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SICO ARAB FINANCIAL FUND
(a sui-fund of SICO Funds Company Il B.S.C (c))

Directors’ report for the year ended 31 December 2010

The Directors have the pleasure in submitting their report together with the audited financial statement of
SICO Arab Financial Fund (“the Fund”) for the year ended 31 December 2010.

Financial Position

The financial position of the Fund as at 31 December 2010 is set out in the accompanying financial
statements.

The Fund continued its good performance during the year and appreciated by 25.2% in 2010. This was
achieved through a combination of good asset allocation and superior stock selection.

Directors

The following were Directors of SICO Funds Company Il B.S.C as at 31 December 2010 and to the date
of this report:

Anthony C. Mallis
Najla Al Shirawi
Samir Sami
Shakeel Sarwar

Auditors

The .-uditors, PricewaterhouseCoopers, have expressed their willingness to continue in office.

By order of the Board of Directors

W L

hony C._Maflis~ Najla A¥Shirawi

Cha|rman and Managing Director Director
SICO Funds Company Il B.S.C (c) SICO Funds Company Il B.S.C (c)
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PricewaterhouseCoopers Rahrain Limited
PO Box 21144

Sth Floor, BMB Cenire

Manama, Kingdom of Bahrain

CR. No. 71676

Telephone +973 17 540554

Facsimile +873 17 5405586

Email: pwe.bahrain@bh.pwe.com

Website: http:/fwww.pwc.com/middle-east

Independent Auditor's Report to the Unitholders of
SICO Arab Financial Fund
{a sub-fund of SICO Funds Company Hl B.5.C. (c})

Report on the financial statements

We have audited the accompanying financial statements of SICO Arab Financiai Fund (the
Fund), a sub-fund of SICO Funds Company Il B.S.C. {c} {the Company} which comprise the
statement of financial position as at 31 December 2010 and the statements of comprehensive
income, changes in net assets attributable to holders of redeemable units and cash flows for the
year then ended and a summary of significant accounting policies and other explanatory notes.

The Company’s Directors’ responsibility for the financial statements

The Company's Directors are responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting Standards and for such
internal control as the Directors determine is necessary fo enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

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

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

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

Opinion
In our opinion, the accompanying financial statements present fairly, in all material respects, the

financial position of the Fund as at 31 December 2010 and its financial perfarmance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.



PRICEWATERHOUSE(QOPERS

Independent Auditor’s Report to the Unitholders of
SICO Arab Financial Fund
(a sub-fund of SICO Funds Company Il B.S.C. (c)) (continued)

Report on regulatory requirements

Further, as required by the Central Bank of Bahrain Rule Book 6 Collective Investment
Undertakings (CIU Module), we report that the financial statements have been properly prepared
in accordance with the relevant provisions of the rules in the CIU Module; the Fund has
maintained proper books and records and the financial statements are in agreement therewith;
and nothing has come to our attention which causes us to believe that the Fund has breached
any of the applicable provisions of the CIU Module or the Fund’'s Private Placement
Memorandum which would materially affect its activities or its financial position as at 31
December 2010.

ﬂwﬁa&aﬂfw/lﬂ

27 April 2011
Manama, Kingdom of Bahrain



SICO ARAB FINANCIAL FUND
Statement of financial position
(Expressed in Bahrain Dinars, unless otherwise stated)

ASSETS

Current assets

Financial assets at fair value through profit or loss
Prepayments and other receivables

Cash and bank balances

Total assets
LIABILITIES

Current liabilities
Accruals and other payables

Liabilities (excluding net assets attributable to
holders of redeemable units)

Net assets attributable to holders of redeemable
units

Total liabilities

As at 31 December

2010 2009

Note
4 3,347,187 2,791,818
25 4,570
5 331,421 920,103
3,678,633 3,716,491
6 137,784 20,090
137,784 20,090
7 3,540,849 3,696,401
3,678,633 3,716,491

These financial statements have been approved for issue by the Board of Directors of SICO Funds
Company Il B.S.C. (c) on 24 April 2011 and signed on its behalf by:

-

W. Mallis
Chairman and Managing Director

SICO Funds Company Il B.S.C (c)

<

Najla’Al Shirawi

Director

SICO Funds Company |l B.S.C (c)

The notes on pages 8 to 19 are an integral part of these financial statements.
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SICO ARAB FINANCIAL FUND
Statement of comprehensive income

(Expressed in Bahrain Dinars, unless otherwise stated)

Income

Dividend income

Interest income

Other income

Net changes in fair value of financial assets
at fair value through profit or loss

Operating expenses

Management fee
Custodian fee
Administration fee
Transaction cost
Registrar fee

Audit fees

Other fees and expenses

Increase in net assets attributable to
holders of redeemable units from
operations being total comprehensive
income

Note

Year ended 31 December

2010 2009
145,689 104,735
542 1,930
13,058 5,007
771,767 561,978
931,056 673,650
(53,362) (65,172)
(6,316) (7,571)
(6,983) (11,354)
(3,310) (9,093)
(2,678) (2,048)
(4,200) (3,869)
(3,272) (5,898)
(80,121) (105,005)
850,935 568,645

These financial statements have been approved for issue by the Board of Directors of SICO Funds
Company Il B.S.C. (c) on 24 April 2011 and signed on its behalf by:

<

_Anthony C-¥allis
Chairman and Managing Director

SICO Funds Company Il B.S.C (c)

A

Najla Al Shirawi
Director
SICO Funds Company Il B.S.C (c)

The notes on pages 8 to 19 are an integral part of these financial statements.
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SICO ARAB FINANCIAL FUND
Statement of changes in the net assets attributable to holders of redeemable units
(Expressed in Bahrain Dinars, unless otherwise stated)

Nominal Unit
value of  premium/ Retained
units  (discount) earnings Total
At 1 January 2009 7,237,319 137,930 (1,252,724) 6,122,525
Issue of units during the year - - - -
Redemption of units during the year {3,431,405) 436,636 - (2,994,769)
Net (decrease)/increase from unit
fransactions {3,431,405) 436,636 - (2,994,769)
Increase in net assets attributable to
heolders of redeemable units from
operations - - 568,645 568,645
At 31 December 2009 3,805,914 574,566 {684,079} 3,696,401
At 1 January 2010 3,805,914 574,566 (684,079} 3,696,401
Issue of units during the year 17,779 2,953 - 20,732
Redemption of units during the year {911,993) (115,226) - (1,027.219)
Net decrease from unit transactions (894,214} (112,273) - (1,006,487
Increase in net assets atiributabie fo
holders of redeemable units from
operations - - 850,935 850,935
At 31 December 2010 2,911,700 462,293 166,856 3,540,849

The notes on pages 8 to 19 are an integral part of these financial statements.
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SICO ARAB FINANCIAL FUND
Statement of cash flows
(Expressed in Bahrain Dinars, unless otherwise stated)

Cash flows from operating activities

Increase in net assets atiributable to holders of
redeemable units from operations

Adiustments for non-cash items:
Changes in fair value of financial assets at fair value
through profit or loss

Net changes in:
Financial assets at fair value through profit or loss

Prepayments and other receivable
Accruals and other payables
Net cash provided by operating activities

Cash flows from financing activities
Proceeds from issue of units

Redemption of units during the year

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the
year

Cash and cash equivalents at the end of the year

Note

Year ended 31 December

2010 2009
850,935 568,645
(467,502) (968,537)
(87,867) 875,385
4,545 9,664
117,694 (61,555)
417,805 423,602
20,732 -
(1,027,219) (2,994,769)
(1,006,487) (2,994,769)
(588,682) (2,571,167)
920,103 3,491,270
331,421 920,103

The notes on pages 8 to 19 are an integral part of these financial statements.
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SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
{Expressed in Bahrain Dinars, uniess otherwise stated)

Incorporation and background information

in accordance with an instrument dated 23 April 2007, SICO Funds Company Il B.S.C. (¢) (the
Company) created the SICO Arab Financial Fund (SAFF or the Fund), an open-ended fund, which
was launched with the principal objective of achieving long-term capital appreciation by investing in
financial sector equity securities listed on the stock markets of Arab countries. From time o time, the
Fund may also invest in equity related hybrid and debt securities listed on the stock markets of Arab
countries. The Fund has no employees.

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements of the Fund
are set out below. These policies have been consistently applied to all the periods presented, unless
otherwise stated.

Basis of preparation

The financial statements of the Fund have been prepared in accordance with International Financial
Reporting Standards (IFRS). The financial statements have been prepared under the historical cost
convention, as modified by the revaluation of financial assets at fair value through profit or loss.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise ifs judgment in the process of applying
the Fund’s accounting policies. Areas involving a higher degree of judgment or complexity, or areas
where assumptions and estimates are significant to the financial statements are set out in Note 3.5.

{a) New and amended standards adopted by the Fund

The following new standards and amendmenis to standards are mandatory for the first time for the
financial year beginning 1 January 2010:

e IFRS 3 (revised), ‘Business combinations’ (effective from 1 July 2009); and
e |AS 27 (Revised), ‘Consclidated and separate financial statements’, (effective from 1 July
2009).

{b) New and amended standards, and interpretations mandatory for the first time for the
financial year beginning 1 January 2010 but not currently relevant to the Fund (although they
may affect the accounting for future transactions and events)

The following standards and amendments to existing standards have been published and are
mandatory for the Fund’s accounting periods beginning on or after 1 January 2010 or later periods,
but the Fund has not early adopted them:

o IFRIC 17, ‘Distributions of non-cash assets to owners' (effective from 1 July 2009},

o« |IFRIC 18, 'Transfers of assets from customers’ {effective from 1 July 2009);

e [FRIC 8, '‘Reassessment of embedded derivatives and [AS 39, Financial instruments:
Recognition and measurement’ {effective 1 July 2009);

IFRIC 16, ‘Hedges of a net investment in a foreign operation’ {effective 1 July 2009);

|AS 1 (amendment), ‘Presentation of financial statements’;

|AS 36 (amendment), ‘Impairment of assets’, (effective 1 January 2010},

IFRS 2 {amendment}, ‘Share-based payment’; and

IFRS 5 {amendment}, ‘Non-current assets held for sale and discontinued operations'.

@ © & o o



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
{Expressed in Bahrain Dinars, unless otherwise stated)

Summary of significant accounting policies (confinued)

Basis of preparation (continued)

{c) New standards, amendments and interpretations issued but not effective for the financial
year beginning 1 January 2010 and not early adopted

The Fund's assessment of the impact of these new standards and interpretations is set out below:

IFRS 9, 'Financial instruments’, issued in November 2009. This standard is the first step in
the process o replace 1AS 39, ‘Financial instruments: recognition and measurement’. IFRS 9
introduces new requirements for classifying and measuring financial assets and is likely fo
affect the Fund's accounting for its financial assets. The standard is not applicable until 1
January 2013 but is available for early adoption.

IAS 24 {revised), ‘Related party disclosures’, issued in November 2009. It supersedes |IAS
24, ‘Related party disclosures’, issued in 2003. IAS 24 (revised) is mandatory for periods
beginning on or after 1 January 2011. Earlier application, in whole or in part, is permitted.

‘Classification of rights issues’ (amendment to IAS 32), issued in October 2009. The
amendment applies to annual periods beginning on or after 1 February 2010. Earlier
application is permitted. The amendment addresses the accounting for rights issues that are
denominated in a currency other than the functional currency of the issuer. Provided certain
conditions are met, such rights issues are now classified as equity regardless of the currency
in which the exercise price is denominated. Previously, these issues had to be accounted for
as derivative liabilities. The amendment applies retrospectively in accordance with 1AS 8
‘Accounting policies, changes in accounting estimates and errors’. The Fund will apply the
amended standard from 1 January 2011.

IFRIC 19, ‘Extinguishing financial Habilittes with equity instruments’, effective 1 July 2010.
The interpretation clarifies the accounting by an entity when the terms of a financial liability
are renegotiated and result in the entity issuing equity instruments to a creditor of the entity to
extinguish all or part of the financial liability (debt for equity swap). It requires a gain or loss to
be recognised in profit or loss, which is measured as the difference between the carrying
amount of the financial liability and the fair value of the equity instruments issued. If the fair
value of the equity instruments issued cannot be reliably measured, the equity instruments
should be measured to reflect the fair value of the financial liability extinguished. The Fund
will apply the interpretation from 1 January 2011.

‘Prepayments of a minimum funding requirement (amendments f{o IFRIC 14). The
amendments correct an unintended consequence of IFRIC 14, ‘[AS 19 — The limit on a
defined benefit asset, minimum funding requiremenis and their interaction’. Without the
amendments, eniities are not permitied to recognise as an asset some voluntary
prepayments for minimum funding contributions. This was not intended when {FRIC 14 was
issued, and the amendments correct this. The amendmentis are effective for annual periods
beginning 1 January 2011. Earlier application is permitted. The amendments should be
applied retrospectively to the earliest comparative period presented. The Fund will apply
these amendments for the financial reporting period commencing on 1 January 2011.



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
{Expressed in Bahrain Dinars, unless otherwise stated)

Summary of significant accounting policies (continued)
Financial assets
(a} Classification

The Fund classifies its financial assets in the following categories; at fair value through profit or loss and
ioans and receivabies. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at initial recognition.

(i) Financial assels at fair value through profit or loss
The Fund classifies its mvestments in equity securities as financial assets designated at fair value
through profit or loss at inception.

(i} Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They are included in current assets, except for maturities
greater than 12 months after the statement of financial postion date. These are classified as non-
current assets. The Fund's loans and receivables comprise cash and cash equivalents on the
statement of financial position.

Financial assets designated at fair value through profit or loss at inception are financial instruments
that are not classified as held for trading but their performance is evaluated on a fair value basis in
accordance with the Fund’'s documented investment strategy.

(b} Recognition, derecognition and measurement

Regular purchases and sales of investments are recognised on the trade date — the date on which the
fund commits to purchase or sei] the invesiments. Financial assets carried at fair value through profit
or loss are initially recognised at fair value and transaction cosis are expensed in the statement of
comprehensive income,

Financial assets are derecognised when the rights to receive cash flows from the investmenis have
expired or have been transferred and the Fund has fransferred substantially aif the risks and rewards of
ownership.

Financial assets at fair vale through profit or loss are subsequently carried at fair value. Loans and
receivables are carried at amortised cost using the effective interest method. Gains and losses arising
from changes in the fair value of the financial assets at fair value through profit or loss category are
presented in the statement of comprehensive income in the period in which they arise.

(c) Fair value estimation

The fair values of financial assets traded in active markets (such as publicly traded securities) are
based on quoted market prices at the close of irading on the year end date. The quoted market price
used for financial assets held by the Fund is the current bid price.

Interest income and dividend income

Interest income is recognised on a time-proportion basis using the effective interest method and
includes interest income from cash and cash equivalents.

Dividend income from financial assets at fair value through profit or loss is recognised in the statement

of comprehensive income within dividend income when the Fund's right fo receive the payment is
established.

10



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
(Expressed in Bahrain Dinars, unless otherwise stated)

Summary of significant accounting policies (continued)

Due to brokers

Amounts due to brokers represent payables for securities purchased that have been contracted for but
not yet settled or delivered on the statement of financial position date. These are recorded initially at fair
value and are subsequently measured at amortised cost.

Accruals and other payables

Accruals and other payables are recognised when the Fund has a present legal or constructive
obligation as a result of past events; it is more likely that an ocutflow of resources will be reguired to
settle the obligation; and the amount has been reliably estimated.

Accrued expenses are recognised initially at fair value and subsequently stated at amortised cost using
the effective interest method.

Foreign currency translation
{a) Functional and presentation currency

The financial statements are prepared in Bahrain Dinars {BHD), which is the functional and presentation
currency of the Fund.

{b) Transactions and balances

Transactions denominated in foreign currencies are translated info Bahrain Dinars at the raies of
exchange prevailing on the date of the transaction while assets and liabilities are translated into Bahrain
Dinars at the rates of exchange on the statement of financial postion date.

The foreign exchange gains and losses arising from translation are included in the statement of
comprehensive income.

Foreign exchange gains and losses relating fo financial assets at fair value through profit or loss are
presented in the statement of comprehensive income within “gain/(loss} on financial assets at fair value
through profit or loss”.

Transaction costs

Transaction costs are incurred {0 acquire/sell financial asseis or labilities at fair value through profit
or loss. They include the bid-ask spread, fees and commissions paid to agents, advisers, brokers and
dealers. Transaction costs, when incurred, are immediately recognised in the statement of
comprehensive income.

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks and other short-term
highly liquid investments with original maturities of three months or less.

Increase/decrease in net assets attributable to holders of redeemable units from operations

Income not distributed is included in net assets attributable to holders of redeemable units.

11



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
(Expressed in Bahrain Dinars, unless otherwise stated)

Summary of significant accounting policies {continued)

Redeemable units

Units are redeemable at the unitholder's option and are accordingly classified as financial liabilities.
The dividend distribution on these units is recognised in the statement of comprehensive income as
finance costs.

The units can be put back to the Fund at any time for cash equal to a proportionate unit of the Fund's
net asset value. The units are carried at the redempiion amount that is payable at the statement of
financial position date if the unitholders exercised their right to put the units back to the Fund.

The units are issued and redeemed at the holder's option at the prices based on the Fund's net asset
value per unit at the time of issue or redemption. The Fund's netf asset value per unit is calculated by
dividing the net assets atiributable to the holder of redeemable units with the total number of
outstanding redeemable units.

Financial risk management

The Fund is a sub-fund of SICO Funds Company Il B.5.C (c) (the Company). Accordingly, the risk
management palicies of the Fund are governed by the Company.

The Fund's activities expose it to a variety of financial risks: market risk {including currency risk, fair
value interest rate risk, cash flow interest rate risk and price risk}, credit risk, concentrations of risk and
liquidity risk. The Fund's overall risk management programme focuses on the unpredictability of
financial markets and seeks to minimise potential adverse effects on the Fund’s financial performance.
The Fund's aim is, therefore, to achieve an appropriate balance between risk and return and minimise
potential adverse effects on its financial performance.,

The Fund's risk management policies are based on a simplified framework with non-complex
transactions to identify and analyse these risks, to set appropriate risk limits and controls, and to
monitor the risks and adherence to limits by means of realisable and up-to-date information systems.

Risk management activities are carried out by the senior managemeni under policies that are
approved by the Company's Board of Directors. Management regularly reviews its risk management
policies and systems to reflect changes in markets, products and emerging best practices.

3.1 Market risk

The Fund is exposed to market risk, which is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market prices. Market risks arise from open
positions in interest rate, currency and equity products, all of which are exposed to general and
specific market movements and changes in the level of volatility of market rates or prices such as
interest rates, credit spreads, foreign exchange rates and equity prices.

3.1.1  Price risk

The Fund is exposed to equity securities price risk. This arises from investments held by the Fund for
which prices in the future are uncertain. Where equity securities are denominated in currencies other
than USD, the price initially expressed in foreign currency and then converted inte USD will also
fluctuate because of changes in foreign exchange rates. FParagraph (3.1.2) below sets out how this
component of price risk is managed and measured.

To manage its price risk from investment securities, the Fund attempts to diversify its investment

portfolio. There are well defined investment policies and procedures approved by the Company's
Board of Directors which govern the trading securities.

12



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
{Expressed in Bahrain Dinars, unless otherwise stated)

Financial risk management (continued)
31 Market risk {continued)
3.1.1  Price risk {continued)

Formal valuation policies that specify appropriate and sound portfolic valuation methodologies have
been established for mvestments in listed companies. Marking the equity portfolio to market on each
valuation day ensures that the unrealised gains and losses are accounted for on a daily basis.

At 31 December 2010, the fair value of equities exposed to price risk was BHD 3,347,187 (200%:
BHD 2,783,362).

All the Fund's equity securities are publicly listed and the table below summarises the sensitivity of
the Fund's net assetfs aftributable to holders of redeemable units to equily price movements,
including the effect of movements in foreign currency exchange rates on equity prices, as at 31
December. The analysis is based on the assumption that all other variables will remain constant and
the market price of all the securities held in the porifolio moves up or down by 10%. This represents
management’s best estimate of a reasonable possible shift in the market of the securities held in the
portfalio.

Impact on the Fund’s Impact on net assets
results for the year attributable to holders of
ended redeemable units as at
Reasonable 31 December 31 December
shift 2010 2009 2010 2009
Financial assets
at fair value
through profit or + 10% change
foss in equity prices +334,712 + 279,182 +334,719 + 279,182

3.1.2 Foreign exchange risk

Foreign exchange risk, as defined in IFRS 7, arises as the value of future fransactions, recognised
monetary assets and monetary liabilities denominated in other currencies fluctuate due to changes in
foreign exchange rates. I[FRS 7 considers the foreign exchange exposure relating to non-monetary
assets and liabilities to be a component of the market price risk and not foreign currency risk.

The Fund is exposed to currency risk with respect to its trading securities. However, the Fund has
very limited exposures o currency risk as a significant portion of the foreign currency trading
securities are in currencies pegged to US Dollars.

3.1.3 Interestrate risk

Interest rate risk arises from the effects of fluctuations in the prevailing levels of market interest rates
on the fair value of financial assets and liahilities and future cash flows.

The Fund's call deposit has a maturity of less than three months and ifs other assets and liabilities

are not sensitive to interest rate risk. Therefore, the Fund is not significantly exposed to interest rate
risk.

13



SICO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
{Expressed in Bahrain Dinars, unless otherwise stated)

Financial risk management (continued)
3.2 Credit risk

The Fund is exposed to credit risk, which is the risk that one party to a financial instrument will cause
a financial loss for the other party by failing to discharge an abligation.

The main concentration to which the Fund is exposed arises from cash and bank balances and due
from brokers. Cash and cash equivalents are held by parties with a credit rating of A or higher.
Additionally, repuied entities are appointed as the custodian of the Fund.

All transactions in listed securities are settled/ paid for upon delivery using approved brokers. The
risk of default is considered minimal, as delivery of securities is made by the custodian only on
receipt of payment from the broker. Payment is made by the custodian for the purchase of securities
only on receipt of security from the broker. The trade will fail if either party fails to meet its obligations.

3.3 Liguidity risk

Liquidity risk is the risk that the Fund may not be able to generate sufficient cash resources to setile
its obligations in full as they fall due or can only do so on terms that are materially disadvantageous.

The Fund is exposed to the weekly cash redemptions of redeemable units. Hs policy is therefore to
invest its assets in investments that are traded in an active market and can be readily disposed. As
per the prospectus of the Fund, the investment manager has the right to scale down redemptions to
10% of the net asset value of the Fund if the redemption request on any valuation day exceeds more
tnan 10% of the net asset value of the Fund.

The Fund’s securities are considered readily realisable as they are listed on stock exchanges.

The table below analyses the Fund’s financial liabilities into relevant maturity groupings based on the
remaining period at the statement of financial position date to the coniractual maturity date. The
amounts in the table are the contractual undiscounted cash flows.

Less than 1
2010 month 1-12 months Total
Liabilities
Current labilities
Accruals and other payables - 137,784 137,784
Liabilities (excluding net assets
attributable to holders of redeemable
units) - 137,784 137,784
Net assets atiributable to holders of
redeemable units 3,540,849 - 3,540,849
3,540,849 137,784 3,678,633
Less than 1
2009 month 1-12 months Total
Liabilities
Current liahilities
Accruals and other payables - 20,090 20,000
Liabilities {excluding net assets
attributable to holders of redeemable
units) - 20,090 20,090
Net assets attributable to holders of
redeemable units 3,696,401 - 3,696,401
3,696,401 20,090 3,716,491
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S1CO ARAB FINANCIAL FUND
Notes to the financial statements for the year ended 31 December 2010
(Expressed in Bahrain Dinars, unless otherwise stated)

Financial risk management {continued)
33 Liquidity risk {continued)

Redeemable units are redeemed on demand at the holder's option. However, the Company’s Board
of Directors does not envisage that the contractual maturity disclosed in the table above will be
representative of actual cash outfiows, as the holders of these instruments typically retain them for
the medium to long term.

The Fund manages its liquidity risk by investing in securities that it expects to be able to liquidate
within 1 month. Accordingly, all the Fund’s financial assets are realizable within a maximum period of
one month.

3.4 Capital risk management

The capital of the Fund is represenied by the net assets attributable to holders of redeemable units.
The amount of net assets attributable to holders of redeemable units can change significantly on a
weekly basis as the Fund is subject to weekly subscriptions and redemptions at the discretion of
unithoiders. The Fund’s objective when managing capital is to safeguard the Fund's ability to
continue as a going concern in order to provide returns for unitholders and benefits for other
stakeholders and to maintain a sirong capital base to support the development of the investment
activities of the Fund.

3.5 Fair value estimation

The fair value of financial assets traded in active markets is based on gquoted market prices at the
close of trading on the year end date. The quoted market price used for financial assets held by the
Fund is the current bid price.

A financial instrument is regarded as quoted in an active market if quoted prices are readily and
regularly available from an exchange and these prices represent actual and regularly occurring
market transactions on an arm’s length basis.

The carrying values of other assets and liabilities are assumed to approximate their fair values.

The Fund adopted the amendment to IFRS 7, effective 1 January 2009. This requires the Fund to
classify fair value measurements using a fair value hierarchy that reflects the significance of the
inputs used in making the measurements. The fair vaiue hierarchy has the following levels:

= Quoted prices {unadjusted) in active markets for identical assets or liabilities (Level 1).

+ Inpuis other than guoted prices included within Level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices) {Level 2).

» Inpuis for the asset and liability that are not based on cobservable market data (that is,
uncbservable inputs) (Level 3).

The level in the fair value hierarchy within which the fair value measurement is categorized in its
entirety is determined on the basis of the lowest level input that is significant to the fair value
measurement in its entirety. For this purpose, the significance of an input is assessed against the fair
value measurement in its entirety. If a fair value measurement uses observable inputs that require
significant adjustment based on uncbservabtle inputs, that measurement is a Level 3 measurement.
Assessing the significance of a particular input to the fair value measurement in its entirety required
judgment, considering factors specific {o the asset or liability.
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Financial risk management {continued)

35 Fair value estimation (continued)

The determination of what constitutes ‘observable’ requires significant judgment by the Fund. The
Fund considers observable data to be the market data that is readily available, regularly distributed or
updated, reliable and verifiable, not proprietary, and provided by independent sources that are
actively involved in the relevant market.

At 31 December 2010 and 31 December 2009 all the financial assets at fair value through profit or
loss of the Fund were equity investments whose values are based on quoted market prices in active
markets, and therefore, classified within Level 1 of the {air value hierarchy

Financial assets at fair value through profit or loss

All financial assets are listed securities in the GCC and MENA region, which have been designated at
fair value through profit or loss at inception:

2010 2009
BHD % BHD %
Investment in debt securities:
- Oman - - 8,456 0.30
Investments in equity securities:
- Saudi Arabia 812,613 24.28 530,844 19.01
- Egypt 297,360 8.88 393,218 14.09
- Qatar 1,080,429 32.28 723,771 2593
- United Arab Emirates 321,348 9.60 71,6897 2.57
- Kuwait 327,354 9.78 486,054 17.41
-Oman 304,965 9.11 354,971 12.71
- Bahrain 203,118  6.07 222,807 7.98
Total financial assets designated at fair value
through profit or loss 3,347,187 100.00 2,791,818 100

Financial assets at fair value through profit or loss represent 90.99% (2009: 75.12%) of the Fund'’s total
asseis.

Other net changes in fair value of financial assets at fair value through profit or loss:

2010 2009
Realised 467,501 {408,559)
Unrealised 304,266 968,537
771,767 561,978

Cash and bank balances

External

credit rating 2010 2009
Current account with banks AA 320,466 682,808
Call deposit with banks AA 10,955 237,295
331,421 920,103

External ratings are based on Fitch ratings or equivalent.
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Accruais and other payables

2010 2009

Amounts due to related parties (Note 9) 13,200 14,720
Due to brokers 11,420 -
Accrued custody and administration fees 1,128 2,388
Unsettled redeemed units 109,641 -
Other accruals 2,395 2973
137,784 20,090

Amounts due to related parties are unsecured, bear no interest and are repayable on demand.
Fund units and unit value

Nominal value

The initial offer price of the fund unit was USD 10 each. The subscription price following the initial
offer and the redemption price is the price at which the units are offered to subscribers which is based
upon the net assets value (NAV) per unit of the Fund at close of business on the relevant valuation
day.

The net asset value per unit of the Fund is calculated as follows:

2010 2009
Number of units subscribed 772,334 1,009,526
Nominal value of units subscribed (BD) 2,911,700 3,805,914
Nominal value per unit subscribed (BD) 3.770 3.770
Nominal value per unit subscribed (USD) 10.00 10.00
Net asset value of the Fund (BD) * 3,540,849 3,696,401
Net asset value per unit (BD) 4.584 3.661
Net asset value per unit (US Dollar) 12.159 9.71

* Net asset value is determined based upon the accounting policies contained in these financial
statements.

Custody and administration fees

{a) A custodian fee is paid to HSBC Bank Middle East Limited (Bahrain Branch), the custodian and
administrator of the fund. This fee is payable at a higher of minimum monthly fee of BD 377 (annual
minimum fee of BD 4,524) and a percentage of yearly net asset value of the Fund. The percentage
applied are as follows:

Yearly NAV range Annual administration fee percentage
$0-10 million 15hbps
$10-25 million 14bps
$25-50 million 13bps
$50-100 miition 12bps
Greater than $100 11bps
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Custody and administration fees (continued)

{b) An administration fee is paid to HSBC Bank Middle East Limited (Bahrain Branch), the custodian
and administrator of the Fund. This fee is payable at a higher of minimum monthly fee of BD 377
(annual minimum fee of BD 4,524) and a percentage of yearly net asset value of the Fund. The
percentages applied are as follows:

Yearly NAV range Annual administration fee percentage
$0-20 mittion 8bps
$20-50 million 7bps
$50-100 million 6bps
Greater than $100 5bps

Related party transactions

Parties are considered related if one party has the ability to control the other party or exercises significant
influence over the other party in making financial or operational decisions. The Fund is a sub-fund of
SICO Funds Company Il B.S.C. {¢), which is a wholly owned subsidiary of Securities & Investment
Company B.S.C. (¢} {(SICO), which provides fund management services to the Fund. Related parties
comprise SICO and its shareholders, unit holders of the fund and the sharehoiders of SICO Funds
Company H B.5.C. (c).

Directors’ remuneration is fully accounted for by SICO on behalf of the Company and no amounts are

recharged to the Fund.

(a) Trading securities for the Fund include the invesiments in equity securities of the following financial
institutions which are also shareholders of SICO:

31 December 2010 31 December 2008

Shares BD Shares BD

National Bank of Bahrain B.S.C 83,800 51,956 147,230 159,337
Bank of Bahrain and Kuwait BSC - - 128,600 201,257
51,056 360,594

(b) Management fees, calculated at 1.5% per annum of the weekly net asset value of the Fund, is
payable to SICO. The management fees for the year ended 31 December 2010 amounted to BHD
53,362 (2009: BHD 65,172).

At 31 December 2010 the amount of management fee payable to SICO was BHD 13,200 (2009:
BHD 14,729).

{c) Performance fee, calculated at 10% over and above the hurdle totai rate of return of 10% for each

class of Units for each financial year, is payabie to SICO. There were no performance fees for the
year ended 31 December 2010 and the year ended 31 December 2009.
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Financial instruments by category

Assets at fair
value through

Loans and the profit
receivables and loss Total
As at 31 December 2010
Assets as per statement of financial position
Financial assets at fair value through profit or loss - 3,347 187 3,347,187
Other receivables and prepayments 25 - 25
Cash and cash equivaients 331,421 - 331,421
Total 331,446 3,347,187 3,678,633
As at 31 December 2009
Assets as per staternent of financial position
Financial assets at fair value through profit or loss - 2,791,818 2,791,818
Other receivables and prepayments 4,570 - 4,570
Cash and cash equivalents 920,103 - 920,103
Total 024,673 2,791,818 3,716,491
Liabilities at
2010 amortised cost Total
Liabilities as per statement of financial position
Accruals and other payables 137,784 137,784
Liabilities {excluding net assets attributable to
holders of redeemable units) 137,784 137,784
Net assets atfributable to holders of redeemable
units 3,540,849 3,540,849
3,678,633 3,678,633
2009
Liabilities as per statement of financial position
Accruals and other payables 20,080 20,690
Liabilities (excluding net assets attributable to
holders of redeemable units) 20,090 20,090
Net assets attributable to holders of redeemable
units 3,696,401 3,696,401
3,716,491 3,716,491
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