is committed to avoid recognising any income generated from non-lslamic sources.
Accordingly, non-Islamic income (if any) will be credited to a charity account which is utilised for
charitable purposes.

Zakah

The Group is not required to pay Zakah on behalf of its shareholders on its undistributed profits.
However, the Bank is required to calculate and notify, under a separate report, individual
shareholders of their pro-rata share of the Zakah payable by them on distributed profits. These
caiculations are approved by the Bank’s Shari’a Supervisory Board.

Employee benefits

(i) Short-term henefits
Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided. A provision is recognised for the amount expected
to be paid under short-term cash bonus or profit-sharing plans if the Bank has a present legal
or constructive obligation to pay this amount as a result of past service provided by the
employee and the obligation can be estimated reliably.

{(il) Post employment benefits
Pensions and other social benefits for Bahraini employees are covered by the General
Organisation for Social Insurance scheme, which is a ‘defined contribution scheme’ in nature
under |AS 19 ‘Employee Benefits', and to which employees and employers contribute monthly
on a fixed-percentage-of-salaries basis. Contributions by the Bank are recognised as an
expense in income statement when they are due.

Expatriate employees on fixed contracts are entitled to leaving indemnities payable under the
Bahraini Labour Law for the Private Sector of 1976, based on length of service and final
remuneration. Provision for this unfunded commitment, which is a ‘defined benefit scheme' in
nature under IAS 19, has been made by calculating the notional fliability had all employees left
at the balance sheet date. These benefits are in the nature of a ‘defined benefit scheme' and
any increase or decrease in the benefit obligation is recognised in the income statement.

The Bank also operates a voluntary employees saving scheme under which the Bank and the
employee contribute monthly on a fixed percentage of safaries basis. The scheme is in the
nature of a defined contribution scheme and contributions by the Bank are recognised as an
expense in the income statement when they are due.

Provisions

A provision is recognised if, as a result of a past event, the Group has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of economic
benefits will be required to settle the obligation.

Segment reporting

A segment is a distinguishable component of the Bank that is engaged either in providing products
or services (business segment) or in providing products or services within a particular environment
(geographical segment), which is subject to risks and rewards that are different from those of other
segment. The Group currently primarily operates as a single investment banking unit and its
revenue, expenses and results are reviewed only at a Group level and therelore no separate
operating segment results and other disclosures are provided in these consolidated financial
statements.
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3.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

The Group makes estimates and assumptions that affect the reported amounts of assets and
liabilities within the next financial year. Estimates and judgements are continually evaluated and are
based on historical experience and other factors, including expectation of future events that are
believed to be reascnable under the circumstances.

Judgements

(i)

(ii)

Classification of investments

In the process of applying the Group’s accounting policies, management decides on acquisition
of an investment whether it should be classifted as investments designated at fair value through
profit or loss, held-to-maturity or available-for-sale investment securities. The classification of
each investment reflects the management's intention in relation to each investment and is
subject to different accounting treatments based on such classification [refer note 2 (j)).

Special purpose entities

The Group sponsors the formation of special purpose entities (SPE's) primarily for the purpose
of allowing clients to hold investments. The Group provides corporate administration,
investment management and advisory services to these SPE's, which involve the Group
making decisions on behalf of such entities. The Group administers and manages these entities
on behalf of its clients, who are by and large third parties and are the economic beneficiaries of
the underlying investments. The Group does not consolidate SPE'’s that it does not have the
power to control. In determining whether the Group has the power to control an SPE,
judgements are made about the objectives of the SPE’s activities, its exposure to the risks and
rewards, as well as about the Group intention and ability to make operational decisions for the
SPE and whether the Group derives benefits from such decisions.

(iii) Qualifying hedge relationships

In designating financial instruments in qualifying hedge relationships, the Group has
determined that it expects the hedges to be highly effective over the period of the hedging
relationship.

Estimates

(iv) Impairment of financing receivables

v}

Each counterparty exposure is evaluated individually for impairment and is based upon
management's best estimate of the present value of the cash flows that are expected to be
received. In estimating these cash flows, management makes judgements about counterparty’s
financial situation, level of subordination available to the Bank and the net realisable value of
any underlying assets. Each asset is assessed on its merits, and the workout strategy and
estimate of cash flows considered recoverable is reviewed independently by the Risk
Management Department. The financing receivables of the Bank have been originated close to
the year end and the Bank's assessment of the risk of the obligor and associated cash flows is
based on current and recent information.

Impairment of property

The Group acquired land during the year with a view to develop its office building in the near
term (note 10). As at 31 December 2009, the recoverable amount of the land was determined
based on the higher of the fair value less cost to sell and its valug in use. The value-in-use was
determined by an independent firm of external valuers with the recognised and relevant
professional qualification and who have recent experience in the iocation and category of the
property being valued.
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3.

5.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES (continued)

The valuation was determined principally considering the future use of the land by using
discounted cash fHlow projections based on estimates of future cash flows, expected costs of
construction, levels of occupancy and expected future stream of rental income supported by
external evidence such as current market rents for similar properties in the same location and
condition, and using discount rates that reflect current market assessments of the uncertainty in
the amount and timing of the cash flows. Based on the assessment of value-in-use, an
impairment loss of USD 8,734 thousand has been recognised against the carrying value of land
acquired {refer note 10). The decline primarily reflects the larger economic environment and
market conditions which continued to decline throughout 2009 and the reduction in the
frequency of property transactions and instability in the focal real estate market.

The potential income effect of approximately 5% change, up or down, in the average rental
rates, which is a key variable used in the valuation technique, would increase/ decrease the
recoverable amount by USD 2,275 thousand. The potential income effect of 5% change in the
construction cost, up or down, which is a key variable used in the valuation technique, would
increase/ decrease the recoverable amount by USD 1,666 thousand.

(vi) Impairment on available-for-sale investments

Available-for-sale investments where fair values are not readily available and reliably
measurable are carried at cost and the recoverable amount of such investment is estimated to
test for impairment. The Group’s available-for-sale equity investments comprise investments in
entities that are associated with long-term real estate and infrastructure development projects.
In making a judgement of impairment, the Group evaluates among other factors, liquidity of the
project, evidence of deterioration in the financial health of the project, impacts of delays in
execution, industry and sector performance, changes in technology, and operational and
financing cash flows. It is reasonably possible, based on existing knowledge, that the current
assessment of impairment could require a material adjustment to the carrying amount of the
investments within the next financial year due to significant changes in the assumptions
underlying such assessments.

CASH AND BANK BALANCES

31 December 31 December

2009 2008
Cash 8 3
Bank balances 12,350 2,222
12,358 2,225

PLACEMENTS WITH FINANCIAL INSTITUTIONS

31 December 31 December

2009 2008
Gross commadity murabaha contracts 348,821 140,357
Less: Deferred profits {145) (178)
348,676 140,179
Wakata contracts 337.204 830,486
685,880 970,665




First Energy Bank BSC (¢) 25
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended 31 December 2009 US$ in 000's
5. PLACEMENTS WITH FINANCIAL INSTITUTIONS (continued)
31 December 31 December
2009 2008
Due within 90 days 565,991 970,665
Due after 90 days 119,889 -
685,880 970,665
6. FINANCING RECEIVABLES
31 December 31 December
2009 2008
Musharaka 15,341 -
Murabaha financing 123,203 -
138,544 -

Murabaha financing include USD 50,744 thousand representing the debt component of a

convertible murabaha financing provided by the Bank to one of its associate companies. The
embedded derivative within the convertible murabaha, being the equity conversion option, has
been separated and disclosed under other assets {refer note 9}.

7. INVESTMENT SECURITIES

31 December 31 December

2009 2008
Available-for-sale investments 172,664 e
Held-to-maturity investments 64,309 &
236,973 -

a) Available-for-sale investments

31 December 31 December

2009 2008
Investment in quoted sukuk (at fair value) 47,744 -
Investmant in unquoted equities (at cost) 124,920 .
172,664 -

During the year, total net fair value decline of USD 227 thousand in quoted available-for-sale
investments has been recognised, of which fair value loss of USD 375 thousand representing
changes in the fair value of the hedged item (investment in sukuk) attributable to the hedged risk
{profit rate risk) in a qualifying fair value hedge relationship has been recognised in the income
statemenl to effectively offset the change in the fair value of the hedging instrument.

Investments in unquoted equity securities are carried at cost less impairment in the absence of a
reliable measure of fair value. Such investments represent investments in early stage infrastructure
and development projects for which a reliable estimate of fair value cannot be determined. The
Group intends to realise these investments principally by means of strategic sell outs or at the time
of sale of underlying assets.
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7

INVESTMENT SECURITIES (continued)

b) Held-to-maturity investments
31 December 31 December
2009 2008
At 1 January . -
Reclassification from available-for-sale investments 64,291
Accrued finance income 18 -
64,309 -

Held-to-maturity securities include investment in quoted Sukuk.

Reclassification adjustment

With effect trom 21 December 2009, the Group has reclassified certain available-for-sale
investment in sukuk to held-to-maturity. The Group identified financial assets that would have met
the definition of held-to-maturity investments {if they had not been designated as available-for-sale)
for which at the date of reclassification it had the intention and ability to hold them until maturity.

The reclassification was effected as the Group intended to create held-to-maturity portfolio to
generate a stable source of returns. The Group identified a number of available-for-sale
investments with the expected characteristics and form and re-classitied these from available-for-
sale to heid-to-maturity. The reclassifications were made with effect from 21 December 2009 at fair
value on that date.

The table below sets out the amounts actually recognised in profit or loss and other comprehensive
income in respect of the financial assets reclassified out of available-for-sale investment securities:

2009 2008
Profit or Other Profit or Other
loss comprehensive loss comprehensive
income income

Period before reclassification
Profit 1,842 - - -
Net changes in fair value - 279 - -

Period after reclassification
Profit 79 -
Amount transierred from fair value
reserve to profit or loss - 3 - -

Had the above reclassification from available-for-sale to held-to—maturity not been made, other
comprehensive income would have been lower by USD 350 thousand. At 21 December 2009, the
effective profit rates on reclassified available-for-sale investment securities ranged from 0.5 percent
to 2.5 percent.
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8. INVESTMENT IN ASSOCIATES

At 1 January

Acquisitions during the year
Elimination for intra-group transactions
Share of profits from associates
Foreign exchange differences

At 31 December

31 December
2009

92,300
(8,130}
10,139

2,478

31 December
2008

96,787

Intra-group gains on ftransactions between the Group and its equity accounted associates are
eliminated to the extent of the Group's interest in the investees. During the year, the carrying value
of the investment in associate has been adjusted to reflect the elimination the Group's share of

profits of USD 8,130 thousand arising from a sale transaction with the associate.

Share of profits from associates Include USD 6,114 thousand representing excess of the Group’s

share of the net identifiable assets and liabilities over its costs on initial acquisition.

Summarised financial information of associates that have been equity accounted not adjusted for

the percenlage ownership held by the Group:

Total assets

Total liabilities
Total revenues
Total net profit

9. OTHER ASSETS

Project work-in-progress
Advance paid for acquisition of an investment
Fair value of risk management instruments

Fair value of equity option embedded in a convertible

murabaha (note 6)
intangible assets — software
Murabaha profits receivable
Others

2009

533,245
269,197
121,884

19,600

2008

31 December

31 December

2009 2008
32,723 37,452
3,646 3,646
369 -
2,957 S
1,003 0
. 3,475
1,635 712
42,333 45,285

Project work-in-progress comprises costs incurred for acquisition and development of a project in

the Kingdom of Saudi Arabia.

The Group uses profit rate swap to hedge its exposure to changes in the fair values of certain fixed
profit rate sukuk attributable to changes in market profit rates. The positive fair value of the risk

management instruments is disclosed in other assets.
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10, PROPERTY AND EQUIPMENT
2009 2008
Furniture Work in| 2009 Total
Equipment/Computersiand fixture| Land |progress| Total
Cost
At 1 January 16 253 - -| 2,756 3,025 -
Additions 108 427 56 | 22,994 3,945 27,530 3,025
Transfer = S 6,701 -| {8,701) - -
At 31 December 124 680 6,757 | 22,994 - | 30,555 3,025
Depreciation/
impairment
At 1 January 1 8 . - g 9 -
Impairment allowance
(refer note 3 (v)) - - -1 8,734 - 8,734 -
Charge for the year 25 180 563 - - 768 9
At 31 December 26 188 563 | 8,734 -1 9,511 9
Net book value
as at 31 December 98 492 6,194 | 14,260 -| 21,044 3,016
11. PLACEMENTS FROM FINANCIAL INSTITUTIONS
These comprise placements (murabaha and wakala} accepted as part of the Group's treasury
activities.
12 OTHER LIABILITIES
31 December 31 December
2009 2008
Employee-related accruals 2,129 190
Account payables 725 69
Accrued expenses 1,224 1,296
Advance from investors 3,700 1,300
Pre-incorporation expenses - 18,294
7,778 21,149
Employee related accruals include end of service indemnity pravisions of USD 357 thousand (2008:
USD 37 thousand).
13. SHARE CAPITAL

Authorised:

2,000.000,000 ordinary shares of US$ 1 each

Issued, subscribed and paid-up:
1,000,000,000 ordinary shares of US$ 1 each

31 December 31 December
2009 2008
2,000,000 2,000,000
1,000,000 1,000,000
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14, INCOME FROM INVESTMENT SECURITIES
12 months 23 June 2008
ended to
31 December 31 December
2009 2008
Profit earned from investments in sukuk — AFS 2,794 .
Profit earned from investments in sukuk - HTM 79 -
Gain on disposal of available-for-sale investments 1,678 -
4:551 -
18. STAFF COST
12 months 23 June 2008
ended to
31 December 31 December
2009 2008
Salaries and benefits 12,258 1,911
Social insurance expenses 413 65
Other staff expenses 487 80
13,158 2,056
16. OTHER OPERATING EXPENSES
12 months 23 June 2008
31 December 31 Dacember
2009 2008
Rent and utilities 2,149 262
Travelling and related expenses 498 607
Professional and consultancy fee 1,827 -
Advertising and marketing expenses 838 1,386
Board and shari'a committee expenses 474 206
Depreciation 768 9
Other expenses 1,693 456
8,247 2,926
17. PRE-OPERATING EXPENSES
12 months 23 June 2008
ended o
31 December 31 December
2009 2008
Professional, legal and consultancy charges - 18,086
Less: Adjusted against share premium - {9,100)

8,886
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17

18.

19.

PRE-OPERATING EXPENSES (continued)

Pre-operating expenses primarily relate to expenses incurred by the founders in relation to the
share issue and formation of the Bank and certain expenses incurred prior to incorporation of the
Bank. In 2008, share issue expenses have been adjusted against share premium to the extent of
the available balance and the remaining amounts has been charged to the income statement as
pre-operating expenses. The pre-operating expenses were reimbursed to the founders based on
the approval of the shareholders and the Board of Directors.

TOTAL FINANCE INCOME AND FINANCE EXPENSE

12 months 23 June 2008
ended to
31 December 11 Decembear
2009 2008

Placements with financial institutions 17,865 17,025
Financing receivable 453 S
Held-to-maturity investments 79 -
Available-for-sale investments 2,794 -
Total finance income 21,191 17,025
Finance expense on placements from financial institutions {295) -
Net finance income 20,896 17,025

RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability to control the other party or exercise
significant influence or joint controt over the other party in making financial and operating decisions.
Related parties include major shareholders, Board of Directors and Executive Management of the
Group and entities over which they exercise control and/ or significant influence.

The related party transactions and balances included in these consolidated financial statements are

as follows:

2009 SigniticantJ

hareholder

{ entities in

which Key
directors are| management 31 December

interested personnel |Associates 2009
Assets
Bank balances 398 - - 398
Placements with financial institutions 283,690 - - 283,690
Financing receivables - - 123,203 123,203
Investment securities 57,828 - - 57,828
Investment in associates - - 96,787 96,787
Other assets 146 3,646 2,957 6,749
Liabilities
Placements from financial institutions 106,070 : 106,070
Accruals and other liabilities - 175 - 175
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19 RELATED PARTY TRANSACTIONS (continued)
Income and expenditure (transactions) LSigniﬁcant
hareholder
/ entities in 12 months
which Key ended 31
directors are| management December
interested | personnel |Associates 2009
Income
Income from investment banking services 5,750 - 8,570 14,320
Income from placements with financial
institutions 14,965 - - 14,965
Income from investment securities 1,582 - - 1,582
Income from investment in associates - - 10,139 10,139
Expenses
Staff cost - 2,921 - 2,921
Finance expenses 230 - - 230
Investment banking related expenses - 433 - 433
Other operating expenses 577 150 - 727
Pra-operating expenses - - - -
2008 Significant
shareholders
{ entities in
which Key 31
directors are | Management December
interested personnel | Associates 2008
Agsets
Bank balances 923 - - 923
Placements with financial institutions 800,378 - - 800,378
Other assets 3,475 - - 3,475
Liabilities
Accruals and other liabilities 18,294 i . 18,294
Significant
shareholders 23 June
/ entities in 2008 to
which Key 31
directors are | Management December
interested personnel | Associates 2008
Income
income from placements with financial
institutions 16,226 - - 16,226
Expenses
Staff cost - 328 - 328
Pre-operating expenses 17,250 - - 17,250
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20.

21.

22,

23.

RELATED PARTY TRANSACTIONS (continued)

Key management personnel of the Bank comprise of the Board of Directors and key members of
management having authority and responsibility for ptanning, directing and controlling the activities
of the Bank. The key management personnel compensation is as follows:

31 December 23 June 2008
2009 to
31 December
2008
Board member feas 320 145
Salary and other short-term benefits 2,782 318
Post employment benefits 139 10

ACQUISITION OF SUBSIDIARIES

The Bank set-up/ acquired three subsidiaries (note 1) during the year primarily for the purpose of
holding certain investments and for asset acquisition transactions. Accordingly, the subsidiaries
acquired have been initially accounted for as asset acquisitions rather than as business
combinations. The underlying assets and liabilities of these subsidiaries acquired have been
consolidated in these financial statements using their relative fair values on the date of acquisition.

ZAKAH

The Bank does not collect or pay Zakah on behalf of its sharehoiders or investors, Zakah payable
by the shareholders is computed by the Bank on the basis of the method prescribed by the Bank's
Shari'a Supervisory Board and notified to shareholders annually. During the previous period no
Zakah was payable by the shareholders as the Bank was in operation for a period of six months
only. Zakah payable by the shareholders in respect of each share for the year ended 31 December
2008 is US cents 0.024 for every share held.,

EARNINGS PROHIBITED BY SHARI'A

During the year, there Bank received USD 1.4 thousand (2008: Nil) from non-islamic transactions
that are prohibited by Shari'a and has credited the income received to an account to be utilised for
charitable purposes.

SHARI'A SUPERVISORY BOARD

The Bank's Shari'a Supervisory Board consists of three islamic scholars who review the Bank's
compliance with general Shari'a principles and specific fatwas, rulings and guidelines issued. Their
review includes examination of evidence relating to the documentation and procedures adopted by
the Bank to ensure that its activities are conducted in accordance with Islamic Shari'a principles.
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24, MATURITY PROFILE
The maturity profile of assets and liabilities based on the remaining periods to contractual maturity
dates or expected periods to realisation/ settlement are as follows:-

Upto3 3to6 6 months 1to3 Qver 3
2009 months months to 1 year years years Total
Assets
Cash and bank balances 12,358 - - - - 12,358
Placements with financial
institutions 565,990 21,663 15,094 83,133 - 685,880
Financing receivables 34 - 6,623 85,727 45,853 138,544
Investment securities - - 2,294 64,309 170,370 236,973
Investment in associates - - - 25,122 71,665 96,787
Other assets 3,646 32,723 1,637 3,959 368 42,333
Property and equipment - - - - 21,044 21,044
Total financial assets 582,335 54,386 25,648 262,250 309,300 | 1,233,919
Liabilities
Placements from financial
institutions 171,464 - - - - 171,464
Other liabilities 1,949 5,829 - - - 7,778
Total financial liabilities 173,413 5,829 - - - 179,242
Commitments 80,305 60,945 80,867 46,434 1,533 270,084
Derivatives
Gross inflows 4 9 18 72 72 175
Gross outflows - 176 176 704 704 1,760
Upto3 3to6 6 months 1103 Over 3
2008 months months to 1 year years years Total
Assets
Cash and bank balances 2,225 - - - - 2,225
Placements with financial
institutions 970,665 - - - - 970,665
Other assets 3,873 3,960 37,452 - - 45,285
Property and equipment - . - - 3,016 3,016
Total assets 976,763 3,960 37,452 - 3,016 | 1,021,191
Liabilities
Other liabilities 21,149 - - - - 21,149
Total liabilities 21,149 - - - - 21,149
Commitments - 152,753 37,142 140,385 -] 330,280

The expected malurities of the financial assets and liabilities are not significantly different from their
contractual maturities. The gross contractual cash outflows for financial liabilities are not significantly
different from their carrying values.
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25. CONCENTRATION OF ASSETS AND LIABILITIES
a) Industry sector
Energy,
Banks and | hower and
financial infrastru-
2009 institutions cture Others Total
Assets
Cash and bank balances 12,358 - - 12,358
Placements with financial institutions 685,880 - - 685,880
Financing receivables - 123,203 15,341 138,544
Investment securities 82,653 84,920 69,400 236,973
Investments in associates - 96,787 - 96,787
Other assets 369 39,325 2,639 42,333
Property and equipment - - 21,044 21,044
Total assets 781,260 344,235 108,424 1,233,919
Liabilities
Placements from financial institutions 171,464 - - 171,464
Other liabilities 23 - 7,755 7,778
Total liabilities 171,487 - 7,755 179,242
Energy,
Banks and | power and
financial infrastru-
2008 institutions cture Others Total
Assets
Cash and bank balances 2,225 - - 2,225
Placements with financial institutions 970,665 - - 970,665
Other assets 3,475 41,048 762 45,285
Property and eguipment . - 3,016 3,016
Total assets 976,365 41,048 3,778 1,021,191
Ligbilities
Other liabilities 18,294 g 2,855 21,149
Total liabilities 18,294 - 2,855 21,149
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b) Geographic sector
Europe

2009 GCC MENA and USA Asia Total
Asgsets

Cash and bank balances 781 - 11,677 - 12,358
Placements with financial

institutions 484,994 - 190,886 10,000 685,880
Financing receivables 138,544 - - - 138,544
Investment securities 196,973 20,000 - 20,000 236,973
Investments in associates 41,870 54,917 - - 96,787
Other assets 38,319 - 4,014 - 42,333
Property and equipment 21,044 - - - 21,044
Total assets 922,525 74917 206,477 30,000 | 1,233,919
Liabilities

Placements from financial

institutions 139,252 32,212 - - 171,464
Other liabilities 7.778 - - - 7,778
Total liabilities 147,030 32,212 - - 179,242

Europe

2008 GCC MENA and USA Asia Total
Assets

Cash and bank balances 2,225 - - - 2,225
Placements with financial

institutions 870,513 - 100,152 - 970,665
Other assets 41,689 - 3,596 - 45,285
Property and equipment 3,016 - - - 3,016
Total assets 917,443 - 103,748 -1 1,021,191
Liabilities

Cther liabilities 21,149 = - - 21,149
Total liabilities 21,149 - - - 21,149
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26.

27.

28.

29.

COMMITMENTS AND CONTINGENCIES

31 December 31 December

2009 2008
Capital commitments in relation to project costs - 327,528
Commitment to finance 204,000 -
Other capital commitments 62,511 2,752
Operating lease commitments 3,573 -

In its normal course of business, the Bank initially undertakes the contractual commitments in
relation to project assets and then places the project with its investors along with the associated
contractual commitments.  Further, the Group has issued bank guarantees amounting to
USD 11.94 million in relation to performance obligations against its investment in a project through
one of its subsidiaries.

SOCIAL RESPONSIBILITY

The Bank intends to discharge its social responsibilities through donations to charitable causes and
organisations.

PROPOSED APPROPRIATIONS

No appropriations are currently being proposed by the Board of Directors, Appropriations, if any,
shall be considered for approval of the shareholders at the annual general meeting.

FINANCIAL INSTRUMENTS

a) ACCOUNTING CLASSIFICATION OF FINANCIAL INSTRUMENTS

Fair value
through Other
Available- | profit or Loans and | amortised
31 December 2009 for-sale loss receivables cost Total
Assets
Bank balances - - - 12,350 12,350
Placements with financial
institutions - - 685,880 - 685,880
Financing receivables - - 138,544 - 138,544
Investment securities 172,664 - 64,309 - 236,973
Other financial assets - 3,326 - 5,281 8,607
Total financial assets 172,664 3,326 888,733 17,631 1,082,354
31 December 2008 - - 972,887 7,833 1,018,175
Liabilities
Placements from financial
institutions - - 171,464 171,464
Other financial liabifities - - - 7.778 7,778
Total financial liabilities - - - 179,242 179,242
31 December 2008 - - 21,149 21,149
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b)

FINANCIAL INSTRUMENTS (continued)

FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is an amount for which an asset could be exchanged, or a liability settled, between
knowledgeabls, willing parties in an arm's length transaction. Other than certain available-for-sale
investments in unquoted equity securities of US$ 124,920 (2008: NIL), the estimated fair values of
the Group’s financial assets and liabilities are not significantly different from their book values.

FAIR VALUE HIERARCHY

The table below analyses the financial instruments carried at fair valus, by valuation
method. The different levels have been defined as follows:

* level 1: quoted prices (unadjusted) in active markets for identical assets and liabilities

s level 2: inputs other than quoted prices included within Level 1 that are observable for

the asset or fiability, either directly (i.e.as prices) or indirectly (i.e. derived from prices)

e Level 3: inputs for the asset or liability that ara not based on observable market data

(unobservable inputs}.
2009

Available-for-sale investments

Fair value of equity option on commodity
murabaha with associates

Fair value of risk management instrument

Level 1 Level 2 Level 3 Total
47,744 . . 47,744
. . 2,957 2,957
- - 369 369
47,744 - 3,326 51,070

The lable below shows the reconciliation of movements in value of investments measured using

Level 3 inputs:

Balance at 1 January

Total gains or losses:

- In profit or loss

- In other comprehensive income
Purchases

Settlements

Transfers into/ out of Level 3

Balance at 31 December

2009

369

2,957

3,326
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30.

FINANCIAL RISK MANAGEMENT
The Group has exposurs to the following risks from its use of financial instruments:

credit risk;
liquidity risk;
market risks; and
operational risk

* & o o

The Bank has a risk management framework in place for managing these risks which is constantly
evolving as the business activities change in response to credit, market, product and other
developments.

This note presents information about the Group's exposure to each of the above risks, its
objectives, policies and processes for measuring and managing risk, and the Bank's management
of capital.

Risk management framework
The Board of Directors has overall responsibility for the establishment and oversight of the Bank’s
risk management framework.

The Bank’s risk management policies are established to identify and analyse the risks faced by the
Bank, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk
management policies and systems are reviewed to reflect changes in market conditions, products
and services offered.

Risk Management Committee is responsible for recommending policy and framework to the Board
Risk Committes, which in turn is responsible for reviewing and recommending to the Board for
approval. The Risk Management Department is responsible for monitoring compliance with the
Bank’s risk management policies and procedures, and for reviewing the adequacy of the risk
management framework in relation to the risks faced by the Bank.

The principal risks associated with the Group's business and the related risk management
processes are as follows:

Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the placements with
financial institutions, investments and Islamic financing facilities.

For risk management reporting purposes, the Bank considers and consolidates all elements of
credit risk exposure (such as individual obligor default risk, country and sector risk).

Management of credit risk

Risk is assessed on an individual basis for each counterparty and has been reviewed and approved
by the Board of Directors as at 31 December 2009. The Bank does not perform a collective
assessment of impairment for its credit exposures as the credit characteristics of each exposure is
considered to be different. Credit exposures are subject to regular reviews by the Risk
Management Department.

The Bank attempts to reduce credit risk by assigning limits for each counterparty, monitoring credit
exposure, and conlinuously assessing the creditworlhiness of counterparties.
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Placements Derivative

Bank with financiall Financing |lnvestments| financial
2009 balances | institutions | receivables | in Sukuk |instruments [Other assets
Prime to High grade: AAA
- AA 116 58,445 - 31,694 - -
Medium grade: A -
BBB 11,703 228,237 - 62,531 - -
Non-investment/
speculative: BB -
B - 107,015 - - - -
Substantial risk: Below
B . - - . . -
Doubtful/ Loss _ - - - - - -
Unrated 531 292,183 138,544 142,748 3,326 5,281
Total carrying amount 12,350 685,880 138,544 236,973 3,326 5,281

FINANCIAL RISK MANAGEMENT (continued)

Maximum credit exposure
The maximum exposure to credit risk has been disclosed below:

None of the exposures were impaired or considered past due as at 31 December 2009. The Bank
does not hold collateral against any of its exposures as at 31 December 2009.

The Bank had not implemented its rating model in 2008 as it had just commenced operations. The
Bank’s credit risk was primarily from bank balances and ptacements with financial institutions which
were placed with financial institutions having good credit ratings. There was no past due exposure
as at 31 December 2008,

Placements
Bank with financial
2008 balances institutions Other assets
Total carrying amount 2,222 970,665 7,833

Market Risk

Market risk is the risk that changes in market prices, such as profit rates, equity prices, foreign
exchange rates and credit spreads (not relating to changes in the obligor's / issuer's credit
standing) will affect the Group's income or the value of its holdings of financial instruments. Market
risk comprises profit rate risk, currency risk and cother price risk. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while
optimising the return on risk. The Bank does not have a trading portfolio and does not have listed
equity portfolic and hence is not exposed to market risk in relation to such instruments. The
different types of risks with exposures, objectives, policies and processes to manage the risk have
been detailed hereunder.
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30 FINANCIAL RISK MANAGEMENT (continued)

Profit rate risk

Profit rate risk arises due to differences in timing of re-pricing of the Bank’s assets and liabilities.
The principal risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in
the future cash flows or fair values of financial instrument because of a change in market profit
rates. The Bank's profit rate sensitive assets are mainly placements with financial institutions,
financing receivables and investment in Sukuk. The Bank has exposures to both fixed and floating
rate Sukuk. The profit rate risk associated with certain fixed rate Sukuk is reduced by entering
Islamic profit rate swaps. Fixed rate sukuk represent 38.4% of the total Sukuk portfolio as at
31 December 2009 and primarily include sovereign obligors only.

Profit rate risk is managed principally through monitoring profit rate gaps and by having pre-
approved limits for re-pricing bands. A summary of the Group's profit rate gap position is as follows:

6

2009 Upto3 3to6 | months- 1t03 Over 3

months | months | 1 year years years Total
Assets
Placements with financial
institutions 565,990 21,663 15,094 83,133 -| 685,880
Financing receivables 341 - 6,623 85,727 45,853 | 138,544
Investment securities - - 2,294 64,309 170,370 236,973
Total assets 566,331 21,663 24,011 233,169 | 216,223 | 1,061,397
Liabilities
Placements from financial
institutions 171,464 - - - - 171,464
Total liabilities 171,464 - - - -1 171,464

Profit rate sensitivity gap| 394,867 | 21,663 | 24,011 | 233,169 | 216,223 889,933

6
2008 Upto3 3to6 months- 1to3 Over 3
months | months 1 year years years Total
Assets

Placements with financiai
institutions 970,865 - - - - 970,865
Financing assets g g S : g -

Total assets 970,665 - - - - 970,665

Liabilities
Placements from financial
institutions 5 - . R .

Total liabtlities - - . 5 - -

Profit rate sensitivity gap 970,665 - - - -4 970,665
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30 FINANCIAL RISK MANAGEMENT (continued)

The management of profit rate risk against profit rate gap limits is supplemented by monitoring the
sensitivity of the Group's financial assets and tiahilities to various standard and non-standard profit
rate scenarios. Standard scenarios that are considered on a monthly basis include a 100 basis
point (bp) parallel fall or rise in all yield curves worldwide. An analysis of the Group's sensitivity to
an increase or decrease in market profit rates (assuming no asymmetrical movement in yield
curves and a constant statement of financial position) is as follows:

100 bps parallel increase / (decrease) 2009 2008

At 31 December + 8,899 + 9,707
Average for the year + 8,887 + 9,695
Maximum for the year + 11,554 +9,742
Minimum for the year + 6,717 + 9,640

Overall, profit rate risk positions are managed by Treasury, which uses placements from/ to
financial institutions to manage the overall position arising from the Group’s activities.

The effective profit rates on the financial assets and liabilities as at 31 December were as follows:

2009 2008
Placements with financial institutions 1.00% 2.39%
Financing receivables 6.00% -
Investment securities 3.50% -
Placements from financial institutions 1.00% -

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates. The Bank's major exposure is in GCC currencies, which are primarily
pegged to the US Dollars. The Bank does not have significant net exposures denominated in other
foreign currencies as at 31 December 2009 and 31 December 2008.

The Group had the following significant net exposures denominated in foreign currency (other than
GCC currencies) as of 31 December:

2009 2008
uss Uss
Equivalent Equivalent
Sterling Pounds i0 -
Euros 77 -

Other price risk

The Group's available-for-sale equity securities carried at cost are exposed to risk of changes in
equity values. Refer note 3 for significant estimates and judgements in relation to impairment
assessment of available-for-sale equity investments carried at cost. The Group manages exposure
to other price risks by actively monitoring the performance of the equity securities. The performance
assessment is performed on a quarterly basis and is reported to the Board of Directors.
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31.

FINANCIAL RISK MANAGEMENT (continued)

Liquidity risk

Liquidity risk is defined as the risk that an entity will encounter difficulty in meeting obligations
associated with financial liabilities that are settled by delivering cash or another financial asset. The
Group's approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions,
without incurring unacceptable losses or risking damage to the Group's reputation.

The Board of Directors approves significant policies and strategies related to the management of
liquidity. The Management reviews the liquidity profile of the Group on a regular basis and any
material change in the current or prospective liquidity position is notified to the Board through the
Board Risk Committee. The maturity profile of assets and liabilities has been provided in note 24.

Details of the Group's liquid assets to total assets at the reporting date and during the reporting
period were as follows:

Liquid agset / Total asset
2009 2008
At 31 December 0.78 0.96
Average for the period 0.70 0.95
Maximum for the period 0.92 0.96
Minimurm for the period 0.54 0.94

Operational risk

Operational risk is the risk of loss arising from systems and control failures, fraud and human error,
which can result in financial and reputation loss, and legal and reguiatory consequences. The Bank
manages operational risk through appropriate controls, instituting segregation of duties and internal
checks and balances. in addition the Bank is committed to the training of its staff. The Bank is in
the process of conducting Risk Control Seif Assessment of Operational risk in all departments of
the Bank to identify the important Key Risk Areas and Key Risk Triggers.

CAPITAL MANAGEMENT

The Bank's regulator Central Bank of Bahrain (CBB) sets and monitors capital requirements for the
Bank as a whole. The Bank is required to comply with the provisions of the Capital Adequacy
Module of the CBB (based on the Basel {l and IFSB frameworks) in respect of regulatory capital.
The Bank has adopted the standardised approach to credit and market risk measurement and
basic indicator approach for operational risk management under the revised framework. In
implementing current capital requirements CBB requires the Bank to maintain a prescribed ratio of
total capital to total risk-weighted assets. Banking operations are categorised as either trading
book or banking book, and risk-weighted assets are determined according to specified
requirements that seek to reflect the varying leveis of risk attached to assets and off-balance sheet
eXposures.

The Bank's policy is to maintain strong capital base so as to maintain investor, creditor and market
confidence and to sustain the future development of the business. Capital requirements of CBB
have been complied throughout the period.
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32.

CAPITAL MANAGEMENT (continued)

The Bank's regulatory capital position at 31 December was as follows:

Capital adequacy 2009 2008
Total risk weighted assets 1,140,951 1,116,488
Total regulatory capital 830,452 1,000,042
Total regulatory capital expressed as a percentage of

total risk weighted assets 72.79% 89.57%

NEW INTERNATIONAL FINANCIAL REPORTING STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR ADOPTION

The following standards and interpretations have been issued by standard setters during 2009 and
are mandatory for the Group’s accounting for annual periods beginning on or after 1 July 2009 or
later periods and are expected to be relevant to the Group:

a)

International Financial Reporting Standards and interpretations issued by the IASB

IFRS 3, ‘Business combinations’
Revised IFRS 3 Business Combinations (2008) incorporates the following changes that
are likely to be relevant to the Group's operations:

¢ The definition of a business has been broadened, which may result in more acquisitions
being treated as business combinations.

¢ Contingent consideration wilt be measured at fair value, with subsequent changes in fair
value recognised in profit or loss,

» Transaction costs, other than share and debt issue costs, will be expensed as incurred.

e Any pre-existing interest in an acquiree will be measured at fair value, with the related gain
or loss recognised in profit or loss.

¢ Any non-controlling (minority) interest will be measured at either fair value, or at its
proporticnate interest in the identifiable assets and liabilities of an acquiree, on a
transaction-by-transaction basis.

The Group will apply IFRS 3 (revised) prospectively to all business combinations from
1 January 2010 and therefore there will be no impact on prior periods in the Group's 2010
consolidated financial statements.

{AS 27 Consolidated and Separate Financial Statements (amended 2008)

The revised standard requires the effects of all transactions with non-controlling interests to be
recorded in equity if there is no change in control and these transactions will no longer resuit in
goodwill or gains and losses. The standard aiso specifies the accounting when control is lost;
any remaining interest in the entity is re-measured to fair value, and a gain or loss is recognised
in profit or loss, The Group will apply 1AS 27 (revised) prospectively to transactions with non-
controlling interests from 1 January 2010. In the future, this guidance will also tend to produce
higher volatility in equity and/or earnings in connection with the acquisition of interests by the
Group.
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YET EFFECTIVE FOR ADOPTION (continued)

b)

IFRS 9 ‘Financial Instruments’
IFRS 9 was issued in November 2009 and replaces those parts of [AS 39 relating to the
classification and measurement of financial assets. Key features are as follows:

+ Financial assets are required to be classified into two measurement categories: those to be
measured subsequently at fair value, and those to be measured subsequently at amortised
cost. The decision is to be made at initial recognition. The classification depends on the
entity's business model for managing its financial instruments and the contractual cash flow
characteristics of the instrument.

s An instrument is subsequently measured at amortised cost only if it is a debt instrument
and both the objective of the entity’s business model is to hold the asset to collect the
contractual cash flows, and the asset's contractual cash fiows represent only payments of
principal and interest (that is, it has only ‘basic loan features’). All other debt instruments
are to be measured at fair value through profit or loss.,

e All equity instruments are to be measured subsequently at fair value. Equity instruments
that are held for trading will be measured at fair value through profit or loss. For all other
equity investments, an irrevocable election can be made at initial recognition, to recognise
unrealised and realised fair value gains and losses through other comprehensive income
rather than profit or loss. There is to be no recycling of fair value gains and losses to profit
or loss. This election may be made on an instrument-by-instrument basis. Dividends are to
be presented in profit or loss, as long as they represent a return on investment.

»  While adoption of IFRS 9 is mandatory from 1 January 2013, earlier adoption is permitted.

The Group is currently in the process of evaluating the potential effect of this standard. Given
the nature of the Group's operations, this standard is expected to have a pervasive impact on
the Group's financial statements.

Improvements to IFRSs

Improvements to IFRS issued in April 2009 contained numerous amendments to IFRS that the
IASB considers non-urgent but necessary. ‘improvements to IFRS’ comprise amendments that
result in accounting changes to presentation, recognition or measurement purposes, as well as
terminology or editorial amendments related to a variety of individual IFRS standards. The
amendments are effective for annual periods beginning on or after 1 January 2010 with earlier
adoption permitted. No material changes to accounting policies are expected as a result of
these amendments.

Financial Accounting Standards issued by AAOQIFI
FAS 23 Consoclidation (effective for annual periods beginning on or after 1 January 2010); and

FAS 24 Investment in Associates (effective for annual periods beginning on or after
1 January 2010).

The requirements of these standards are largely in line with the current policies followed by the
Group for accounting of subsidiaries and associates and the adoption of these standards are not
expected to have any material impact on the consolidated financial statements.

c) The Group had not early adopted any new or amended standards in 2009.
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33. COMPARATIVES

Certain prior year amounts have been regrouped to conform to the current year's presentation,
Such regrouping did not affect previously reported profit, comprehansive income or equity.





