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VENTURE CAPITAL BANK BSC (c) 1

CHAI RMANG6S REPORT
for the year ended 31 December 2009

In the Name of Allah, the Most Beneficent, the Most Merciful.
Prayers and Peace be upon the Last Apostle and Messenger, Our Prophet Mohammed, His

Comrades and Relatives.

On behalf of the Board of Directors, it gives me great pleasure to present the fourth Annual Report of
Venture Capital Bank (VCBank) for the year ended 31 December 2009. Notwithstanding the
unprecedented economic and financial challenges during 2009, yet the year was characterized by
VCBankés stable performance, whil e our i nves
results and the bank continued to strengthen its institutional capabilities, most notably with the

successful completion of its second capital increase

With the continuous difficult economic conditions and operating environment which imposed a myriad
of challenges during the year 2009, VCBank relentlessly continued its successful progress toward
realization of its vision to become the leading regional Islamic venture capital investment bank. In the
light of the negative consequences of the global financial downturn, VCBank continued to embrace a
conservative and balanced approach to enter into new investments and focused its attention on its
current projects and funds to ensure realization of its objectives both from a financial perspective and

its contribution to Bahrain's economic and social development.

The most striking feature which characterizes our performance this year is that it is a collective
representation of the efficiency and effectiveness of the solid strategic initiatives undertaken by the
bank throughout the years, especially in a period of global and regional economic challenges that
have shaken the foundations of many well-established international financial institutions. In spite of
these conditions, VCBankés efforts have been

the consistency of its performance with flying colours and full merit.

One indicator which illustrates the strength that the bank enjoys is the financial strength of its capital.
I n the first quar tAGM apmrdved 2mirkr@ase of ith eapitdl romKIBE3 165 million
to USD 250 million, an increase of USD 85 million which will enable VCBank to continue its growth

plan and enhance its investment and operational capabilities.

During 2009, VCBank managed to realize good and positive financial results in comparison with the
prevailing market conditions. Net profits reached to US$ 11 million and achieved a return on equity of
5.4 per cent for 2009. The Bank has consistently returned net profits since its inception in 2005,
which is an excellent performance for a young investment bank, particularly given the turmoil
experienced from the start of the current financial crises beginning in September 2008. Furthermore,
our balance sheet has grown from a modest base of US$ 66 million at inception to a total balance
sheet size of US$ 356 million now; an increase of 5.4 times since inception and of 48% over last
year. In addition, off balance sheet fiduciary assets have grown from zero at inception to US$ 672

t ment s

successf

million as at 31 December 20009. This track record i

first Islamic investment bank specializing in venture capital investments in small and medium
businesses (SMEs) in the MENA region.

S



VENTURE CAPITAL BANK BSC (c) 2

CHAl RMAN&6S REPORT (continued)
for the year ended 31 December 2009

During 2009, VCBank launched the Royal Maternity Hospital, an innovative project focused in the
premium health care segment. We remain focused on the MENA region, targeting sound and yielding
private equity opportunities from sound and well-managed small-to medium enterprises (SMESs). The
Bank also initiated an innovative Liquidity Program totalling USD 55 mili on compr i s
compliant Certificates structured in connection with the exit of its Venture Logistics Properties
investments, which has been exited at excellent IRRs (pre-performance fee) of 35% and 27% for the
1% and 2™ tranches respectively. We have also taken the step of recording impairment provisions

wherever necessary to protect our investors from the prevailing adverse conditions.

Positive steps are being taken to ensure that the growth and profitability of our Bank is sustained and
initiatives implemented to bear fruit in the coming years. Following on from the steps taken in 2008,
the Board has continued to press forward a strategic review process, together with the Executive
Management and external consultants, to appropriately deal with the critical issues facing us
including corporate governance, risk monitoring and mitigation, competitive awareness and the
challenges posed by the ongoing financial crisis and market turmoil.

To support our business activities, we have continued to build the institutional capability of the Bank
in 2009, including strengthening our framework of corporate governance, risk management and

internal controls and enhancing our IT infrastructure.

We have applied a cost reduction policy to reduce administrative and operational expenses, and we
followed a prudent and diversified policy of investing across a range of sectors such as medical and
industrial services, information technology, shipping and real estate projects both investment and

residential.

We should not forget, after more than one year to the crisis, that the world is going through a very
slow economic recovery phase, which leaves us with no option but to look forward to the near future
with caution and wisdom in terms of investment diversification, and scrutiny of the various
opportunities, since our objective is to protect the best interests of the shareholders, and creating an
ideal work environment that contribute to the economic development of our community through

adding a new dimension to the Islamic investment banking.

Venture Capital investments are of long term nature with exit periods that could reach up to seven
years. We are planting today the seeds of future success for our shareholders and investors by
capitalizing on the exceptional opportunities that the global financial crisis currently offers in early to
mid-stage growth companies with significant market potential that are seeking access to capital and

additional technical and operational support to facilitate growth and expansion.

Sha



VENTURE CAPITAL BANK BSC (c) 3

CHAl RMAN&6S REPORT (continued)
for the year ended 31 December 2009

We are confident of achieving more positive results in the coming difficult and challenging years and
to demonstrate that the Bank's business model actually improves the regional economies through
investment in small and medium-sized companies, creating distinct success stories

The Board of Directors is recommending the following appropriations out of the 2009 net profit for the

approval of our shareholders:

1 US$ 1.1 million representing 10 per cent of the net profit to be transferred to the Statutory
Reserve in accordance with the Bahrain Commercial Companies Law.

1 US$ 18.9 million representing 8.5 per cent of the issued capital as a stock dividend.

On behalf of the Board of Directors, | would like to express my sincere gratitude and appreciation to
His Majesty King Hamad bin Isa Al-Khalifa, King of the Kingdom of Bahrain, and His Royal Highness
Prince Khalifa bin Salman Al-Khalifa, the Prime Minister, and His Royal Highness Prince Salman bin
Hamad Al-Khalifa, the Crown Prince and Deputy Supreme Commander, for their wise leadership and
constant encouragement of the economic sector and the Islamic banking industry in particular. My
thanks also goes to the Central Bank of Bahrain, the Ministry of Industry and Commerce and other

Government authorities for their continued guidance and support during the year 2009.

| wish also to extend my gratitude and thanks to the shareholders, clients, investors and business
partners for their unwavering loyalty and encouragement, as well as to the executive management
and all members of VCBank team for their constant efforts and endeavour which enabled the bank to

achieve good results in spite of the difficult global markets conditions.

May Allah guide us on the proper path, and lead us to the realisation of our goals for the future

success of VCBank.

Dr. Ghassan Ahmed Al-Sulaiman

Chairman

15 March 2010



REPORT OF THE SHARI 6AH SUPERVI SORY BOARD
for the year ended 31 December 2009

Report of the Shariah Supervisory Board for year ended 31 December 2009

In The Name of Allah, The Most Merciful, The Most Compassionate

The Shari'ah Supervisory Board (At he Basadisaissed
with the Bank's management the B a n Kirdascial statements for the year ended 31 December 2009

and met with them to review the Bank's activities and investments during the year.

The Board found that all business, activities, investments and projects carried out by the Bank are in
compliance with Islamic Shari'ah, and that they were previously presented to the Board, represented

by its Chairman, and they were reviewed and approved.

Moreover, the Board, represented by its Chairman, has reviewed all introductory literatures related
to investments made by the Bank, as well as funds created by the Bank, and certified that they are
Shari'ah compliant investments, literature, and funds.

The Board has also reviewed the audited financial statements for the aforementioned period, and
found them in compliance with Islamic Shari'ah.

Therefore, the Board issues its report to acknowledge that Venture Capital Bank's activities,
investments, funds and statements during this year are in compliance with Islamic Shari'ah, gives
thanks to Allah Almighty, and expresses appreciation to all Venture Capital Bank staff, commending

their cooperation and assiduity in applying Shari'ah to their transactions.

rrrrrrrrrrrrrr

ééééééeeceéeéécéeé. .
(Signed)

Nidham Bin Mohammed Saleh Yaqoobi
Chairman, Shari'ah Supervisory Board

,,,,,,,,,,,,,,,,,,,,,

éeéééeeceeceéeé ééééeeeeeeéé.
(Signed) (Signed)
Dr. Abdulsattar Abu-Ghodah Dr. Issa Zaki

of
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INDEPENDENT AUDITORSOREPORT TO THE SHAREHOLDERS
Venture Capital Bank BSC (c) 15 March 2010
Manama, Kingdom of Bahrain

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Venture Capital Bank
BSC (c¢c) (fithe Banko) and its subsidiaries (t
statement of financial position as at 31 December 2009, and the consolidated statements of income,
comprehensive income, changes in equity, cash flows, changes in restricted investment accounts
and sources and uses of zakah fund 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 Institutions 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

oget her

respo

accordance with I slamic Shari édah rules and principles

Audi tordés 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 judgment,
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
contr ol relevant to the entitybs preparatio
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the
also includes evaluating the appropriateness of accounting principles used and the reasonableness
of accounting estimates made by management, as well as evaluating 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.

n and

effecti

V



I ndependent auditor 6sldersgqordgimuéd) t o t he shareho
15 March 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 result of its operations, cash flows, changes in
equity, changes in restricted investment accounts and sources and uses of zakah fund for the year
then ended in accordance with Financial Accounting Standards issued by the Accounting and
Auditing Organisation for Il sl ami ¢ F iandapnirciples |as
determined by the Shari édah Supervisory Board

In addition, 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 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 addition, 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

|
of

nstitu:

t he

Law2 00 1, the Centr al Bank of Bahrain and Financi al

license or its memorandum and articles of association having occurred during the year 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.

E



VENTURE CAPITAL BANK BSC (c) 7
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 31 December 2009 USD6 003
Note |31 December 31 December
2009 2008
ASSETS
Cash and balances with banks 14,287 1,093
Placements with financial institutions 3 50,789 31,718
Investment securities 4 129,259 116,068
Investments in associates and joint ventures 5 36,814 17,147
Assets held-for-sale 6 - 22,843
Investment property 7 62,884 8,442
Receivable from investment banking services 9,925 9,316
Short term funding to project companies 8 14,418 9,544
Other assets 9 23,618 22,253
Property and equipment 10 14,007 5,171
Total assets 356,001 243,595
LIABILITIES
Financing payables 11 13,428 288
Payable on acquisition of investment property 7 41,737 -
Employee accruals 5,767 14,535
Other liabilities 12 9,272 3,572
Total liabilities 70,204 18,395
EQUITY
Share capital 13 173,250 165,000
Share premium 13,533 13,533
Funds received towards capital increase 14 64,905 -
Unvested shares of employee share ownership plan (15,000) (15,000)
Statutory reserve 10,414 9,314
Investments fair value reserve 1,496 (85)
Employee share ownership plan reserve 4,211 3,073
Retained earnings 32,988 49,352
Total equity attributable to shareholders of the parent 285,797 225,187
Non-controlling interest 15 - 13
Total equity (page 10) 285,797 225,200
Total liabilities and equity 356,001 243,595
Restricted investment accounts (page 13) 16,779 4,615

The consolidated financial statements, which consist of pages 7 to 59, were approved by the Board of

Directors on 15 March 2010 and signed on its behalf by:

Abdullatif M. Janahi
Director and Chief Executive Officer

Dr. Ghassan Al Sulaiman
Chairman

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.



VENTURE CAPITAL BANK BSC (c)

CONSOLIDATED INCOME STATEMENT
for the year ended 31 December 2009

USDG000s

Income from investment banking services

Income from placements with financial institutions
Income from financing receivables

Income from investment securities

Income from sale of investment property

Share of (loss) / profit of associates and joint ventures
Other income

Total income

Staff cost

Travel and business development expenses
Impairment allowances

Finance expense

Depreciation

Other expenses

Total expenses

Profit for the year from continuing operations
Loss on assets held-for-sale

Profit for the year

Attributable to:

Shareholders of the parent
Non-controlling interest

Earnings per share (US cents)
Basic
Diluted

Note

16
22
22
17

18
19
20
22
10
21

39
39

31 December

31 December

2009 2008
24,619 67,523
594 1,077
102 457
7,005 10,368
- 1,462
(2,234) 365
2,387 795
32,473 82,047
9,763 20,481
1,414 2,306
6,410 6,563
28 28
1,343 801
2,511 3,619
21,469 33,798
11,004 48,249
- (1,208)
11,004 47,041
11,013 47621
9) (580)
11,004 47,041
6.99 30.24
6.85 28.20

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.




VENTURE CAPITAL BANK BSC (c)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2009

USD 0000s

Profit for the year

Other comprehensive income
Changes in fair value of available-for-sale investments
fair value reserve

Total comprehensive income for the year
Attributable to:

Shareholders of the parent
Non-controlling interest

31 December

31 December

2009 2008
11,004 47,041
1,581 (265)
12,585 46,776
12,594 47,356
9) (580)
12,585 46,776

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.




VENTURE CAPITAL BANK BSC (c) 10

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2009 USD6000s
Attributable to the shareholders of the parent
Funds
received
towards | Unvested Investments Non-

Share Share capital ESOP Statutory fair value ESOP Retained controlling
2009 capital premium | increase shares reserve reserve reserve | earnings Total interest Total
Balance at 1 January 2009 165,000 13,533 - (15,000) 9,314 (85) 3,073 49,352 225,187 13| 225,200
Profit for the year - - - - - - - 11,013 11,013 9) 11,004
Changes in fair value of
available-for-sale investments - - - - - 1,496 - - 1,496 - 1,496
Transfer to income statement on
impairment - - - - - 85 - - 85 - 85
Total comprehensive income - - - - - 1,581 - 11,013 12,594 (9) 12,585
Transfer to statutory reserve - - - - 1,100 - - (1,100) - - -
Dividends declared (2008) - - - - - - - (16,293) (16,293) - (16,293)
Directors remuneration (2008) - - - - - - - (1,534) (1,534) - (1,534)
Bonus shares issued (2008) 8,250 - - - - - - (8,250) - - -
Capital increase in progress - - 64,905 - - - - 64,905 - 64,905
Zakah contribution (2008) - - - - - - - (191) (191) - (191)
ESOP plan vesting charge - - - - - - 1,138 - 1,138 - 1,138
Acquisition of non-controlling
interest (note 15) - - - - - - - 9) 9) (4) (13)
Balance at 31 December 2009

173,250 13,533 64,905 (15,000) 10,414 1,496 4,211 32,988 285,797 -| 285,797

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.



VENTURE CAPITAL BANK BSC (c)

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2009 (continued)

11

USDOG s000

2008
Balance at 1 January 2008

Profit for the year
Fair value changes

Total comprehensive income

Transfer to statutory reserve
Dividends declared (2008)
Directors remuneration (2008)
ESOP plan vesting charge
Zakah contribution (2008)
Minority interest attributable to
asset held-for-sale (note 6)
Deconsolidation of minority on
partial sale of stake in a
subsidiary

Balance at 31 December 2008

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.

Attributable to the shareholders of the parent
Unvested Investments Non-
Share Share ESOP Statutory fair value ESOP Retained controlling
capital premium shares reserve reserve reserve earnings Total interest Total
165,000 13,533 (15,000) 4,552 180 1,800 31,887 201,952 663 202,615
- - - - - - 47,621 47,621 (580) 47,041
- - - - (265) - - (265) - (265)
- - - - (265) - 47,621 47,356 (580) 46,776
- - - 4,762 - - (4,762) - - -
- - - - - - (23,775) (23,775) - (23,775)
- - - - - - (1,310) (1,310) - (1,310)
- - - - - 1,273 - 1,273 - 1,273
- - - - - - (309) (309) - (309)
- - - - - - - - 3,858 3,858
- - - - - - - - (3,928) (3,928)
165,000 13,533 (15,000) 9,314 (85) 3,073 49,352 225,187 13 225,200




VENTURE CAPITAL BANK BSC (c)

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 31 December 2009

12

UShD6 60O

OPERATING ACTIVITIES

Murabaha profits received

Dividends received

Other receipts

Placement, management and advisory fees received
Investment banking fees received
Project costs recovered

Acquisition of assets held-for-sale
Purchase of trading securities

Sale of trading securities

Advances to acquire investments
Directors remuneration paid

Short term funding to project companies
Payments for staff cost

Payments for other expenses

Cash flows from operating activities

INVESTING ACTIVITIES
Purchase of property and equipment

Cash flows from investing activities

FINANCING ACTIVITIES

Funds received towards capital increase
Financing payables, net

Dividends paid

Zakah paid

Cash flows from financing activities

INCREASE / (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of the year

CASH AND CASH EQUIVALENTS AT END OF THE YEAR

Cash and cash equivalents include:
Cash and balances with banks
Placements with financial institutions

31 December

31 December

2009 2008
594 1,077
486 1,158
897 510
1,237 1,600
22,537 92,892
8,234 -
(712) (22,516)
(3,555) (62,553)
3,811 10,332
(19,908) (13,446)
(1,534) (1,310)
(6,125) -
(19,038) (13,473)
(5,288) (5,573)
(18,364) (11,302)
(293) (2,845)
(293) (2,845)
57,099 -
(151) (151)
(5,836) (22,575)
(190) (309)
50,922 (23,035)
32,265 (37,182)
32,811 69,993
65,076 32,811
14,287 1,093
50,789 31,718
65,076 32,811

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.




VENTURE CAPITAL BANK BSC (c) 13

CONSOLIDATED STATEMENT OF CHANGES IN RESTRICTED INVESTMENT ACCOUNTS

for the year ended 31 December 2009 USDG6000s
Atl Investors Investors AFS Bank§g At3l
2009 January funds funds revaluation Gross Dividend Administration | fees as December
2009 received repaid adjustments | income paid expenses agent 2009
The GCC Pre-IPO Fund 4,615 - (146) (127) 129 - - - 4,471
VC Bank investment projects
Mudarabah - 12,000 - - 331 - - (23) 12,308
4,615 12,000 (146) (127) 460 - - (23) 16,779
Representing:
Investments in equities 4,276
Funds in short term murabaha 12,503
Total 16,779
Atl Investors Investors AFS Banké At 31
2008 January funds funds revaluation Gross Dividend Administration fees as December
2008 received repaid adjustments income paid expenses agent 2008
The GCC Pre-IPO Fund 5,110 - (299) (226) 30 - - - 4,615
Representing:
Investments in equities 4,423
Funds in short term murabaha 192
4,615

The GCC Pre-IPO Fund targets investments in selected GCC equities in the pre-IPO stage with the primary objective of benefiting from the potential market gains
expected to ari se f rhawe sgedifiediamountda@ddhave nominated thd specific equities to participate in from a pool of GCC Pre-IPO equities
and receive all returns |l ess the Bankds fee of 20% over a 10% simple return.

The VC Bank Investment Projects Mudarabah ( t h e A Mu dvidashligutdity financing to selected investment projects from the portfolio of projects promoted

by the Bank. The Mudarabah earns areturn of 7% | es s t he B an k assMudatibaof 786, whith spal lefdisttibuted to investors on maturity of the
account.

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements.



VENTURE CAPITAL BANK BSC (c)

CONSOLIDATED STATEMENT OF SOURCES AND USES OF ZAKAH FUND

for the year ended 31 December 2009

14

USDG6 s000

Sources of zakah fund
Contributions by the Bank

Total sources

Uses of zakah fund
Contributions to charitable organisations

Total uses

Undistributed zakah fund at 31 December

2009 2008
191 309
191 309
191 309
191 309

The accompanying notes from 1 to 42 form an integral part of these consolidated financial statements



VENTURE CAPITAL BANK BSC (c) 15

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

1

@

(b)

STATUS AND PRINCIPAL ACTIVITY

Venture Capital Bank BSC (c) (Athe Banko)
26 September 2005 as a closed shareholding company under commercial registration (CR)
number 58222 issued by the Ministry of Industry and Commerce. The Bank is licensed as a

wholesale Islamic bank by the Central Bank of Bahrain (CBB60) and i s subject

and supervision of the CBB.

The principal activities of the Bank comprise venture capital, real estate and private equity
investment transactions and related investment advisory services. The Bank conducts all its

wa s

t

activities in compliance with Islamic Sh ar unlathhe gui dance and supervi si

S h a r Bupexvisory Board, and in compliance with applicable laws and regulations.

The consolidated financial statements comprise the financial statements of the Bank and its
subsidiary companies (collectively, it he Gr oup o) .

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 financial statements have been prepared in accordance with both the Financial
Accounting Standards ( A F Ai&ell by the Accounting and Auditing Organisation for Islamic
Financial Institutions, International Financial Reporting Standards (AFRSQ and requirements of
Bahrain Commercial Companies Law 2001.

Basis of preparation

The financial statements are presented in US Dollars, bei ng the principal

operations. The consolidated financial statements have been prepared on the historical cost
basis except for the measurement at fair value of investments at fair value through the income
statement and certain available-for-sale investments. The Group classifies its expenses by the
nature of expense method.

The preparation of financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires management to exercise judgement in the process

of applying the Gr oubstinatesard craerlying aseugptipne drd revieveed .

on an ongoing basis. Revisions to accounting estimates are recognised in the period in which
the estimate is revised and in any future periods affected. Management believes that the
underlying assumptions are appropriate and
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 32.

t

curtr

he



VENTURE CAPITAL BANK BSC (c) 16

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

2 Significant accounting policies (continued)

(c) Standards, amendments and interpretations effective on or after 1 January 2009

The following standards, amendments and interpretations, which became effective in 2009, are
relevant to the Group:

Il AS 1 (revised), O6Presentation of financial state

During the year, the Gr Prasentatod of fihaecthl SRtementsoerdits | AS 1
required application date of 1 January 20009. R
compr ehensi v eichirepresentseliangeswhequity 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 i an income statement and a

separate statement of comprehensive income.

The adoption of revised IAS 1 impacted the type and amount of disclosures made in the
consolidated financial statements, but had no impact on the reported profits or the financial
position of the Bank. Accordingly, a new primary statement of comprehensive income has been
included in the consolidated financial statements and in accordance with the transitional
requirements of the standard; the Bank has provided full comparative information.

| FRS 2,-béaShdr palyMuastingconditions and cancellations

The changes pertain mainly to the definition of vesting conditions and the regulations for the
cancellation of a plan by a party other than the company. These changes clarify that vesting
conditions are solely service and performance conditions. As a result of the amended definition
of vesting conditions, non-vesting conditions should now be considered when estimating the fair
value of the equity instrument granted. In addition, the standard describes the posting type if the
vesting conditions and non-vesting conditions are not fulfiled. These amendments require
retrospective application. Based on t he Gr o u pthesimpacst of the amaremdnt, to
IFRS 2 is not material to the consolidated financial statements.

Amendments to | FRSs t7/r,unentnsa:nchiasic!| osur esb

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 results in additional
disclosures but does not have an impact on the financial position or the comprehensive income
of the Group. These additional disclosures have been presented for the current financial
reporting period and in line with the transitional provisions, comparative information has not been
provided.
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Significant accounting policies (continued)

Standards, amendments and interpretations effective on or after 1 January 2009 (continued)

| FRS 8, 6Operating segmentso

| FRS 8 MfAOperating Segmentso is applicabyl2e09.f or pe
This standard introduces the fAmanagement approac
change in the presentation and disclosure of segment information based on the internal reports

that are regularly reviewed biyont hmea kBRarmk 6 sn focrhdieerf
each segmentds performance and to allocate resout
as an investment bank and its lines of business comprise venture capital, private equity and real
estate. At pr eseneisreviewed Brlines gf Business and ¢he expenses and

results are reviewed at a Group level and therefore no separate operating segment results and

other disclosures are provided in these consolidated financial statements.

Improvements to IFRS

Ol mpmewts to | FRS® i s s u edinumenousMaendm2rmsGo8iFRE that the i n
IASB considers non-ur g ent but necessary. 6l mprovements to
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 consolidated from the date on which
control is transferred to the Group. They are de-consolidated from the date on which control
ceases.

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 witédwardshttee GGupoup an
concludes that it controls the SPE. The assessment of whether the Group has control over an

SPE is carried out at inception and normally 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 Group6és vol unit
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.

The Group in its fiduciary capacity manages and administers assets held in trust and other
investment vehicles on behalf of investors. The financial statements of these entities are not
included in these consolidated financial statements except when the Group controls the entity.
I nformation about the GrnanageientidsetdutinnoBSy assets un
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Significant accounting policies (continued)
Basis of consolidation (continued)
(i) Business combination

Accounting for acquisition of sBhsideasi esambsnghd
Accounting for business combinations under IFRS 3 only applies if it is considered that a

business has been acquired. For acquisitions meeting 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 Groupbs share of the identifiable n
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 impairment. If the cost of
acquisition is |l ess than the f aitassetsadqured, toef t he
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 liabilities. Financial assets and liabilities are recognised at their fair value

at t he acquisition dat e as me a skinaneia instrumentasc c or d a
Recogni ti on an @ndthe @maningbalanoetobthe 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.

(iii) Non-controlling interest

Interests in the equity of subsidiaries not attributable to the parent are reported in consolidated
equity as non-controlling interest. Non-controlling interest is recognised initially at their share of
the identifiable assets, liabilities and contingent liabilities recognised in the purchase accounting,
excluding goodwill. Profits or losses and changes in other comprehensive income attributable to
non-controlling interests are reported separately in the consolidated income statement and
statement of comprehensive income.

The Group applies a policy of treating transactions with non-controlling interests as transactions
with equity owners of the Group. For purchases from non-controlling interests, the difference
between any consideration paid and the relevant share acquired of the carrying value of net
assets of the subsidiary is recorded in equity. Gains or losses on disposals to non-controlling
interests are also recorded in equity.

(iv) Associates and joint ventures

Associates are those enterprises in which the Group holds, directly or indirectly, between
20% - 50% of the voting power and exercises significant influence, but not control, over the
financial and operating policies. A joint venture is a contractual arrangement whereby two or
more parties undertake an economic activity that is subject to joint control.

On initial recognition of an investment in an associate or a joint venture, the Group makes an
accounting policy choice as to whether the associate or the joint venture shall be equity
accounted or designated as at fair value through profit or loss.

The Group, being a venture capital organisation, designates certain of its investments in
associates and joint venttmvest masat al landwWASIBs by i & AS
finterests in Joint Venturesd , r espect i vel gesignated atifam walaestliraugh iprofis

or | os s dance with BAS 89¢refed note 2(g) (i)].
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2 Significant accounting policies (continued)
(d) Basis of consolidation (continued)

If the equity accounting method is chosen for an associate or a joint venture, the investments are

initially recognised at cost and the carrying amount is increased or decreased to recognise the
investords share of the profit or |l oss of the in
received from an investee reduce the carrying amount of the investment. Adjustments to the
carrying amount may also be necessary for change
the investee arising from changes in the invest e
Groupdbs share of |l osses exceedsnitsennteeest hénc
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 or the joint venture.

(v) 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 and

joint ventures are eliminated to the extent of t
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 and joint

ventures that are equity accounted have been changed where necessary to ensure consistency

with the policies adopted by the Group.

(e) Foreign currency transactions
(i) Functional and presentation currency

Items 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 statement s are presented in US dollars, wh
presentation currency.

(i) Transactions and balance

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement 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.

(iii) Group companies

The Group does not have significant investments in foreign operations with functional currency
different from the presentation currency of the Group. Majority of the Group entities functional
currencies are either US dollars or currencies which are effectively pegged to the US Dollar, and
hence, 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.
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(f)

Significant accounting policies (continued)

Financial assets and liabilities
(i) Recognition and de-recognition

Financial assets of the Group comprise cash and balances with banks, placements with financial
institutions, investment securities (other than associates and joint ventures that are equity
accounted), and receivable from investment banking services, short-term financing to project
companies and other receivables. Financial liabilities of the Group comprise financing liabilities
and other payables. All financial assets (except investment securities) and financial liabilities are
recognised on the date at which they are originated. Investment securities 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.

(i) Classification of financial assets and liabilities

The Group allocates financial assets to the following IAS 39 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 (g)), the Group classifies
all other financial assets as loans and receivables. All of the financial liabilities of the Group are
classified at amortised cost. Management determines the classification of its financial
instruments at initial recognition.

(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
knowl edgeabl e, willing parties in an ar mbs

When available, the Group 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 a r
length basis. If a market for a financial instrument is not active, the Group establishes fair value
using a valuation technigue. Valwuation tech
between knowledgeable, willing parties (if available), discounted cash flow analyses and other
valuation models with accepted economic methodologies for pricing financial instruments.

Amortised cost

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
calculation of the effective profit rate includes all fees and points paid or received that are an
integral part of the effective profit rate.

l ength

mo s

ni ques
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Significant accounting policies (continued)

Investment securities

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

(i) Classification

Investments carried at fair value through profit or loss are financial assets that are either 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. These include investments in quoted equities.

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. These
include certain private equity investments [including investments in certain associates and joint
ventures - refer note 2 (d) (iv)].

Held-to-maturity investments are investment securities with fixed or determinable payments and
fixed maturity that the Group has the positive intent and ability to hold to maturity, and which are
not designated as at fair value through profit or loss or as available-for-sale. The Bank currently
does not hold any held-to-maturity investments.

Available-for-sale investments are 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
certain quoted and unquoted equity securities.

(ii) 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 the profit or loss when incurred.

(iii) Subsequent measurement

Subsequent to initial recognition, investments 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 equity is transferred to the income statement
through the statement of comprehensive income.

Held-to-maturity investments are carried at amortised cost less any impairment allowances.
Available-for-sale investments which do not have a quoted market price or other appropriate
methods from which to derive reliable fair values are stated at cost less impairment allowances.
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2 Significant accounting policies (continued)

(9) Investment securities (continued)

(i) 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 the most recent transactions in the
security or based on recognised internal valuation models.

For certain investments, the Group uses proprietary models, which usually are developed from
recognised valuation models for fair valuation. Some or all of the inputs into these models may
not be market observable, but are estimated based on assumptions. Inputs to valuation
technigues reasonably represent market expectations and measures of the risk-return factors
inherent in the financial instrument. Valuation adjustments are recorded to allow for bid-ask
spreads, liquidity risks, as well as other factors. Management believes that these valuation
adjustments are necessary and appropriate to fairly state the values of these investments.

(i) Impairment of investment securities

On each reporting date, the Group assesses whether there is objective evidence that investment
securities not carried at fair value through profit or loss are impaired. Impairment is assessed on
an individual basis for each investment security and is reviewed at least once a year. The Group
does not perform a collective assessment of impairment of its investment securities as the risk
and credit characteristics of each investment exposure is considered to be different.

In case of held-to-maturity securities carried at amortised cost, impairment is measured as the

difference between the carrying amount of the financial assets and the present value of
estimated cash fl ows di scounted at t he assetsod
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.

In the 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. If any such evidence exists for
available-for-sale investments, the cumulative loss i 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 1 is removed from equity and recognised in the income
statement. Impairment losses recognised in the income statement on equity instruments 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.

(h) Other financial assets carried at amortised cost

All other financial assets, except certain investment securities, are classified as loans and
receivables and are carried at amortised cost less impairment allowances. Impairment losses is
measured as the difference between the carrying amount of the financial asset and the present
value of estimated cash fl ows discounted at the
any, are recognised in the income statement and reflected in an allowance account against the
respective financial asset.
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0] Investment property

Properties that are held for long-term rental yields or for capital appreciation or both, and that are
not occupied by the entities in the consolidated group, are classified as investment properties
and are accounted for under the cost method net of accumulated depreciation. Investment
property comprises freehold land and building. Land is not depreciated. Building is depreciated
over its economic useful life of 20 years using the straight line method.

Properties may be partially occupied by the Group, with the remainder being held for rental
income or capital appreciation. If part of the property that is occupied by the Group can be sold
separately, the Group accounts for the portions separately. The portion that is owner-occupied is
accounted for under IAS 16 i Pr oper t vy, P 1 a n, tand ¢he dortidn ghatiisphele fort o
rental income or capital appreciation or both is treated as investment property under IAS 40
il nvest me n.tThePortmmsdhattreguire allocation between self-occupied property and
investment property are determined based on the relative size of the property measured in
square meter.

Investment properties are measured initially at cost, including transaction costs. Subsequent
expenditure is included in the assetbs carrying
economic benefits associated with the item will flow to the Group and the cost of the item can be

measured reliably. All other repairs and maintenance costs are charged to the consolidated

income statement during the financial period in which they are incurred.

0] Cash and cash equivalents

For the purpose of the cash flow statement, cash and cash equivalents comprise cash and
balances with banks and highly liquid financial assets (placements with financial institutions) with
original 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.

(k) Assets held-for-sale
(i) Classification

The Group classifies non-current assets or disposal groups as held for sale if its carrying amount

is expected to be recovered principally through a sale transaction rather than through continuing

use within twelve months. A disposal group is a group of assets to be disposed of, by sale or

otherwise, together as a group in a single transaction, and liabilities directly associated with

those assets that will be transferred in the transaction. A subsidiary acquired exclusively with a

view to resale is classified as disposal group held for sale and income and expense from its
operations are presented as part of di scontinued opeNoa-ti on i
current Assets Held for Sale and Discontinued Operationso .

If the criteria for classification as held for sale are no longer met, the entity shall cease to classify
the asset (or disposal group) as held for sale and shall measure the asset at the lower of its
carrying amount before the asset (or disposal group) was classified as held for sale, adjusted for
any depreciation, amortisation or revaluations that would have been recognised had the asset
(or disposal group) not been classified as held for sale and its recoverable amount at the date of
the subsequent decision not to sell. The Group continues to classify non-current assets or
disposal groups as held for sale where events or circumstances beyond the control of the Bank
extend the period to complete the sale beyond twelve months and the Group remains committed
to its plan to sell.
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Significant accounting policies (continued)

Assets-held-for sale (continued)

(i) Measurement

Non-current assets or disposal groups classified as held for sale, other than financial
instruments measured under IAS 39, are measured at the lower of its carrying amount and fair

value less costs to sell. Financial instruments thatarenon-c ur r ent a s lg-fotssa | aendd adr hee

measured in accordance with their initial classification under IAS 39.

Property and equipment

Property and equipment is stated at cost, net of accumulated depreciation. Depreciation is
computed using the straight-line method to write-off the cost of the assets over their estimated
useful lives ranging from 4 to 20 years. Residual values and useful lives are reviewed, and
adjusted if appropriate, at the date of each statement of financial position.

Impairment of non-financial assets

Thecarrying amounts of the Groupds assets (other

each statement of financial position to determine whether there is any indication of impairment.
If any such indication exists, the asset's recoverable amount is estimated. The recoverable
amount of an asset is the greater of its value in use and its fair value less costs to sell.
Impairment loss is recognised whenever the carrying amount of an asset 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.

Financing liabilities

Financing liabilities comprise facilities from financial institutions for acquisition of equipment and
investment activities of the Group. Financing liabilities are initially measured at fair value plus
transaction costs, and subsequently measured at their amortised cost using the effective profit
rate method. Finance expense is recognised in the income statement on a time-apportioned
basis at the effective profit rate.

Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when
due in accordance with the terms of a debt instrument. A financial guarantee contract is
recognised from the date of its issue. The liability arising from a financial guarantee contract is
recognised at the present value of any expected payment, when a payment under the guarantee
has become probable. The Group only issues financial guarantees to support its development
projects (refer note 36).

Dividends and Board remuneration

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

t
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Significant accounting policies (continued)

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
|l oss is recognised on the Groupds income st

Statutory 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 comprise income from investment advisory and
structuring income, advisory fee, placement and arrangement fee and other fees arising from
related activities.

Investment advisory and structuring income is recognised when the service is provided and
income is earned. This is usually when the Bank has performed all significant acts in relation to a
transaction and it is highly probable that the economic benefits from the transaction will flow to
the Bank. Significant acts in relation to a transaction are determined based on the terms agreed
in the private placement memorandum/ contracts for each transaction.

Fee income is recognised when earned and the related services are performed and / or upon
achieving required performance.

Income from placements with financial institutions is recognised on a time-apportioned
basis over the period of the related contract.

Income from investments (dividend income) is recognised when the right to receive is
established. This is usually the ex-dividend date for equity securities.

Operating leases

Payments made under operating leases are recognised in the income statement on a straight-
line basis over the term of the lease.

Restricted investment accounts

Restricted investment accounts represents assets acquired by funds provided by holders of
restricted investment accounts and their equivalent and managed by the Group as an
investment manager based on either a mudaraba contract or agency contract. The restricted
investment accounts are exclusively restricted for investment in specified projects as directed by
the investment account holders. Assets that are held in such capacity are not included as
assets of the Bank in the consolidated financial statements.

at emen
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() Employee benefits

(i) Short-term benefits

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 Group 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.

(i) Post employment benefits

Pensions and other social benefits for Bahraini employees are covered by the General
Organi sation for Soci al l nsurance scheme, whi ch
under |EAS | 109y e® , Brad ioewhichtesidloyees 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.

Employees are also entitled to leaving indemnities payable based on length of service and final
remunerati on. Provision for this unfunded commitn
nature under IAS 19, has been made by calculating the notional liability had all employees left at

the date of the statement of financial position. Any increase or decrease in the benefit obligation

is recognised in the income statement.

(iii) Share based payment transactions

The Group has established an employee share ownership plan (ESOP) under which employees
are entitled to purchase units in the ESOP on a deferred payment basis. Each unit carries the
rights to benefits of ownership of one share upon completion of a 5 year lock-in period. The cost
to the Group, representing the fair value of the units offered, is determined by an independent
firm of accountants using the Black-Scholes model, and is recognised as an expense in the
consolidated income statement over the vesting period of 5 years, with corresponding increase
in the ESOP reserve recognised as a separate component of the consolidated statement of
changes in equity. The amount recognised as an expense is adjusted to reflect the number of
share awards for which the related service conditions are expected to be met, such that the
amount ultimately recognised as an expense is based on the number of share awards that do
meet the related service conditions at the vesting date.

(v) 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.

(w) Segment reporting

The Group primarily operates as an investment bank and its lines of business comprise venture

capital, private equity and real estate. At present t he Groupds revenue i S r ¢
business and the expenses and results are reviewed at a Group level and therefore no separate

operating segment results and other disclosures are provided in these consolidated financial

statements.
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PLACEMENTS WITH FINANCIAL INSTITUTIONS

Gross short-term placements
Less: Deferred profits

31 December

31 December

2009 2008
(USD6O| | (USDbBO
50,827 31,726
(38) (8)
50,789 31,718

Short-term placements comprise commodity murabaha and wakala deals entered into for cash
management purposes with local and regional banks of good credit standing after credit

evaluation.

INVESTMENT SECURITIES

Investments at fair value through profit or loss
- Quoted

- Unquoted

Available-for-sale investments

- Quoted

- Unquoted

(i) Investments at fair value through profit or loss

Held for trading - listed equities

Designated at fair value though profit or loss:
- Joint ventures i unquoted

- Equity securities T unquoted

- Funds i unquoted

31 December

31 December

2009 2008
(USDbBO (USDbBO
1,351 4,646
75,011 69,820
6,074 5,543
46,823 36,059
129,259 116,068

31 December

31 December

2009 2008

(USDbBO (USDbO
1,351 4,646
28,671 33,172
33,383 29,092
12,957 7,556
76,362 74,466

During the year, the Bank has recognised net fair value loss amounting to USD 670 thousand
(2008: 11,156 thousand) on re-measurement of investments designated at fair value through
profit or loss. Of the total fair value changes recognised during the year, gains of USD 3,830
thousand (2008: USD 3,330) was determined based on recent transaction prices in the shares
of the investee companies and a loss of USD 4,500 thousand (2008: gain of USD 7,826

thousand) determined using valuation techniques.
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Investment securities (continued)

Summarised financial information for investment in joint ventures and associates at fair value
through profit or loss not adjusted for the percentage ownership held by the Group:

31 December 31 December

2009 2008
(USDb6O (USD6O
Total assets 104,622 118,676
Total liabilities 56,544 50,757
Total revenues (5,371) 10,398
Total net (loss) / profit for the year (10,322) 5,037

(ii) Available-for-sale investment securities

Investments with a carrying value of USD 46,823 thousand (2008: USD 36,059 thousand)
in unquoted equities are stated at cost less impairment in the absence of a reliable
measure of fair value. The Bank has insignificant shareholding in some of these companies
and accordingly is unable to obtain reliable information to perform valuation of these
investments. Further, some of the investments are either private equity investments
managed by external investment managers or represent investments in real estate
development projects / start-up entities promoted by the Group. The Group intends to exit
these investments principally by means of sale to strategic buyers or at the time of sale of
the underlying assets in these investments.

Movement in impairment allowance on unquoted equity securities is as follows:

31 December 31 December

2009 2008
(UsDb6o (UsD6oO
At 1 January - -
Addition during the year 2,950 -
At 31 December 2,950 -

INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

Associates
Joint ventures

31 December

31 December

2009 2008
(USDbBO (USDbBO
14,721 16,447
22,093 700
36,814 17,147
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5

Investment in associates and joint ventures (continued)

Movement on investments in associates and joint ventures under equity method is as follows:

31 December 31 December

2009 2008
(USDb6O (USDb60O
At 1 January 17,147 3,034
Acquisitions / additional investments during the year 459 8,613
Reclassification from asset held-for-sale (note 6) 22,843 -
Consolidation of a joint venture upon full acquisition (note 23) (1,358) -
Reclassified on partial sale of asset held-for-sale (note 6) - 6,035
Distribution during year - (900)
Reclassification to available-for-sale investment on dilution (43) -
Share of (losses) / profits of associates and joint ventures, net (2,234) 365
36,814 17,147

Summarised financial information for investment in joint ventures and associates equity
accounted not adjusted for the percentage ownership of the Group:

31 December

31 December

2009 2008
(USDb6O (USD6O
Total assets 100,840 54,762
Total liabilities 22481 16,444

Total revenues 460 22
Total net profit for the year 6,469 (966)

ASSETS HELD-FOR-SALE

During the previous year, in its normal course of business, the Bank acquired 50% stake in a
joint venture company for USD 22,843 thousand and was in the process of structuring and
placing it with investors. Accordingly, the investment was classified as an asset held-for-sale.
However, during the current year, due to changes in the plan to sell, the investment has been
reclassified as an investment in associate T equity accounted.

During 2008, the Bank had made an additional investment in an associate company designated

at fair value through profit or loss with an intention to hold for a short period as the intention was

to sell down part of its stake immediately. The additional investment resulted in the Group

having a controlling stake of 51.9% for a period of 9 months. Accordingly, the assets and

liabilities of the subsidiary that were consolidated during the previous year were classified as

Ohedr-sal ed and i ncome and expense from its
discontinued operation in accordanc e wi t h Noh-EBuRedt ASsetsfiHeld for Sale and

Discontinued Operationso . P31 Decembér 2008, the Group executed the sale transaction

resulting in reduction in its stake below 50% thus leading to loss of control.

oper
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7 INVESTMENT PROPERTY
31 December 31 December
2009 2008
(USDb6O (USD6O0
Land carried at cost 9,130 8,442
Building 53,754 -
62,884 8,442

Investment property includes land and building in Bahrain held for earning rental and capital
appreciation purposes. The fair value of the land as at 31 December 2009 is approximately
USD 15 million (2008: USD 30 million), and fair value of the building is USD 63.66 million
determined based on a valuation by an independent external valuer.

On 24 December 2009, the Group acquired the VC Bank building through acquisition of 100% of
the share capital of the Gulf Projects Company WLL. The VC Bank building is a multi storey
office cum car park facility in the Diplomatic Area in Manama, Kingdom of Bahrain. The
acquisition has been accounted as purchase of an asset. The acquisition resulted in the
recognition of the building and associated assets and liabilities in the consolidated financial
statements of the Group on that date. The portion of the building occupied by the Group has
been classified as owner occupied property (refer note 10) and the balance has been classified
under investment property.

The asset acquisition resulted in assuming financing liabilities of USD 13.26 million payable to a
financial institution (refer note 11). The purchase consideration payable towards acquisition of
the building amounting to USD 41.74 million is outstanding as at 31 December 2009 (refer note
24).

SHORT TERM FUNDING TO PROJECT COMPANIES

Gross funding
Less: Impairment allowance

31 December

31 December

2009 2008
(USDb6O (USDbO
15,568 9,544
(1,150) -
14,418 9,544

These receivables include temporary short-term funding provided to projects and investments
promoted by the Bank. The financing facilities are generally interest-free and do not have
specific terms of repayment, but are expected to be recovered in full in the course of project
development and on realisation of cash flows from sale of the underlying assets and their
operations.
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31 December 31 December

2009 2008
(USDb6O (USD6O0
Receivable from sale of investments - 3,655
Advances to acquire investments 22,633 17,451
Project costs recoverable 1,798 1,195
Other receivables 115 701
Less: Impairment allowance (928) (749)
23,618 22,253

Movement in impairment allowance:

31 December 31 December
2009 2008
(USDb6O (USDb6O0

At 1 January 749 576
Addition during the year 179 173
At 31 December 928 749

10  PROPERTY AND EQUIPMENT
(USDb600O)

Computer | Furniture
and and Motor 2009 2008

Building |equipment | fixtures | vehicles Total Total
Cost
At 1 January - 971 4,771 534 6,276 3,431
Additions 9,914 219 49 - 10,182 2,845
Disposal - - 3) - (3) -
At 31 December 9,914 1,190 4,817 534 16,455 6,276
Depreciation
At 1 January - 249 630 226 1,105 304
Charge for the year - 278 932 133 1,343 801
At 31 December - 527 1,562 359 2,448 1,105
Net book value
At 31 December 9,914 663 3,255 175 14,007 5,171

During the year, the Group acquired the VC Bank building (refer note 7) and the owner occupied
floors of the building has been classified under property and equipment within the meaning of
IAS 16.
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FINANCING LIABILITY

This includes murabaha financing facility from a financial institution which bears a profit rate of
5.85% annually and matures in September 2011 and ljarah financing of USD 13.26 million
included as a result of an asset acquisition (refer note 7). The ljarah financing is repayable in
July 2011 and carries a profit rate of 8% per annum, payable quarterly in arrears.

12 OTHER LIABILITIES

31 December

31 December

2009 2008
(USDb6O (USDb6O
Account payables 2,782 512
Payable towards acquisition of investment securities 3,613 -
Provisions and accruals 1,594 3,060
Dividends payable 1,283 -
9,272 3,572

13 SHARE CAPITAL

31 December

31 December

2009 2008
(USDb6O (USDb6O
Authorised: 500,000,000 ordinary shares of USD 1 each 500,000 500,000
Issued and fully paid up: 173,250,000 shares of USD 1
each (2008: 165,000,000 shares of USD 1 each) 173,250 165,000

14 FUNDS RECEIVED TOWARDS CAPITAL INCREASE
The shareholders in their extra-ordinary general meeting held on 4 March 2009 resolved to
increase the Bankodés paid up capital by isth§ D
shareholders of USD 60.75 million at a price of USD 1.20 per share and issue of shares to new
investors of USD 27 million at a price of USD 1.60 per share. Further, the shareholders also
approved allocation of additional 9 .eriployeenshédrd i
ownership plan. The Bank collected subscriptions of USD 64.91 million up to 31 December
2009, and the Board of Directors has decided to close the capital increase at this amount. The
legal process for the registration and issue of the new shares is currently in progress.

15 ACQUISITION OF NON-CONTROLLING INTEREST

At the annual general meeting held on 4 March 2009, the shareholders approved:

1 Issue of bonus shares of 5% on shares outstanding as at 31 December 2008 resulting in
increase of paid-up capital from USD 165 million to USD 173.25 million;

1 Cash dividends of 15% (USD 0.15 per share);
1 Board remuneration of USD 1,310 thousand; and
1 Appropriation to statutory reserve of USD 3,230 thousand.

On 6 December 2009, the Group acquired the remaining 10 percent in the Lounge Business
Service Offices L ifram theendn-c§nfidlifgenterest makiggata fully owned
subsidiary of the Bank. The acquisition was made at the book value at the beginning of the year.
The loss on the date of acquisition has been recognised in equity.

8 7.

7
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16 INCOME FROM INVESTMENT BANKING SERVICES

Investment advisory and structuring income
Investment management and advisory fee
Placement and arrangement fee

17 INCOME FROM INVESTMENT SECURITIES

Trading securities

Held-to-maturity

Available-for-sale investments

Other

Details of income by nature are as follows:

2009

Fair value gains
Profit on sale
Dividends

2008

Fair value (losses) /
gain

Profit on sale
Dividends

Profit income

2009 2008
(USDb6O (USDb6O
21,433 63,504
3,096 2,309
90 1,710
24,619 67,523
2009 2008
(USDb6O (USDb6O
642 (3,611)
Investments designated at fair value through profit or loss 2,301 12,308
- 127
4,062 1,349
- 195
7,005 10,368
USD6 000
Designated

at fair Total

Trading value HTM AFS Others 2009
360 (670) - 3,750 - 3,440
156 1,141 - - - 1,297
126 1,830 - 312 - 2,268
642 2,301 - 4,062 -