BOARD OF DIRECTOR’S REPORT

It is my privilege to present the report of the performance of Bank Sohar on completion

of its fourth year in business.

The Year 2010 was a special year for Oman. The country celebrated the 40™ Anniversary
of its National Day and the commencement of the new era under the leadership of His
Majesty Sultan Qaboos bin Said. The year was also the final year of the country’s
Seventh Five Year Plan and served as the gateway to the Eighth Five Year Plan.

It was a special year for Bank Sohar as well. The Bank continued the momentum of
profitable operations through every quarter. At the close of business for 2010, the Bank
has achieved a Net Profit of OMR 10.220 million for the year as compared to a Net Profit
of OMR 8.022 million for the year 2009.

ECONOMY

An environment of stability pervaded the business climate in the country. The tempered
environment helped shake off the residues of the financial uncertainties of the previous
two years. In all quarters, there was open acknowledgement for the monetary policies of
the Central Bank of Oman and the timely and effective strategy with which the
government took initiatives to keep the national economy on the rails during the global
downturn of 2008-2009 and during 2010. The realisation that Oman was able to weather

the stress test of the downturn and come out unscathed, has gone on record.



At the end of 2010, the total assets of commercial banks in the country increased by 10.2
per cent to OMR 15.6 billion from OMR 14.2 billion in 2009. Cash in hand and deposits
of commercial banks with the Central Bank of Oman amounted to OMR 1.52 billion at
the end of 2010 compared to OMR 779.4 million in 2009. The total outstanding credit
stood at OMR 10.72 billion at the end of 2010 and accounted for 68.5 per cent of total

assets. On a year-on-year basis, credit growth was 9 per cent at the end of 2010.

At the end of 2010, the aggregate deposits of commercial banks grew 14.6 per cent on a
year-on-year basis to OMR 10.5 billion. Economic recovery during 2010 has been largely
driven by public sector projects. The improved realisation of Oman’s crude oil prices in
the international market has given the government a revenue surplus. The growth of the
Gross Domestic Product from the non-petroleum sector has remained modest. The
liquidity condition in the banking system continued to remain stable. In its Banking
System Outlook on Oman, Moody’s Investor Service affirmed in July 2010 that the
Omani banking system remains stable and will continue to enjoy strong capital levels and
a high capacity for loss absorption. The rate of inflation has remained at reasonable levels
and the average inflation in terms of variation in the Consumer Price Index for the
country was 2.8 per cent at the end of July 2010 It is with these fundamentals that the

country is moving into 2011 which is also the first year of the Eighth Five Year Plan.



FINANCIAL OVERVIEW 2010

We are happy to report that the Bank has made a net profit of OMR 10.220 million for
the year as compared to a net profit of OMR 8.022 million for the year 2009. The
operating profit for the year was OMR 15.645 as compared to OMR 11.916 million in
2009, an increase of 31.3%. The net interest income during the year was OMR 30.595
million as compared to OMR 22.858 million in 2009, recording an increase of 33.8%.
The operating income for the year 2010 increased to OMR 35.231 million as compared to
OMR 29.131million in 2009, an increase of 20.9%. The cost to income ratio has
improved to 55.6% from 59% in 2009.

The Bank’s net loans and advances grew by 14% during the year to touch OMR 897
million at the close of 2010 as compared to OMR 787 million at the end of the previous
year. Customer deposits have grown by 20% to OMR 999 million during the same period
as compared to OMR 832 million during 2009.The Bank’s share of Private Sector Credit
stood at 8.83 % in 2010 as compared to 8.32% in 2009 while the Bank’s share of Private
Sector Deposit was 6.62 %, marginally down from 6.84 % at the end of 2009.

The Bank’s results have been achieved by leveraging the momentum reached during
2009 and by focusing on all aspects of growth and expansion required to sustain and
build on it. In an environment devoid of surprises, the Bank was able to focus on
improving its quality of assets. The Bank also persevered with its effort to improve the

yield on assets, reduce the cost of funds and the operating expenses.



In April of this year, Fitch Ratings assigned a Long Term Issuer Default Rating of BBB+
to the Bank. The Fitch Ratings highlighted the Bank’s rising market share and good
commercial franchise as rating positives and also drew attention to the Bank’s very low
non-performing loan ratio and a good provisioning coverage ratio. This Rating is an
indicator of both the excellent asset quality and the prudent approach adopted by the
Bank. It is also an affirmation of the confidence reposed in Bank Sohar by both our retail
and wholesale customers and by the correspondent banks. The BBB+ rating is enjoyed
by some of the older banks in Oman. It is a creditable achievement for a bank at the
completion of three years in business. Fitch Ratings has simultaneously assigned to Bank
Sohar a Short-term Issuer default Rating of F2, Individual Rating of C/D and a Support
Rating of 2, and a Support Rating Floor of BBB+.

In September 2010, the Bank successfully closed its OMR 50 million Tier Il
Subordinated Debt Issuance. This issuance significantly improves the bank’s capital
adequacy position and allows the Bank to support the requirements of the local economy
more effectively. It also gives the Bank greater ability to provide finance for future
projects. The Tier Il Subordinated Debt Issuance is the third capital raising effort by
Bank Sohar and ensures that it continues to meet and exceed the expectations of the

Omani people and the market.

FUTURE PLANS

The thrust to establish and maintain a sustainable and diversified economy will remain
the key to growth in 2011 and through the coming years. Vision 2020, the long term
development strategy for the period 1996 to 2020 will continue to serve as the beacon for
the long term future of our business. The Eighth Five Year Plan which commences this



year is the fourth and penultimate plan and forms part of Vision 2020. The official
evaluation of the performance of the Seventh Five Year Plan and the positive results
achieved during the last five years serve as a spring board for the economy as a whole to
perform better. The total public expenditure for the fiscal year 2011 is estimated to be
OMR 8130 million, an increase of 13 per cent over the previous year. The projects to be
implemented during the Eighth Five Year Plan envisage an investment of OMR 30
billion, an increase of 113 per cent over the previous Plan. These projects will cover all
sectors of the economy from infrastructure to education and from health to vocational

training. We envisage a major role for the Bank in all of these projects.

The Bank operates in an international arena and events that happen in different parts of
the world have a far reaching impact on business even in our part of the world. As a bank,
it is no longer possible or advisable to view the international business scene within the
confines of just the banking industry or even in the context of just one country. Global
economic resilience is at a low and both governments and societies are less able to cope
with global challenges. Global recovery is moving into a slow but more mature phase
spurred by an increase in demand and investment. However, concerns remain about fiscal
positions of several high-income countries. The eurozone debt crisis and the
repercussions of large amounts of capital flowing from low-interest developed economies
to higher-interest emerging markets could create a new set of issues. Negative market
sentiments concerning the fiscal position of many of these high-income countries pose
another challenge for the global business environment. Vigilance and prudence will go

hand in hand as we do our business in the coming year.

Bank Sohar has grown fairly quickly. It has achieved this in a responsible manner

keeping in mind the needs of the Omani economy and the government. The non-



performing loans of the bank are well below the local and international benchmarks. The
bank is generating steady profits adding equity value to shareholders, borrowers,

depositors as also to the Omani people.

Identifying new categories of growth in a market with prolific choices of banking
products and services is not an easy task. It calls for re-inventing the approach to
business, questioning time-worn assumptions, re-evaluating how value is added and
focusing on what customers care about. Continuous engagement and co-creation of
products and services with customers will provide the answers to differentiate. The
analysis of information coupled with insight will also serve to develop a deep customer
understanding. The preliminary results of the Oman 2010 Census alert us to the
importance of focusing on a multi-generational business approach that will understand
and incorporate the banking needs of a new generation of adults. We are operating in a
complex environment. Bank Sohar plans to use complexity as an asset that it will

leverage to spur innovation and new ways of delivering value to customers.

CORPORATE GOVERNANCE

The Bank has included a comprehensive report on Corporate Governance duly certified
by the statutory auditors within the Annual Report for the year 2010. This Report has
been made in line with the directives provided for the same under the Code of Corporate
Governance promulgated by the Capital Market Authority. In the Bank’s first Annual
Report, we confirmed that the Bank will adhere to the best traditions of corporate
governance and provide both disclosure and accountability. We have honoured that

assurance during the current year and will continue to do so.



SOCIAL AUDIT

Our corporate social responsibility at the Bank includes both how we are doing our
business in the community and what we are doing besides our business in the same
community. The Bank participated in community events at the national level like the
Salalah Tourism Festival and also in several community programs at the regional and
local level. During the year, the Bank was able to reconfirm and sustain support to
several NGO’s and charitable organisations with whom it worked during 2009. This year
the Bank has also added to the list of recipient organisations. Each of these organisations
is dedicated to the care of citizens with special needs in the community. The areas of
focus remained health, education, community welfare, employment, safety and the

environment.

ON RECORD

In the 40™ year of the leadership of His Majesty Sultan Qaboos bin Said, we re-dedicate
ourselves to the nation and align ourselves with the national goals. We also record our

appreciation for the free and fair environment in which we are able to conduct business.

Clear guidelines from the Central Bank of Oman, the Capital Markets Authority and the
Muscat Securities Market, the robust policies of the Government and judicious
supervision have enabled us to do business and improve on our performance of the
previous years. We record our appreciation to all of them and thank them for all the

guidance and support that they offered us during the year.



The staff of Bank Sohar have played a stellar role in our achievements for the year. We
salute them and thank them for looking after the interests of our customers, our
stakeholders, our suppliers and the public at large. We thank our customers for reposing

their trust in Bank Sohar and for giving us an opportunity to service their financial needs.

Sheikh Salim Said Al Fannah Al Araimi

Chairman
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A

“1 Bank Sohar SAOG

STATEMENT OF FINANCIAL POSITION
As at 31 December 2010

31 December

31 December

31 December

31 December

2009 2010 2010 2009
uUsD'000 USD'000 Notes RO’000 RO’000
ASSETS
343,558 270,852  Cash and balances with Central Bank B1 104,278 132,270
52,675 325,291 Due from Banks and other money market placements B2 125,237 20,280
2,043,595 2,330,543  Loans and advances (net) B3 897,259 786,784
160,234 278,309  Investment securities B4 107,149 61,690
37,247 35,753  Property, equipment and fixtures B5 13,765 14,340
24,014 26,449  Other assets B6 10,183 9,246
2,661,323 3,267,197 1,257,871 1,024,610
LIABILITIES
55,584 133,188  Due to Banks and other money market deposits B7 51,277 21,400
101,397 18,280  Certificates of deposit B8 7,038 39,038
2,162,205 2,595,156  Customers’ deposits B9 999,135 832,449
18,182 18,182  Deferred income B10 7,000 7,000
50,114 69,844  Other liabilities B11 26,890 19,294
- 129,870  Subordinated loans B12 50,000 -
2,387,482 2,964,520 1,141,340 919,181
SHAREHOLDERS’ EQUITY
259,740 259,740  Share capital B13 100,000 100,000
6,579 9,234  Legal reserve B14 3,555 2,533
- 1,073  General reserve B14 413 -
1,106 3,397  Fair value reserve B15 1,308 426
6,416 29,233 Retained earnings 11,255 2,470
273,841 302,677 116,531 105,429
2,661,323 3,267,197 1,257,871 1,024,610
273.841 302.677 Net assets per share (in baizas) B16 116.531 105.429
277,732 467,244 CONTINGENT LIABILITIES B17 179,889 106,927
69,366 544,875 COMMITTMENTS B17 209,777 26,706

The financial statements were approved and authorized for issue by the Board of Directors on 25 January 2011 and signed on
their behalf by:

Chairman Deputy Chairman

The attached notes A1 to D6 form an integral part of these financial statements
The report of the auditors is set forth on page 1.
Page 2 of 49
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\leank Sohar SAOG

STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 December 2010

31 December 31 December

2009 2010
UsSD’000 usD’000
136,839 151,680 Interest income
(77,468) (72,213) Interest expense
59,371 79,467 Net interest income
16,294 12,042 Other operating income
75,665 91,509 OPERATING INCOME
OPERATING EXPENSES
(26,501) (30,400) Staff costs
(14,062) (15,639) Other operating expenses
(4,151) (4,834) Depreciation
(44,714) (50,873)
30,951 40,636 OPERATING PROFIT
(222) (55) Impairment on investments
(5,341) (2,753) Impairment allowance on portfolio basis
(1,730) (7,595) Impairment allowance on specific basis
23,658 30,233 NET PROFIT BEFORE TAX
(2,821) (3,688) Income tax expense
20,837 26,545 NET PROFIT FOR THE YEAR
Other comprehensive income
Net changes in fair value of available for sale financial
2,389 2,291 assets
Other comprehensive income for the year, net of
2,389 2,291 income tax
TOTAL COMPREHENSIVE INCOME FOR THE
23,226 28,836 YEAR
20.837 26.545 Basic earnings per share for the year - in baizas

The attached notes A1 to D6 form an integral part of these financial statements
The report of the auditors is set forth on page 1.

Notes

C1
Cc2

C3

C4
B5

B3
B3

C5

C6

31 December

31 December

2010 2009
RO’000 RO’000
58,397 52,683
(27,802) (29,825)
30,595 22,858
4,636 6,273
35,231 29,131
(11,704) (10,203)
(6,021) (5,414)
(1,861) (1,598)
(19,586) (17,215)
15,645 11,916
@1 (86)
(1,060) (2,056)
(2,924) (666)
11,640 9,108
(1,420) (1,086)
10,220 8,022
882 920
882 920
11,102 8,942
10.220 8.022

Page 3 0of 49
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\\'JBank Sohar SAOG

STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2010

Balance as at 1 January 2009

Total comprehensive income for the year
Net profit for the year

Other comprehensive income
Net change in fair value of available
for sale financial assets

Total comprehensive income for the year

Transfer to legal reserve

Balance as at 31 December 2009

Balance as at 1 January 2010

Total comprehensive income for the
year
Net profit for the year

Other comprehensive income

Net change in fair value of available for
sale financial assets

Total comprehensive income for the
year

Transfers

Balance as at 31 December 2010

Share Legal General Fair value Retained

capital reserve reserve reserve earnings Total
RO’000 RO’000 RO’000 RO’000 RO’000 RO’000
100,000 1,731 - (494) (4,750) 96,487
B . - - 8,022 8,022

- - - 920 - 920

- - - 920 8,022 8,942

- 802 - - (802) -
100,000 2,533 - 426 2,470 105,429
RO’000 RO’000 RO’000 RO’000 RO’000 RO’000
100,000 2,533 - 426 2,470 105,429
- - - - 10,220 10,220

- - - 882 - 882

- - - 882 10,220 11,102

- 1,022 413 - (1,435) -
100,000 3,555 413 1,308 11,255 116,531

The attached notes A1 to D6 form an integral part of these financial statements
The report of the auditors is set forth on page 1.
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A

t’/Bank Sohar SAOG

STATEMENT OF CHANGES IN EQUITY (Continued)
Year ended 31 December 2010

Legal General Fair value Retained
Share capital reserve reserve reserve earnings Total
USD’000 usD’000 usD’000 USD’000 uSD’000 usD’000
Balance as at 1 January 2009 259,740 4,496 - (1,283) (12,338) 250,615
Total comprehensive income for the year
Net profit for the year - - - - 20,837 20,837
Other comprehensive income
Net change in fair value of available
for sale financial assets - - - 2,389 - 2,389
Total comprehensive income for the year - - - 2,389 20,837 23,226
Transfer to legal reserve - 2,083 - - (2,083) -
Balance as at 31 December 2009 259,740 6,579 B 1,106 6,416 273,841
usSD’000 usD’000 usD’000 usD’000 usD’000 usD’000
Balance as at 1 January 2010 259,740 6,579 - 1,106 6,416 273,841
Total comprehensive income for the year
Net profit for the year _ _ _ _ 26,545 26,545
Other comprehensive income
Net change in fair value of available for
sale financial assets - - - 2,291 - 2,291
Total comprehensive income for the year _ _ _ 2,291 26,545 28,836
Transfers - 2,655 1,073 - (3,728) -
259,740 9,234 1,073 3,397 29,233 302,677

Balance as at 31 December 2010

The attached notes A1 to D6 form an integral part of these financial statements
The report of the auditors is set forth on page 1.
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" Bank Sohar SAOG

STATEMENT OF CASH FLOWS
Year ended 31 December 2010

31 December

31 December

2009 2010
USD’000 USD’000
23,658 30,233
4,151 4,834
7,071 10,348
283 1,179
(29) -

44 ®)
(1,844) (1,303)
33,334 45,286
(403,507) (298,476)
(8,430) (2,488)
(132,629) (83,117)
739,054 432,951
(19,741) 33,065
- (296,299)

18,262 20,327
226,343 (148,751)
- (1,927)
226,343 (150,678)
29,800 (17,612)
(28,831) 31,996
(5,753) (5,643)
1,844 1,304
46 -
(2,894) 10,045
- 129,870

- 129,870
223,449 (10,763)
232,283 455,732
455,732 444,969
343,558 270,852
52,675 28,992
115,083 245,247
(55,584) (100,122)
455,732 444,969

OPERATING ACTIVITIES
Net profit for the year before tax
Adjustments for:
Depreciation
Impairment for credit losses
Reserve interest on loans
Profit on sale of property, equipment and fixtures

(Loss) / profit on sale of investment securities
Interest on investment

Operating profit before changes in operating assets and liabilities

Changes in loans and advances

Changes in other assets

Changes in certificates of deposit

Changes in customers’ deposits

Changes in due to banks and other money market deposits
Change in due from banks and money market deposits
Changes in other liabilities

Cash from (used in ) operating activities
Income tax paid
Net cash (used in) / from operating activities

INVESTING ACTIVITIES
Purchase of investments
Proceeds from sale/ redemption of investments
Purchase of property, equipment and fixtures
Interest received on investments
Proceeds from sale of property, equipment and fixtures

Net cash used in investing activities

FINANCING ACTIVITIES
Subordinate loans received during the year

Net cash from financing activities

NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENT AT BEGINNING OF THE
YEAR

CASH AND CASH EQUIVALENTS AT THE END OF THE
YEAR

REPRESENTING:
Cash and balances with Central Banks
Due from Banks and other money market placements
Investments securities
Due to Banks and other money market deposits

31 December

31 December

2010 2009
RO’000 RO’000
11,640 9,108
1,861 1,598
3,984 2,722
454 109

- (11

Q) 17
(502) (710)
17,435 12,833
(114,913)  (155,350)
(958) (3,246)
(32,000) (51,062)
166,686 284,536
12,730 (7,600)
(114,075) -
7,826 7,031
(57,269) 87,142
(742) -
(58,011) 87,142
(6,781) 11,473
12,319 (11,100)
2,173) (2,215)
502 710

- 18

3,867 (1,114)
50,000 -
50,000 -
(4,144) 86,028
175,457 89,429
171,313 175,457
104,278 132,270
11,162 20,280
94,420 44,307
(38,547) (21,400)
171,313 175,457
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"4 Bank Sohar SAOG

NOTES TO FINANCIAL STATEMENTS
At 31 December 2010

Al LEGAL STATUS AND PRINCIPAL ACTIVITIES

Bank Sohar SAOG (“the Bank) was established in the Sultanate of Oman on 4 March 2007 as a joint stock company and is
primarily engaged in corporate and retail banking activities within the Sultanate of Oman. The Bank operates in Oman under a
banking licence issued by the Central Bank of Oman and is covered by its deposit insurance scheme. The Bank started commercial
operations from 9 April 2007. The registered address of the Bank is PO Box 44, Hai Al Mina, Postal Code 114, Muscat, Sultanate
of Oman.

The Bank employed 513 employees as of 31 December 2010 (31 December 2009: 448).

A2 BASIS OF PREPARATION

A2.1 Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”),

requirements of the Oman Commercial Companies Law of 1974, as amended and the disclosure requirements of the Capital Market
Authority and the applicable regulations of the Central Bank of Oman.

A2.2 Basis of measurement

The financial statements have been prepared under the historical cost convention except for the following:

e  derivative financial instruments are measured at fair value
e financial instruments at fair value through statement of income are measured at fair value
e available for sale financial assets are measured at fair value

A23 Functional and presentation currency

These financial statements are presented in Rials Omani rounded, except as indicated, to the nearest thousand Rials Omani. The
functional currency of the Bank’s operations is Rial Omani.

A24 Use of estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make judgements, estimates and
assumptions that effect the application of accounting policies and reported amounts of assets and liabilities, income and expenses.
Actual results may differ from these estimates.

The estimates and associated assumptions are based on industry data and various other factors that are believed by the Bank to be
reasonable under the circumstances, the results of which form the basis of making the judgments about carrying values of assets and
liabilities that are not readily apparent from other sources.

The estimates and underlying assumptions are reviewed on a regular basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised if the revision affects only that period or in the period of the revision and future periods if the
revision affects both current and future periods. Estimates considered by the Bank to have a significant risk of material adjustment
in subsequent periods primarily consist of the provision for impairment of loans and advances.

Page 7 of 49
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"4 Bank Sohar SAOG

NOTES TO FINANCIAL STATEMENTS
At 31 December 2010

A3 SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently by the Bank to all periods presented in these financial
statements.

A3.1 Foreign currency translation

Transaction in foreign currencies are translated into respective functional currency of the operation at spot exchange rate at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies at the reporting date are retranslated into the
functional currency at the spot exchange rate at that date. The foreign currency gain or loss on monetary items is the difference
between amortised cost in the functional currency at the beginning of the period, adjusted for the effective interest and payments
during the period, and the amortised cost in the foreign currency translated at the spot exchange rate at the end of the period. The
non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are retranslated into the
functional currency at the spot exchange rate at the date the fair value was determined. Foreign currency differences arising on
retranslation are recognized in the statement of income. Non-monetary assets and liabilities that are measured in terms of historical
cost in a foreign currency are translated using the exchange rate at the date of the transaction.

A3.2 Revenue & expense recognition

A32a Interest income & expense
Interest income and expense is recognised in the statement of income using the effective interest rate method. The effective interest
rate is the rate that exactly discounts the estimated future cash payments and receipts through the expected life of the financial asset
or liability (or, where appropriate, a shorter period) to the carrying amount of the financial asset or liability. The effective interest
rate is established on initial recognition of the financial asset/liability and is not revised subsequently. Interest Income and expense
presented in the statement of income include:

e Interest on financial assets and liabilities at amortised cost on an effective interest rate basis.

e Interest on available for sale investment securities on an effective interest basis.

e  Fair value changes in qualifying derivatives (including hedge ineffectiveness) and related hedged items when interest rate

risk is the hedged risk.

A3.2.b Fair value gains and losses
Fair value changes on derivatives held for risk management purposes and available for sale financial assets are presented as ‘net
income from other financial instruments carried at fair value’ in the statement of income.

Net Income from financial instruments at fair value relates to non-qualifying derivatives held for risk management purposes and
financial assets designated at fair value through profit or loss, and include all realised and unrealised fair value changes interest,
dividend and foreign exchange differences.

A3.2.c Dividend income
Dividend income is recognized when the right to receive income is established.

A3.2d Fees and commission
Fees and commission income and expenses that are integral to the effective interest rate on a financial asset or liability are included
in the measurement of the effective interest rate.

Fees and Commission income include account servicing fees, credit related fees, advisory fees, administration fees and other
management fees, sales commission, placement fees and syndication fees. These are recognised as the related services are
performed.

A3.2e Provisions

A provision is recognised if, as a result of a past event, the Bank 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. Provisions are equivalent to
the amortised value of the future liabilities.

A3.2.f Offsetting of income & expense

Income and expenses are presented on a net basis only when permitted by the IFRS, or for gains and losses arising from a group of
similar transactions such as in the Banks trading activity

Page 8 of 49
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"4 Bank Sohar SAOG

NOTES TO FINANCIAL STATEMENTS
At 31 December 2010

A3 SIGNIFICANT ACCOUNTING POLICIES (continued)
A3.3 Financial Assets and Liabilities

A33.a Recognition

The Bank initially recognises loans and advances, deposits; debt securities issued and subordinated liabilities on the date that they
are originated. All other financial assets and liabilities (including assets and liabilities designated at fair value through statement of
income) are initially recognised on the trade date at which the Bank becomes a party to the contractual provisions of the instrument.

Where assets are received without consideration these are accounted at ‘fair value’ in the statement of financial position under the
appropriate classification and consequently ‘deferred income’ is created and disclosed as ‘other liabilities’. Deferred income is
recognized as ‘other income’ based on the encumbrance stipulated or usage of the asset.

A3.3.b Derecognition

The Bank derecognises a financial asset when the contractual rights to the cash flows from the asset expire, or its transfers the rights
to receive the contractual cash flows on the financial asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred. The Bank derecognises a financial liability when its contractual obligations are
discharged or cancelled or expired.

A3.3.c Offsetting of assets and liabilities

Financial assets and liabilities are set off and the net amount presented in the statement of financial position when, and only when,
the Bank has a legal right to set off the amounts and intends either to settle on a net basis or to realise the asset and settle the liability
simultaneously.

A3.3.d 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 effective interest method of any
difference between the initial amount recognised and the maturity amount, minus any reduction for impairment.

A3.3e Fair value measurement
For investments traded in organized financial markets, fair value is determined by reference to quoted market prices at the close of
business on the statement of financial position date.

The fair value of interest-bearing items is estimated based on discounted cash flows using interest rates for items with similar terms
and risk characteristics. For investments where there is no quoted market price, a reasonable estimate of the fair value is determined
by reference to the current market value of a similar investment, or is based on the expected discounted cash flows. Investments
having short term maturities are not discounted.

A3.3.f Loans and advances

Loans and advances are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market
and the Bank does not intend to sell immediately or in the near term. Loans and advances are carried at amortized cost less
specifically identified and collective allowance for impairment. Specific provisions are made against the carrying amount of loans
and advances that are identified as being impaired based on regular reviews of outstanding balances to reduce the impaired loans
and advances to their recoverable amounts.

A3.349 Identification and measurement of impairment

Collective impairment provisions are maintained in respect of incurred losses, which have not yet been specifically identified within
the portfolio of loans and advance. The recoverable amount of loans and advances is calculated at the present value of the expected
future cash flows discounted at the original effective interest rate. Short-term balances are not discounted.

When a loan is known to be uncollectible, all the necessary legal procedures have been completed, and the final loss has been
determined, the loan is written off directly to the profit or loss in statement of income. Non specific provisions are established to
meet the credit risks inherent within the loans and advances portfolio. This provision has been made to cover potential impairment
which although not specifically identified, is to be present in the Bank’s portfolio of financial assets based on industry data.

A3.3.h Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, unrestricted balances held with central Banks and highly liquid financial assets
with original maturities of upto three months, which are subject to insignificant risk of changes in their fair value, and are used by
the Bank in management of its short term commitments. Cash and cash equivalents are carried at amortised cost in the statement of
financial position.
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A3 SIGNIFICANT ACCOUNTING POLICIES (continued)
A3.3 Financial Assets and Liabilities (continued)

A3.3.i Balances due from Banks and other money market placements
These are stated at amortized cost less any allowance for impairment.

A3.3j Designation at fair value through profit or loss
This category includes those assets and liabilities, which are initially recognized at cost and re-measured at fair value. All related
realized and unrealized gains or losses are included in the profit or loss in the period in which they arise.

A3.3.k Trading assets and liabilities
Trading assets and liabilities are those assets and liabilities that the Bank acquires or incurs principally for the purpose of selling or
repurchasing in the near term, or holds as a portfolio that is managed together for short term profit or position taking.

Trading assets and liabilities are initially recognised and subsequently measured at fair value in the statement of financial position
with transaction costs taken directly to profit or loss. All changes in fair value realised or unrealised are recognised as a part of net
trading income in the statement of income. Trading assets and liabilities are not reclassified subsequent to their initial recognition.
Interest earned or dividends received are included in the interest and dividend income respectively.

A3.3. Non-trading investments
These are classified as follows:

e  Available for sale

e Held to maturity

All non —trading investments are initially recognised at cost, being the fair value of the consideration given including acquisition
costs.

Available for sale

Available-for-sale financial investments are those which are designated as such or do not qualify to be classified as designated at
fair value through profit or loss, held to maturity or loans and advances. They may be sold in response to liquidity needs or
changes in market conditions. They include equity instruments, money market papers and other debt instruments.

After initial measurement, available for sale financial investments are subsequently measured at fair value. Unrealised gains and
losses are recognised directly in other comprehensive income. When the security is disposed off, the cumulative gain or loss
previously recognised in equity is recognised in the statement of income. Interest earned whilst holding available for sale
financial investments are reported as interest income using the effective interest rate. Dividends earned whilst holding available
for sale financial investments are recognised in the statement of income when the right of income has been established. The
losses arising from impairment of such investments are recognised the statement of income.

Held to maturity

Held-to-maturity investments are non derivative assets with fixed or determinable payments and fixed maturity that the Bank
has the positive intent and ability to hold financial assets to maturity; they are stated at amortized cost using the effective
interest rate method less impairment losses. Any sale or re-classification of a significant amount of held-to-maturity
investments not close to their maturity would result in the re-classification of all held-to-maturity investments as available-for-
sale, and prevent the Bank from classifying investment securities as held-to-maturity for the current and following two financial
years.

A3.3.m Repurchase and resale agreements

Assets sold with a commitment to repurchase (repos) at a specified future date are recognised in the statement of financial position
and are measured in accordance with accounting policies for trading securities or investment securities. The counterparty liability
for amounts received under these agreements is included in due to Banks and other financial institutions. The difference between
sale and repurchase price is treated as interest expense and accrued over the life of the repo agreement. Assets purchased with a
corresponding commitment to resell at a specified future date (reverse repos) are not recognised in the statement of financial
position and the amounts paid under these agreements are included in deposits with Banks and other financial institutions. The
difference between purchase and resale price is treated as interest income and accrued over the life of the reverse repo agreement.

A3.3.n Acceptances
Acceptances are disclosed on the statement of financial position under other assets with corresponding liability disclosed under
other liabilities. Therefore, there is no off - statement of financial position commitment for acceptances.
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At 31 December 2010

A3 SIGNIFICANT ACCOUNTING POLICIES (continued)
A33 Financial Assets and Liabilities (continued)

A3.3.0 Derivatives held for risk management purposes

Derivatives held for risk management purposes include all derivative assets and liabilities that are not classified as trading assets
and liabilities. Derivative held for risk management purposes are measured at fair value in the statement of financial position. The
treatment of changes in their fair value depends on their classification into the following categories:

Fair value hedge

When a derivative is designated as a hedge of the change in fair value of a recognised asset or liability or a firm commitment,
changes in the fair value of the derivative are recognised immediately in profit or loss together with changes in the fair value
of the hedged item that are attributable to the hedged risk.

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

Cash flow hedge

When a derivative is designated as the hedging instrument in a hedge of the variability in cash flows attributable to a particular
risk associated with a recognised asset or a liability or a highly probable forecast transaction that could affect profit or loss, the
effective portion of changes in the fair value of the derivative is recognised in other comprehensive income in hedging reserve.
The amount recognised in other comprehensive income is reclassified to profit or loss as a reclassification adjustment in the
same period as the hedged cash flows affect profit or loss, and in the same line item in the statement of comprehensive
income. Any ineffective portion of changes in the fair value of the derivative is recognised immediately in profit or loss.

If the hedging derivative expires or is sold, terminated, or exercised, or the hedge no longer meets the criteria for cash flow
hedge accounting, or the hedge designation is revoked, then the hedge accounting is discontinued prospectively. In a
discontinued hedge of a forecast transaction the cumulative amount recognized in other comprehensive income from the
period when the hedge was effective is reclassified from the equity to profit or loss as a reclassification adjustment when the
forecast transaction occurs and affects profit or loss. If the forecast transaction is no longer expected to occur, then the balance
in other comprehensive income is reclassified immediately to profit or loss as a reclassification adjustment.

Other non-trading derivative
When a derivative is not held for trading, and is not designated in a qualifying hedge relationship, all changes in its fair value
are recognised immediately in profit or loss as a component of net income on other financial instruments carried at fair value.

A3.3p Property, equipment and fixtures

Items of property, equipment and fixtures are measured at cost less accumulated depreciation and impairment losses. Cost includes
expenditure that is directly attributable to the acquisition of the asset. Depreciation is provided on a straight-line basis over the
estimated useful lives of property, equipment and fixtures. The estimated useful lives for the current period are as follows:

Years
Motor vehicles 3
Furniture & fixtures 3
Oftfice equipment 6-7
Production software 6-7

The assets’ residual values, useful lives and depreciation methods are reviewed and adjusted if appropriate at each statement of
financial position date.

A3.3.q Deposits, debt securities issued and subordinated liabilities

All money market and customer deposits are carried at amortised cost. Deposits, debt securities issued and subordinated liabilities
are measured at their amortized cost using the effective interest method. The Bank classifies capital instruments as financial
liabilities or equity instruments in accordance with the substance of the contractual terms of the instrument.
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At 31 December 2010

A3 SIGNIFICANT ACCOUNTING POLICIES (continued)

A3.3.r Impairment of financial assets and provisions

An assessment is made at each statement of financial position date to determine whether there is objective evidence that a specific
financial asset may be impaired. If such evidence exists, the estimated recoverable amount of that asset is determined and any
impairment loss, based on the net present value of future anticipated cash flows or fair value, recognised in the statement of income.

A provision for onerous contracts is recognised when the expected benefits to be derived by the Bank from the contract are lower
than the unavoidable cost of meeting its obligation under the contract. The provision is measured at the present value of the lower of
the expected cost of terminating the contract and the expected net cost of continuing with the contract. The Bank also recognises
any impairment loss on the asset associated with the contract before establishing a provision.

A34 Taxation

Taxation is provided for based on the tax laws of Sultanate of Oman. Income tax comprises current and deferred tax. Income tax
expense is recognised in the profit or loss except to the extent that it relates to items recognised directly in equity or other
comprehensive income.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively enacted at the
statement of financial position date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the financial position liability method, providing for temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is
measured at the tax rates that are expected to be applied to the temporary difference when they reverse, based on the laws that have
been enacted or substantively enacted by the statement of financial position date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the
asset can be utilized. Deferred tax assets are reviewed at each statement of financial position date and are reduced to the extent that
it is no longer probable that the related tax benefit will be realised.

A3.5 Fiduciary assets

Assets held in trust or in a fiduciary capacity are not treated as assets of the Bank and accordingly are not included in these financial
statements.

A3.6 Trade and settlement date accounting

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

A3.7 Leases

Operating lease payments are recognised as an expense in the statement of income on a straight-line basis over the lease term.

A3.8 Financial Guarantees

Financial guarantees are contracts that require the Bank 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.

Financial guarantee liabilities are initially recognised at their fair value, and the initial fair value is amortised over the life of the
financial guarantee. The guarantee liability is subsequently carried at the higher of this amortised amount and the present value of

any expected payment (when a payment under the guarantee has become probable). The unamortized value or present value of the
expected payment arising from the financial guarantee as the case may be is included in the other liabilities.
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At 31 December 2010

A3 SIGNIFICANT ACCOUNTING POLICIES (continued)
A3.9 Employee benefits

A3.9.a Terminal benefits
The terminal benefits for Omani employees are provided in accordance with the Sultanate of Oman’s Social Insurance Law of
1991, and are recognised as an expense in the statement of income on accrual basis.

The Bank’s obligation in respect of non Omani terminal benefits, which is an unfunded defined benefit retirement plan, is amount
of future benefit that such employees have earned in return for their services in the current and prior periods. The obligation is
calculated using the project unit credit methods and is discounted to its present value.

A3.9.b Short term benefits
Short term 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 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.

A3.10 Earnings per share

The Bank presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by dividing the
profit or loss attributable to ordinary shareholders of the Bank by the weighted average number of ordinary shares outstanding
during the year. Annualised EPS is calculated by annualizing the basic EPS for the whole year. Diluted EPS is determined by
adjusting the profit or loss attributable to ordinary shareholders and weighted average number of ordinary shares outstanding for the
effects of all dilutive potential ordinary shares, which comprise convertible notes or similar instruments.

A3.11 Comparative figures

The corresponding figures included for comparative purposes have been reclassified to conform to the presentation in the current
year.

A3.12 New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are effective for annual periods beginning after 1 January
2010, and have not been applied in preparing these financial statements. None of these is expected to have a significant effect on the
financial statements of the Bank, except for IFRS 9 Financial Instruments, which becomes mandatory for the Bank’s 2013 financial
statements and could change the classification and measurement of financial assets. The Bank does not plan to adopt this standard
early and the extent of the impact has not been determined

A3.13 Segment reporting

An operating segment is the component of the Bank that engages in business activities from which it may earn revenues and incur
expenses, including revenue and expenses that relate to transaction with any of the Bank’s other components, whose operating
results are reviewed regularly by the Bank’s CEO (being the chief operating decision maker) to make decisions about resources
allocated to each segment and assess its performance, and for which discrete financial information is available.

A3.14 Determination of fair values

A number of the Bank’s accounting policies and disclosures require the determination of fair value, for both financial and non-
financial assets and liabilities. Fair values have been determined for measurement and/or disclosure purposes based on the
following methods. When applicable, further information about the assumptions made in determining fair values is disclosed in
the notes specific to that asset or liability.

A3.14.a Equity and debt securities

The fair value of equity and debt securities is determined by reference to their quoted closing bid price at the reporting date, or if
unquoted, determined using a valuati