


Global Investment House – K.S.C. (Closed) and Subsidiaries 

CONSOLIDATED INCOME STATEMENT 

For the year ended 31 December 2008

	
	
	2008
	2007

	
	Notes
	KD ′000 
	KD ′000 

	
	
	
	

	Fees and commission income
	4
	50,999
	30,137

	Interest and similar income
	5
	19,468
	12,444

	Net (loss) gain on financial assets held for trading
	6
	(58,992)
	19,738

	Net (loss) gain on financial assets designated at fair value through income statement                                                                            
	6
	(60,009)
	56,097

	Net gain on financial assets available for sale
	6
	1,686
	-    

	Share of results of associates
	19
	7,493
	4,081

	Net gain on investment properties
	7
	11,999
	2,876

	(Loss) gain  on disposal of associates
	19
	(6,471)
	5,579

	Gain on disposal of subsidiaries
	26
	2,391
	18,975

	Change in fair value of derivative financial instruments
	37
	(13,897)
	5

	Foreign exchange losses
	
	(4,287)
	(4,219)

	Other operating income
	8
	8,873
	8,661

	
	
	─────────
	─────────

	Net operating (loss) income
	
	(40,747)
	154,374

	
	
	─────────
	─────────

	Personnel expenses
	
	6,508
	14,521

	Depreciation of property and equipment
	22
	1,921
	725

	Other operating expenses
	
	11,925
	9,330

	Interest and similar expense
	9
	38,860
	34,423

	Impairment charge (reversal) for credit losses
	16&17
	7,510
	(109)

	Impairment of other financial assets and intangibles
	10
	152,916
	-    

	
	
	─────────
	─────────

	Expenses
	
	219,640
	58,890

	
	
	─────────
	─────────

	(LOSS) PROFIT BEFORE TAXATION AND DIRECTORS’ FEES
	
	(260,387)
	95,484

	Taxation
	11
	-    
	(3,064)

	Directors’ fees
	
	-    
	(180)

	
	
	─────────
	─────────

	(LOSS) PROFIT FOR THE YEAR 
	
	(260,387)
	92,240

	
	
	═════════
	═════════

	Attributable to:
	
	
	

	Equity holders of the parent company
	
	(257,649)
	91,365

	Minority interests
	
	(2,738)
	875

	
	
	─────────
	─────────

	(LOSS) PROFIT FOR THE YEAR
	
	(260,387)
	92,240

	
	
	═════════
	═════════

	Basic (loss) earnings per share attributable to the

 equity holders of the parent company
	12
	 (225) fils
	       100 fils

	
	
	═════════
	═════════

	Diluted (loss) earnings per share attributable to

 the equity holders of the parent company
	12
	   (225) fils
	        97 fils

	
	
	═════════
	═════════


Global Investment House – K.S.C. (Closed) and Subsidiaries 

CONSOLIDATED BALANCE SHEET

At 31 December 2008

	
	
	2008
	2007

	
	Notes
	KD’000
	KD’000

	Assets
	
	
	

	Cash and cash equivalents
	13
	55,658
	68,797

	Financial assets held for trading  
	14
	38,573
	37,767

	Financial assets designated at fair value through income statement
	15
	380,281
	507,630

	Murabaha receivables
	16
	12,635
	15,784

	Loans and advances
	17
	69,208
	24,615

	Financial assets available for sale
	18
	70,891
	18,087

	Investment in associates
	19
	274,594
	95,782

	Investment properties
	20
	129,570
	41,433

	Property under development
	21
	54,073
	-    

	Property and equipment
	22
	21,100
	20,609

	Intangible assets
	23
	18,175
	4,437

	Other assets
	25
	128,005
	78,016

	
	
	─────────
	─────────

	Total assets
	
	1,252,763
	912,957

	
	
	═════════
	═════════

	Equity and liabilities
	
	
	

	
	
	
	

	Equity attributable to the equity holders of the parent company
	
	
	

	Share capital
	27
	131,243
	85,956

	Share premium
	27
	397,084
	91,873

	Share options reserve
	39
	-    
	1,765

	Statutory reserve
	28
	27,765
	27,765

	General reserve
	28
	27,765
	27,765

	Treasury shares
	29
	(59,029)
	(1,542)

	Treasury shares reserve
	
	2,434
	2,215

	Fair value reserve
	
	(620)
	3,373

	Foreign currency translation reserve
	28
	(864)
	(2,842)

	(Accumulated losses) retained earnings
	
	(222,291)
	86,723

	
	
	─────────
	─────────

	
	
	303,487
	323,051

	Minority interests
	
	36,297
	6,414

	
	
	─────────
	─────────

	Total equity
	
	339,784
	329,465

	
	
	─────────
	─────────

	Liabilities
	
	
	

	Short term borrowings 
	30
	550,951
	244,349

	Wakala payables
	30
	143,525
	149,167

	Medium term borrowings
	30
	-    
	84,754

	Bonds
	31
	103,908
	65,000

	Other liabilities
	32
	114,595
	40,222

	
	
	─────────
	─────────

	Total liabilities
	
	912,979
	583,492

	
	
	─────────
	─────────

	Total equity and liabilities
	
	1,252,763
	912,957

	
	
	═════════
	═════════

	
	
	
	


	Maha Khaled Al-Ghunaim

Chairperson and Managing Director
	
	Khaled J. Al Wazzan

Vice Chairperson and Director


Global Investment House – K.S.C. (Closed) and Subsidiaries 

CONSOLIDATED CASH FLOW STATEMENT 

For the year ended 31 December 2008

	
	
	2008
	2007

	
	Notes
	KD ′000 
	KD ′000 

	OPERATING ACTIVITIES
	
	
	

	(Loss) profit for the year
	
	(260,387)
	92,240

	Adjustments for:
	
	
	

	(Reversal) cost of share based payment
	39
	(1,765)
	800

	Depreciation of property and equipment
	22
	1,921
	725

	Impairment charge (reversal) for credit losses
	16&17
	7,510
	(109)

	Impairment of other financial assets and intangibles
	10
	152,916
	-    

	Interest and similar  income
	5
	(19,468)
	(12,444)

	Dividend income
	8
	(8,766)
	(8,661)

	Interest and similar expense
	9
	38,860
	34,423

	Share of results of associates
	19(b)
	(7,493)
	(4,081)

	Unrealised gain on investment properties
	
	-    
	(2,146)

	Gain on sale of investment properties
	
	(11,999)
	(730)

	Loss (gain) on disposal of associates
	19(d)
	6,471
	(5,579)

	Gain on disposal of subsidiaries
	26(f)
	(2,391)
	(18,975)


	
	
	─────────
	─────────

	
	
	(104,591)
	75,463

	Changes in operating assets and liabilities:
	
	
	

	Financial assets held for trading
	
	(806)
	(7,493)

	Financial assets designated at fair value through income statement
	
	126,615
	(94,978)

	Murabaha receivables
	
	3,166
	(5,663)

	Loans and advances
	
	(52,120)
	16,569

	Financial assets available for sale 
	
	(24,096)
	(13,360)

	Other assets
	
	(61,762)
	(23,486)

	Short-term borrowings
	
	222,206
	42,679

	Wakala payables
	
	(5,642)
	14,881

	Other liabilities
	
	(6,983)
	9,591

	
	
	─────────
	─────────

	Cash from operations
	
	95,988
	14,203

	Interest and similar income received
	
	19,351
	11,840

	Dividend income received
	
	8,766
	8,661

	Interest and similar expense paid
	
	(38,348)
	(34,780)

	
	
	─────────
	─────────

	Net cash from (used in) operating activities
	
	85,757
	(76)

	
	
	─────────
	─────────

	INVESTING ACTIVITIES
	
	
	

	Acquisition of subsidiaries, net of cash acquired
	26
	(52,085)
	(10,511)

	Proceeds from sale of subsidiaries
	26(f)
	12,644
	32,833

	Investment in associates
	19(b)
	(430,444)
	(57,035)

	Proceeds from sale of associates
	
	140,007
	20,837

	Dividend from associates
	19
	553
	988

	Purchase of property and equipment
	22
	(2,082)
	(8,240)

	Purchase of investment properties
	
	(69,483)
	(40,981)

	Purchase of property under development
	21
	(3,177)
	-    

	Proceeds from sale of investment properties
	
	24,359
	3,380

	
	
	─────────
	─────────

	Net cash used in investing activities
	
	(379,709)
	(58,729)

	
	
	─────────
	─────────

	FINANCING ACTIVITIES
	
	
	

	Proceeds from issue of shares
	
	341,903
	2,135

	Proceeds from interest bearing loans and  borrowings
	
	-    
	81,371

	Repayments of interest bearing loans and  borrowings
	
	-    
	(52,589)

	Issue of bonds
	
	38,908
	45,000

	Purchase of treasury shares
	
	(95,298)
	(76,105)

	Proceeds from sale of treasury shares
	
	38,030
	95,030

	Dividends paid to equity holders of the parent company
	
	(42,730)
	(34,070)

	
	
	─────────
	─────────

	Net cash from financing activities
	
	280,813
	60,772

	
	
	─────────
	─────────

	NET (DECREASE) INCREASE IN CASH AND CASH  EQUIVALENTS
	
	(13,139)
	1,967

	Cash and cash equivalents 1 January 
	
	68,797
	66,830

	
	
	─────────
	─────────

	CASH AND CASH EQUIVALENTS AT 31 DECEMBER
	13
	55,658
	68,797

	
	
	═════════
	═════════


Global Investment House – K.S.C. (Closed) and Subsidiaries 

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2008

	
	Attributable to the equity holders  of the parent company
	
	


	
	Share capital
	Share

premium
	Share

options

reserve
	Reserves

(Note 28)
	Treasury shares
	Treasury shares reserve
	Fair value reserve
	Retained earnings

(Accumulated losses)
	Sub-total
	Minority interests
	Total

	
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000

	
	
	
	
	
	
	
	
	
	
	
	

	Balance at 1 January 2008  
	85,956
	91,873
	1,765
	52,688
	(1,542)
	2,215
	3,373
	86,723
	323,051
	6,414
	329,465

	Change in fair value of financial assets available for sale (Note 6)
	-    
	-    
	-    
	-    
	-    
	-    
	(25,194)
	-    
	(25,194)
	-   
	(25,194)

	Effect of sale of financial assets available for sale (Note 6)
	-    
	-    
	-    
	-    
	-    
	-    
	(1,686)
	-    
	(1,686)
	-   
	(1,686)

	Recycled to consolidated income statement on impairment 
	-    
	-    
	-    
	-    
	-    
	-    
	22,887
	-    
	22,887
	-   
	22,887

	Foreign currency translation and other adjustments
	-    
	-    
	-    
	1,978
	-    
	-    
	-    
	-    
	1,978
	(714)
	1,264

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Net income/(expense) recognised directly 

 in equity
	-    
	-    
	-    
	1,978
	-    
	-    
	(3,993)
	-    
	(2,015)
	(714)
	(2,729)

	Loss for the year
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(257,649)
	(257,649)
	(2,738)
	(260,387)

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Total recognised income and expense for 

 the year
	-    
	-    
	-    
	1,978
	-    
	-    
	(3,993)
	(257,649)
	(259,664)
	(3,452)
	(263,116)

	Issue of 10% bonus shares (Note 27)
	8,595
	-    
	-    
	-    
	-    
	-    
	-    
	(8,595)    
	-    
	-    
	-    

	Issue of shares under group performance

 schemes (Note 27)
	2,308
	2,710
	-    
	-    
	-    
	-    
	-    
	-    
	5,018
	-    
	5,018

	Dividends paid (Note 33)
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(42,770)
	(42,770)
	-    
	(42,770)

	Share capital (GDR) and private placement (Note 27)
	34,384
	302,501
	-    
	-    
	-    
	-    
	-    
	-    
	336,885
	-    
	336,885

	Cost of share based payment reversed  (Note 39) 
	-    
	-    
	(1,765)
	-    
	-    
	-    
	-    
	-    
	(1,765)
	-    
	(1,765)

	Purchase of treasury shares
	-    
	-    
	-    
	-    
	(95,298)
	-    
	-    
	-    
	(95,298)
	-    
	(95,298)

	Sale of treasury shares
	-    
	-    
	-    
	-    
	37,811
	-    
	-    
	-    
	37,811
	-    
	37,811

	Increase in treasury shares reserve
	-    
	-    
	-    
	-    
	-    
	219
	-    
	-    
	219
	-    
	219

	Disposal of subsidiaries  
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(1,025)
	(1,025)

	Minority interest arising on business 

 combination
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	34,360
	34,360

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Balance as at  31 December 2008
	131,243
	397,084
	-    
	54,666
	(59,029)
	2,434
	(620)
	(222,291)
	303,487
	36,297
	339,784

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════


Global Investment House – K.S.C. (Closed) and Subsidiaries 

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2008

	
	Attributable to the equity holders  of the parent company
	
	


	
	Share 

capital
	Share

premium
	Share

options

reserve
	Reserves

(Note 28)
	Treasury shares
	Treasury shares reserve
	Fair value reserve
	Retained earnings
	Sub total
	Minority interests
	Total

	
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000
	KD’000

	
	
	
	
	
	
	
	
	
	
	
	

	Balance at 1 January 2007  
	70,545
	91,040
	965
	36,544
	(20,467)
	3,460
	(286)
	62,583
	244,384
	4,582
	248,966

	Change in fair value of financial assets 

 available for sale 
	-    
	-    
	-    
	-    
	-    
	-    
	3,659
	-    
	3,659
	-    
	3,659

	Foreign currency translation adjustments
	-    
	-    
	-    
	(2,772)
	-    
	-    
	-    
	-    
	(2,772)
	-    
	(2,772)

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Net income/(expense) recognised 

 directly in equity
	-    
	-    
	-    
	(2,772)
	-    
	-    
	3,659
	-    
	887
	-    
	887

	Profit for the year
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	91,365
	91,365
	875
	92,240

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Total recognised income and expense 

 for the year
	-    
	-    
	-    
	(2,772)
	-    
	-    
	3,659
	91,365
	92,252
	875
	93,127

	Issue of 20% bonus shares (Note 27)
	14,109
	-    
	-    
	-    
	-    
	-    
	-    
	(14,109)
	-    
	-    
	-    

	Issue of shares under group performance schemes (Note 27)
	1,302
	833
	-    
	-    
	-    
	-    
	-    
	-    
	2,135
	-    
	2,135

	Dividends paid (Note 33)
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(34,200)
	(34,200)
	-    
	(34,200)

	Transfer to reserves
	-    
	-    
	-    
	18,916
	-    
	-    
	-    
	(18,916)
	-    
	-    
	-    

	Cost of share based payment  (Note 39) 
	-    
	-    
	800
	-    
	-    
	-    
	-    
	-    
	800 
	-    
	800

	Sale of subsidiaries  
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(2,328)
	(2,328)

	Purchase of treasury shares
	-    
	-    
	-    
	-    
	(76,105)
	-    
	-    
	-    
	(76,105)
	-    
	(76,105)

	Sale of treasury shares
	-    
	-    
	-    
	-    
	95,030
	-    
	-    
	-    
	95,030
	-    
	95,030

	Increase in treasury shares reserve
	-    
	-    
	-    
	-    
	-    
	(1,245)
	-    
	-    
	(1,245)
	-    
	(1,245)

	Minority interest arising on business 

 combination
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	3,285
	3,285

	
	─────────
	────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Balance as at  31 December 2007
	85,956
	91,873
	1,765
	52,688
	(1,542)
	2,215
	3,373
	86,723
	323,051
	6,414
	329,465

	
	═════════
	════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════


1
INCORPORATION AND ACTIVITIES

The consolidated financial statements of Global Investment House K.S.C. (Closed) (the ‘Parent Company’) and its Subsidiaries (‘the Group’) for the year ended 31 December 2008 were authorised for issue in accordance with a resolution of the directors on 3 February 2009 and are subject to the approval of the general assembly of shareholders.

Global Investment House K.S.C. (Closed) is a closed shareholding company incorporated on 16 June 1998 under the Commercial Companies Law No. 15 of 1960 and amendments thereto.  The Parent Company’s shares are listed on Kuwait Stock Exchange, Bahrain Stock Exchange and Dubai Financial Market. Further, the Parent Company’s shares in the form of Global Depositing Receipts (GDRs) are listed on London Stock Exchange (LSE). The parent company is regulated by the Central Bank of Kuwait as an investment company.   

The Group is principally engaged in the provision of asset management, investment banking, principal investments, real estate and brokerage activities.  Its registered office is at Global Tower, Sharq, Al Shuhada St, P.O. Box 28807, Safat 13149, Kuwait.  

The Group primarily operates in the Gulf Cooperation Council (GCC) and other Middle East and North Africa (MENA) countries.

2 
FUNDAMENTAL ACCOUNTING CONCEPT

The Group incurred a net loss of KD 260 million (2007: profit of KD 92 million) for the year ended 31 December 2008 and as at that date the Group’s short term liabilities arising from default on debt obligations significantly exceed the assets that can be realised in the short term.

The ability of the Group to continue as a going concern is dependent on rescheduling the terms of obligations with the lenders (i.e. restructuring of interest bearing loans from short term to medium/long term loans), continued support from shareholders and future profitability which is dependent on adoption and implementation of a restructuring plan currently in discussions with the majority of the Group’s bank lenders as discussed in Note 30.

The management is confident of the positive outcome of the discussions with the lenders and the restructuring plan and, therefore, has prepared the consolidated financial statements under the going concern concept of accounting.

Had the going concern basis not been used, adjustments would be made relating to the recoverability of recorded asset amounts, or to the amounts of liabilities to reflect the fact the group may be required to realise its assets and extinguish its liabilities other than in the normal course of business, at amounts different from those stated in the consolidated financial statements.

3
SIGNIFICANT ACCOUNTING POLICIES 

Basis of preparation

The consolidated financial statements have been prepared under the historical cost convention as modified for the revaluation at fair value of financial assets at fair value through income statement, financial assets available for sale, investment properties and derivative financial instruments.

The consolidated financial statements are presented in Kuwaiti Dinars (KD) which is the functional currency of the Parent Company, and all values are rounded to the nearest KD thousand except when otherwise stated.

Statement of compliance

The consolidated financial statements have been prepared in accordance with the regulations of the State of Kuwait for financial services institutions regulated by the Central Bank of Kuwait. These regulations require adoption of all International Financial Reporting Standards (IFRS) except for the International Accounting Standard (IAS) 39 requirement for a collective provision, which has been replaced by the Central Bank of Kuwait’s requirement for a minimum general provision as described under the accounting policy for impairment of assets.

3
SIGNIFICANT ACCOUNTING POLICIES 

Changes in accounting policy and disclosures 

The accounting policies used in the preparation of the consolidated financial statements are consistent with those used in previous year except as noted below. 
The Group has adopted the following new and amended IFRS and IFRIC Interpretations:

· Amendment to IAS 39 and IFRS 7 : Financial Instruments: Recognition and Measurement and IFRS 7: Financial Instruments 

· IFRIC 11 IFRS 2:  Group and Treasury Shares Transactions
· IFRIC 12: Service Concession Arrangements; and 
· IFRIC 14: IAS 19- The Limit of a Defined Benefit Asset, Minimum Funding Requirements and their Interaction

The principal effect of these changes is as follows: 

Adoption of amendments to IAS 39: Financial Instruments: Recognition and Measurement and IFRS 7: Financial Instruments 

On 13 October 2008, the International Accounting Standards Board (IASB) approved and published amendments to IAS 39 Financial Instruments: Recognition and Measurement and IFRS 7 Financial Instruments: Disclosures to allow reclassifications of certain financial instruments held for trading to either the held maturity, loans and receivables or available for sale categories with effect from 1 July 2008. 

The Group has implemented the amendments to IAS 39. As a result, the Group reclassified certain trading financial assets with a carrying value of KD 37.9 million from the ‘held for trading’ category to the ‘available for sale’ category with effect from 1 October 2008 as these financial assets are no longer held for the purpose of selling or repurchasing it in the near term due to the impact of the global financial crisis on the local and regional equity markets.

The Group has recorded unrealised losses of KD 20.2 million in respect of the reclassified financial assets in fair value reserve within equity. Had the Group not implemented the amendments to IAS 39, the unrealised loss would have been recorded in the consolidated income statement. However, the Group made an assessment of impairment for these securities and recognized the entire amount of KD 20.2 million at 31 December 2008 as impairment loss. Therefore, the reclassification did not impact the over all net loss for the year.

The application of IFRIC 11, 12 and 14 did not have material impact on the consolidated financial statements of the Group. 

IASB Standards and IFRIC Interpretations issued, but not yet mandatory and have not been adopted yet
IAS 1: Presentation of Financial Statements effective 1 January 2009
IAS 16: Property, Plant and Equipment   effective 1 January 2009
IAS 19: Employee Benefits effective 1 January 2009

IAS 23: Borrowing costs (Revised) effective 1 January 2009

IAS 27: (Amended) Consolidated and separate financial statements (Revised) effective 1 July 2009

IAS 28: Investment in Associates effective 1 January 2009

IAS 31: Interest in Joint Ventures effective 1 January 2009

IAS 32:  Financial instruments: Presentation effective 1 January 2009

IAS 36: Impairment of Asset effective 1 January 2009

IAS 38: Intangible assets effective 1 January 2009

IAS 40: Investment property effective 1 January 2009

IFRS 1: First- time adoption of International Financial Reporting Standards effective 1 January 2009

IFRS 2: Share based payment (Revised) effective 1 January 2009

IFRS 3: Business Combinations (Revised) effective 1 July 2009

IFRS 5: Non current assets held for sale and discontinued operations effective 1 July 2009

IFRS 8: Operating Segments effective 1 January 2009

IFRIC 13: Customer Loyalty Programmes effective 1 July 2008

IFRIC 15: Agreements for construction of real estate effective 1 January 2009

IFRIC 16: Hedges of a Net Investment in a Foreign Operation effective 1 October 2009

IFRIC 17: Distribution of Non-Cash Assets to Owners effective 1 July 2009

IFRIC 18: Transfer of Assets from Customers effective 1 July 2009

3 
SIGNIFICANT ACCOUNTING POLICIES (continued)

Changes in accounting policy and disclosures (continued)

The adoption of IAS 1 and IFRS 8 will result in amendments to the presentation of the consolidated financial statements of the Group.

The application of IFRS 3 (Revised), IAS 27 (Amended) and IAS 28 will result in changes in accounting for business combination that will impact the amount of goodwill recognised, the reported results in the period that an acquisition occurs and future reported result. The new standards may require changes in the way Group discloses information about its goodwill recognised during acquisition.

The application of IAS 40 (Amended) will result in change in the accounting policy of properties under development from carrying it at cost to fair value model.

The application of other standards and interpretations are not expected to have material impact on the consolidated financial statements of the Group.

Basis of consolidation

The consolidated financial statements include the accounts of the Parent Company and its subsidiaries. The financial statements of the subsidiaries are prepared for the same reporting year as the Parent Company, using consistent accounting policies. All material inter-group balances and transactions, including inter-group profits and unrealised profits and losses are eliminated on consolidation. 
Subsidiaries are fully consolidated from the date on which control is transferred to the Group. Control is achieved where the Parent Company has the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. The results of the subsidiaries acquired or disposed off during the year are included in the consolidated income statement from the date of acquisition or up to the date of disposal, as appropriate. The Parent Company is the majority shareholder in certain limited liability companies that are Special Purpose Vehicles (SPVs) for the Parent Company’s investment banking mandates.  These SPVs are used to raise funds from the Group’s clients on basis of product offering memorandum with eventual objectives of providing equity financing to start up companies or to invest in specified asset classes as defined in the offering documents of the SPVs.   These SPVs are managed on a fiduciary basis by the Parent Company’s Investment Banking teams. The accounting for these SPVs is governed by the Parent Company’s beneficial ownership in each SPV.  

Minority interests represent the portion of profit and loss and net assets not held by the Group and are presented separately in the consolidated income statement and within equity in the consolidated balance sheet separately from equity attributable to the equity holders of the Parent Company. Acquisitions of minority interests are accounted for using the parent entity extension method, whereby, the difference between the consideration and the book value of the share of the net assets acquired is recognised as goodwill. Disposals to minority interests result in gains and losses for the Group that are recorded in the consolidated income statement.

Those subsidiaries that contribute to either of the following are considered as principal subsidiaries:

a) 5% of total assets of the group

b) 5% of total liabilities of the group

c) 5% of the net profit/loss of the group

The principal subsidiary of the Group is as follows:

	
	Effective equity interest
	
	

	Name of subsidiary
	31 December 

2008
	31 December 2007
	Principal activities
	Country of incorporation

	
	
	
	
	

	National International Holding 

 Company KSC (Closed)
	65%
	31%
	Investment activities and real estate
	Kuwait


Financial assets and liabilities

The Group classifies its financial assets and liabilities for the purpose of IAS 39 as “financial assets held for trading”, financial assets designated at fair value through income statement”, “Loans and receivables” (“murabaha receivables”, “loans and advances”) “financial assets available for sale” and “financial liabilities”.
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Financial assets and liabilities (continued)

Financial assets and liabilities are measured initially at fair value (transaction price) plus, in case of a financial asset or financial liability not at fair value through income statement, directly attributable transaction costs. Transaction costs on financial assets and financial liabilities at fair value through income statement are expensed immediately, while on other debt instruments they are amortised.

Management decides on acquisition of an investment whether it should be classified as held for trading, at fair 
value through statement of income, or available for sale.

The Group classifies financial assets as trading if they are acquired primarily for the purpose of making a short term profit by the dealers.

Classification of investments as financial assets at fair value through income statement depends on how management monitor the performance of these investments. When they are not classified as held for trading but have readily available reliable fair values and the changes in fair values are reported as part of income statement in the management accounts, they are classified as designated at fair value through income statement.


All other investments are classified as financial assets available for sale.

Financial assets held for trading 

Financial assets carried at fair value through income statement includes financial assets held for trading and financial assets designated upon initial recognition as at fair value through income statement and derivative financial instruments. Financial assets are classified as held for trading if they are acquired for the purpose of selling in the near term. Gains or losses on financial assets held for trading are recognised in the consolidated income statement. 

Financial assets designated at fair value through income statement 

Financial assets are designated at fair value through income statement if they are managed and their performance is evaluated on reliable fair value basis in accordance with documented investment strategy. Interest earned or incurred is accrued in interest income or finance cost, respectively, according to the terms of the contract, while dividend income is recorded in ‘investment income’ when the right to the payment has been established.

After initial recognition financial assets at fair value through income statement are remeasured at fair value with all changes in fair value recognised in the consolidated income statement.

 Derivative financial instruments

Derivatives embedded in host contracts are accounted for as separate derivatives when their risks and characteristics are not closely related to those of the host contracts and the host contracts are not carried at fair value. These embedded derivatives are initially recognised at cost, being the fair value at contract date, and are subsequently re-measured at their fair values. Changes in the fair value of derivative financial instruments that do not qualify for hedge accounting are recognised in the consolidated income statement. In the case of fair value hedges that meet the criteria for hedge accounting, any gain or loss arising from remeasuring the hedging instruments to fair value as well as the related changes in the fair value of the item being hedged are recognised in the consolidated income statement. In case of cash flow hedges that meet the criteria of hedge accounting, the portion of gain or loss on that hedging instrument that is determined to be an effective hedge is recognised directly in equity and the ineffective portion, if any, is recognised in the consolidated income statement. All derivative financial instruments are recognised in the consolidated balance sheet as either assets (positive fair values) or liabilities (negative fair values). 

Derivative financial instruments used by the Group include the following: 

(a) Forwards and futures 

Forward and future contracts are contractual agreements to buy or sell a specified financial instrument at a specific price and date in the future. Forwards are customised contracts transacted in the over- the- counter market. Future contracts are transacted in standardised amounts on regulated exchanges and are subject to daily cash margin requirements.

(b) Interest rate swaps

Swaps are contractual agreements between two parties to exchange movements in interest or foreign currency rates. Typically, for an interest rate swap, a floating rate interest stream will be exchanged for a fixed rate or vice versa.
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Financial assets and liabilities (continued)

(c) Options 

Options are contractual agreements that convey the right, but not the obligation, for the purchaser either to buy or sell a specific amount of a financial instrument at a fixed price, either at a fixed future date or at any time within a specified period.

Murabaha receivables

Murabaha is an Islamic transaction involving the purchase and immediate sale of an asset at cost plus an agreed profit. The amount due is settled on a deferred payment basis. When the credit risk of the transaction is attributable to a financial institution, the amount due under Murabaha contracts is classified as a Murabaha investment. Whereas, when the credit risk of transaction is attributable to counterparties other than banks and financial institutions, the amount due is classified as Murabaha receivable. 

Murabaha receivables which arise from the Group’s financing of long-term transactions on an Islamic basis are classified as Murabaha receivables originated by the Group and are carried at the principal amount less provision for credit risks to meet any decline in value. Third party expenses such as legal fees, incurred in granting a Murabaha are treated as part of the cost of the transaction.

All Murabaha receivables are recognized when the legal right to control the use of the underlying asset is transferred to the customer.

Loans and advances
Loans and advances are financial assets originated by the Group by providing money directly to the borrower that have fixed or determinable payments and are not quoted in an active market. Loans and advances are stated at amortised cost net of provision for impairment and credit losses.

Financial assets available for sale

Financial assets available for sale are those non-derivative financial assets that are designated as available for sale or are not classified as financial assets at fair value through income statement, financial assets held to maturity or loans and receivables.

After initial recognition, financial assets available for sale are measured at fair value with gains and losses being recognised as a separate component of equity until the investment is derecognised or until the investment is determined to be impaired at which time the cumulative gain and loss previously reported in equity is recognised in the consolidated income statement. Financial assets whose fair value cannot be reliably measured are carried at cost less impairment losses, if any.

Financial liabilities other than at fair value through profit or loss

These are stated using effective interest rate method.” Borrowings”, “Wakala Payables” and “Bonds” are classified as financial liabilities other than at fair value through profit or loss.

Borrowings

All money market borrowings are carried at cost less amounts repaid and are stated at amortised cost.

Wakala payables

Wakala payables represent short-term borrowings under Islamic principles and are stated at amortised cost.
Bonds

Bonds are carried on the consolidated balance sheet at their principal amount, net of directly related costs of issuing the bonds to the extent that such costs have not been amortised.  These costs are amortised through the consolidated income statement over the life of the bonds using the effective interest rate method.

Interest is charged as an expense as it accrues, with unpaid amounts included in other liabilities.
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Financial assets and liabilities (continued)

Fair value 

The fair value of financial assets and liabilities traded in recognised financial markets is their quoted market price, based on the current bid price. For all other financial assets or liabilities where there is no quoted market price, a reasonable estimate of fair value is determined by reference to the current fair value of another instrument that is substantially the same; recent arm’s length market transactions, discounted cash flow analysis or other valuation models.

The fair value of derivative is the equivalent of the unrealised gain or loss from marking to market the derivative using prevailing market inputs or internal pricing models.

Amortised cost of financial instruments

This is computed using the effective interest method less any allowance for impairment. The calculation takes into account any premium or discount on acquisition and includes transaction costs and fees that are an integral part of the effective interest rate.

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 purchases 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.

Derecognition of financial instruments 

Financial assets 

A financial asset (or, where applicable a part of financial asset or part of group of similar financial assets) is derecognised when: 

· rights to receive cash flows from the assets have expired; or 

· the Group has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the received cash flows in full without material delay to a third party under a ‘pass- through’ arrangement and either 

(a) the Group has transferred substantially all the risks and rewards of the asset or 

(b) the Group has neither transferred nor retained substantially all risks and rewards of the asset but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset or has entered into a pass- through arrangement and has neither transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the asset, a new asset is recognised to the extent of the Group’s continuing involvement in the asset.

Continuing involvement that takes form of a guarantee over the transferred asset, is measured at the lower of the original carrying amount of the asset and the maximum amount of consideration that the Group could be required to repay.

When continuing involvement takes the form of a written and/ or purchased option (including a cash settled option or similar provision) on the transferred asset, the extent of the Group’s continuing involvement is the amount of the transferred asset that the Group may repurchase, except that in the case of a written put option (including a cash settled option or similar provision) on an asset measured at fair value, the extent of the Group’s continuing involvement is limited to the lower of the fair value of the transferred asset and the option exercise price.

Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.  Where an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in consolidated income statement.
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Impairment of financial instruments

An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific financial asset may be impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one or more events that has occurred after the initial recognition of the asset (an incurred ‘loss event’) and that loss event (or events) has an impact on the estimated future cash flows of the financial asset or the group of financial assets that can be reliably estimated. Evidence of impairment may include indications that the borrower or a group of borrowers is experiencing significant financial difficulty, default or delinquency in interest or principal payments, the probability that they will enter bankruptcy or other financial reorganisation and where observable data indicate that there is a measurable decrease in the estimated future cash flows, such as changes in economic conditions that correlate with defaults.  If such evidence exists, an impairment loss, is recognised in the consolidated income statement.  

Impairment is determined as follows:

· for assets carried at amortised cost, impairment is based on estimated cash flows discounted at the original effective interest rate;

· for assets carried at fair value, impairment is the difference between cost and fair value; and

· for assets carried at cost, impairment is the difference between actual cost and the present value of estimated future cash flows discounted at the current market rate of return for a similar financial asset.

For non-equity financial assets the carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss is recognised in the consolidated income statement. If, in a subsequent year, the amount of the estimated impairment loss increases or decreases because of an event occurring after the impairment was recognised, the previously recognised impairment loss is increased or reduced by adjusting the allowance account. For available-for-sale equity investments, the investment is written down and subsequent increases are reflected as cumulative changes in fair value through equity.

In addition, a provision is made to cover impairment for specific groups of assets where there is a measurable decrease in estimated future cash flows.

Loans and advances

The Group assesses whether objective evidence of impairment exists on an individual basis for each individual significant loan and collectively for others. The main criteria that the Group uses to determine that there is objective evidence of an impairment consideration include whether any payment of principal or interest are overdue by more than 90 days or there are any known difficulties in the cash flows including the sustainability of the counterparty’s business plan, credit rating downgrades, breach of original terms of the contract, its ability to improve performance once a financial difficulty has arisen, deterioration in the value of collateral, etc. Impairment losses are evaluated at each reporting date, unless unforeseen circumstances require more careful attention.

In addition, in accordance with Central Bank of Kuwait instructions, a minimum general provision is made on all applicable credit facilities (net of certain categories of collateral) that are not provided for specifically.

In March 2007, the Central Bank of Kuwait issued a circular amending the basis of making general provisions on facilities changing the rate from 2% to 1% for cash facilities and 0.5% for non cash facilities. The required rates were to be applied effective from 1 January 2007 on the net increase in facilities, net of certain restricted categories of collateral, during the reporting period. In November 2008 Central Bank Kuwait allowed all investment companies to release the general provision in excess of 1% for cash facilities and 0.5% on non cash facilities and the released amount to be recognised as income in the consolidated income statement and the corresponding amount to be transferred to voluntary reserve which is not available for distribution. As of 31 December 2008, no release of provision has been made in the consolidated income statement.
Financial assets available for sale

For financial assets available for sale, the Group assesses at each balance sheet date whether there is objective evidence that a financial assets available for sale or a group of financial assets available for sale is impaired. In the case of equity investments classified as financial assets available for sale, objective evidence would include a significant or prolonged decline in the fair value of the equity investment below its cost. Where there is evidence of impairment, the cumulative loss - measured as the difference between the acquisition cost and the current fair value, less any impairment loss on those financial assets available for sale previously recognised in the consolidated income statement - is removed from equity and recognised in the consolidated income statement. 

Impairment losses on equity investments are not reversed through consolidated income statement; increases in their fair value after impairment are recognised directly in consolidated statement of changes in equity.
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Offsetting

Financial assets and liabilities are offset when the Group has a legally enforceable right to offset and intends to settle either on a net basis or to realise the asset and settle the liability simultaneously.

Investment in associates

The Group’s investments in its associates are accounted for under the equity method of accounting. An associate is an entity in which the Group has significant influence and which is neither a subsidiary nor a joint venture.

Under the equity method, investment in an associate is initially recognised at cost and adjusted thereafter for the post-acquisition change in the Group’s share of net assets of the investee. The Group recognises in the consolidated income statement its share of the total recognised profit or loss of the associate from the date that influence or ownership effectively commenced until the date that it effectively ceases. Distributions received from an associate reduce the carrying amount of the investment. Adjustments to the carrying amount may also be necessary for changes in the Group’s share in the associate arising from changes in the associate’s equity that have not been recognised in the associate’s income statement. The Group’s share of those changes is recognised directly in equity. 

An assessment of investment in an associate is performed when there is an indication that the asset has been impaired, or that impairment losses recognised in prior years no longer exist. Whenever impairment requirements of IAS 36, indicate that investment in an associate may be impaired, the entire carrying amount of investment is tested by comparing its recoverable amount with its carrying value. Goodwill is included in the carrying amount of an investment in associate and, therefore, is not separately tested for impairment.

Unrealised gains on transactions with an associate are eliminated to the extent of the Group’s share in the associate. Unrealised losses are also eliminated unless the transaction provides evidence of impairment in the asset transferred. 

The reporting dates of the associates and the Group are identical and in case of different reporting date of an associate, which are not more than three months, from that of the Group, adjustments are made for the effects of significant transactions or events that occur between that date and the date of the Group’s consolidated financial statements. The associate’s accounting policies conform to those used by the Group for like transactions and events in similar circumstances.

Investment properties

Investment properties are initially measured at cost. Subsequently, all investment properties are carried at fair value that is determined based on valuation performed by independent valour at the end of each year using valuation methods consistent with the market conditions at the balance sheet date.  Gains or losses from change in the fair value are recognised in the consolidated income statement.  

Investment properties are derecognised when either they have been disposed of or when the investment property is permanently withdrawn from use and no future economic benefit is expected from its disposal. The difference between the net disposal proceeds and the carrying amount of the asset is recognised in the consolidated income statement in the period of derecognition.

Property under development

Property under development represents property held for future use as investment property and is stated at cost less any impairment in value. 

The carrying value of the property is reviewed for impairment when events or changes in circumstances indicate that the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable amount.

Property and equipment

Property and equipment are stated at cost less accumulated depreciation and impairment losses.  When assets are sold or retired, their cost and accumulated depreciation are eliminated from the accounts and any gain or loss resulting from their disposal is recognised in the consolidated income statement.

The useful life and depreciation method are reviewed periodically to ensure that the method and period of depreciation are consistent with the expected pattern of economic benefits arising from items of property and equipment.
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Property and equipment (continued)

The carrying values of property and equipment are reviewed for impairment when events or changes in circumstances indicate the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable amount, being the higher of their fair value less costs to sell and their value in use.

Depreciation is provided on all property and equipment except land, building and work in progress at rates calculated to write off the cost of each asset on a straight line basis over its expected useful life which is between 3 to 5 years. Building is depreciated over its expected useful life which is 10 years.

Business combinations and goodwill

Business combinations are accounted for using the acquisition accounting method. This involves recognising identifiable assets (including previously unrecognised intangible assets) and liabilities (including contingent liabilities and excluding future restructuring) of the acquired business at fair value. 

Goodwill acquired in a business combination is initially measured at cost being the excess of the cost of an acquisition over the Group’s share of the acquiree’s fair value of the net identifiable assets as at the date of the acquisition. Following initial recognition, goodwill is measured at cost less impairment losses. Any excess, at the date of acquisition, of the Group’s share in the acquiree’s fair value of the net identifiable assets over the cost of the acquisition is recognised in the consolidated income statement.

Goodwill is allocated to each of the Group’s cash-generating units or groups of cash generating units and is tested annually for impairment. Goodwill impairment is determined by assessing the recoverable amount of cash-generating unit, to which goodwill relates. The recoverable value is the value in use of the cash-generating unit, which is the net present value of estimated future cash flows expected from such cash-generating unit.  If the recoverable amount of cash generating unit is less than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the other assets of the unit prorated on the basis of the carrying amount of each asset in the unit. Any impairment loss recognised for goodwill is not reversed in a subsequent period.

Where goodwill forms part of a cash-generating unit (group of cash generating units) and part of the operations within that unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying amount of the operation when determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is measured based on the relative values of the operation disposed of and the portion of the cash generation unit retained.

When subsidiaries are sold, the difference between the selling price and the net assets plus cumulative translation difference and goodwill is recognised in the consolidated income statement.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets acquired in a business combination is the fair value as at the date of acquisition. Following initial recognition, intangible assets are carried at cost less any accumulated impairment losses. Internally generated intangible assets, excluding capitalised development costs, are not capitalised and expenditure is reflected in the consolidated income statement in the year in which the expenditure is incurred. 

The useful lives of intangible assets are assessed to be either finite or indefinite.

Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment whenever there is an indication that the intangible asset may be impaired. The amortisation period and the amortisation method for an intangible asset with a finite useful life are reviewed at least at each financial year end. Changes in the expected useful life or the expected pattern of consumption of future economic benefits embodied in the asset is accounted for by changing the amortisation period or method, as appropriate, and treated as changes in accounting estimates. The amortisation expense on intangible assets with finite lives is recognised in the consolidated income statement. Intangible assets with indefinite useful lives are tested for impairment annually or more frequently if events or change in circumstances indicate the carrying value may be impaired, either individually or at the cash generating unit level. Such intangibles are not amortised. The useful life of an intangible asset with an indefinite life is reviewed annually to determine whether indefinite life assessment continues to be supportable. If not, the change in the useful life assessment from indefinite to finite is made on a prospective basis.

3 
SIGNIFICANT ACCOUNTING POLICIES (continued)

Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) arising from past event and the costs to settle the obligation are both probable and reliably measurable.

End of service indemnity

Provision is made for amounts payable to employees under the Kuwaiti Labour Law, employee contracts and applicable labour laws in the countries where the subsidiaries operate. This liability, which is unfunded, represents the amount payable to each employee as a result of involuntary termination on the balance sheet date.

Share based payment

Employees (including executive directors) of the Group receive remuneration in the form of share-based payment transactions, whereby employees render services in exchange for shares or rights over shares (“equity-settled transactions”).

Equity-settled transactions

The cost of equity-settled transactions with employees is measured under the intrinsic value method. Under this method, the cost is determined by comparing the market value of the Parent Company’s shares at each reporting date and the date of final settlement to the exercise price with any change in intrinsic value recognised in the consolidated income statement.

The cost of equity settled transactions is recognised, together with a corresponding increase in equity, over the period in which the performance conditions are fulfilled, ending on the date on which the relevant employees exercise their rights. The cumulative expense recognised for equity-settled transactions at each reporting date until the exercise date reflects the extent to which the exercise period has expired and the number of awards that, in the opinion of the directors at that date, based on the best available estimate of the number of equity instruments that will ultimately vest.

The dilutive effect of the outstanding options is reflected as additional share dilution in the computation of the earnings per share (see note 12).

Treasury shares

Treasury shares consist of the Parent Company’s own issued shares that have been reacquired by the Group and not yet reissued or cancelled. The treasury shares are accounted for using the cost method. Under this method, the weighted average cost of the shares reacquired is charged to a contra account in equity. When the treasury shares are reissued, gains are credited to a separate account in equity, (the “treasury shares reserve”), which is not distributable. Any realised losses are charged to the same account to the extent of the credit balance on that account. Any excess losses are charged to retained earnings then to the voluntary reserve and statutory reserve. No cash dividends are paid on these shares.  The issue of stock dividend shares increases the number of treasury shares proportionately and reduces the average cost per share without affecting the total cost of treasury shares.

Foreign currencies

Each entity in the Group determines its own functional currency and items included in the financial statements of each entity are measured using that functional currency. Transactions in foreign currencies are initially recorded at the functional currency rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated into respective functional currencies at rates of exchange prevailing on that date. Any resultant gains or losses are recognised in the respective income statement. 

Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are translated into respective functional currencies at the foreign exchange rates prevailing at the dates that the values were determined. In case of non-monetary assets whose change in fair values are recognised directly in equity, foreign exchange differences are recognised directly in equity and for non-monetary assets whose change in fair value are recognised in the consolidated income statement are recognised in the respective consolidated income statement.

Assets including goodwill and liabilities, both monetary and non-monetary, of foreign operations are translated into Kuwaiti Dinar (Group’s presentation currency) at the exchange rates prevailing at the balance sheet date. Operating results of such operations are translated at average exchange rates for the year.  The resulting exchange differences are accumulated in a separate section of equity (foreign currency translation reserve) until the disposal of the foreign operation.  
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Cash and cash equivalents

For purposes of the statement of cash flows, cash and cash equivalents includes cash and bank balances, deposits and other short-term, highly liquid investments that are readily convertible to known amounts of cash with original maturities up to three months from the date of acquisition and that are subject to an insignificant risk of change in value.

Income recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and the revenue can be reliably measured. Revenue is measured at the fair value of the consideration received. The following specific recognition criteria must also be met before revenue is recognised:

Fees and commission income

The Group earns fees and commission income from diverse range of asset management, investment banking, custody and brokerage services provided to its customers.   Fee income can be divided into the following two categories:

1.  Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period.  These fees include commission income and asset management, custody and other management fees.

2.  Fee income from providing transaction services

Fees arising for rendering specific advisory services, equity and debt placement transactions for a third party or arising from negotiating or participating in the negotiation of a transaction for a third party are recognised on completion of the underlying transaction.

Interest and similar income  

Interest income considered an integral part of the effective yield of a loan, is recognised using the effective yield method.  
Murabaha income is recognised on a time proportion basis so as to yield a constant periodic rate of return based on the balance outstanding.

Dividends

Dividend income is recognised when the Group’s right to receive the payment is established.

Borrowing costs 

Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized as part of the cost of respective assets. All other borrowing costs are expensed in the period they occur. Borrowing costs consists of interest and other costs that an entity incurs in connection with the borrowing of funds.

Fiduciary assets

Assets and related deposits held in trust or in a fiduciary capacity are not treated as assets or liabilities of the Group and accordingly are not included in these consolidated financial statements.

Segment information

A segment is a distinguishable component of the Group that is engaged either in providing products or services (business segment), or in providing products and services within a particular economic environment (geographic segment), which is subject to risks and rewards that are different from those of other segments.

Contingencies

Contingent liabilities are not recognised in the consolidated balance sheet, but are disclosed unless the possibility of an outflow of resources embodying economic benefits is remote.

Contingent assets are not recognised in the consolidated financial statements, but are disclosed when an inflow of economic benefits is probable.
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Judgments, estimation uncertainty and assumptions

Significant judgments made by the management and key sources of estimation uncertainty at the balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below:

Classification of financial instruments

Judgements are made in the classification of financial instruments based on management’s intention at acquisition.   

The Group classifies financial assets as held for trading if they are acquired primarily for the purpose of short term profit making.

Classification of financial assets as fair value through income statement depends on how management monitors the performance of these financial assets. When they are not classified as held for trading but have readily available fair values and the changes in fair values are reported as part of profit or loss in the management accounts, they are classified as fair value through income statement.

All other financial assets are classified as available for sale.

Impairment of available for sale equity investments

The Group treats available for sale equity investments as impaired when there has been a significant or prolonged decline in the fair value below its cost or where other objective evidence of impairment exists. The determination of what is “significant” or “prolonged” requires considerable judgment. The Group generally treats 30% or more decline in the fair value as significant and decline greater than 6 months as prolonged

Valuation of unquoted investments

Valuation of unquoted equity investments is normally based on one of the following:

· Recent arm’s length market transactions;

· Price to book value or earnings model

· The expected cash flows discounted at current rates applicable for items with similar terms and risk characteristics; and

· Other valuation models.

Valuation of derivative financial instruments

Valuation of derivative financial instruments is normally based on one of the following:

· Active market quoted price for the exchange traded derivative financial instrument;

· Active market quoted prices for the valuation drivers of the derivative instruments e.g. foreign currency   

            rates, equity prices etc and 

Impairment of intangible assets 

The Group determines whether goodwill and intangible assets are impaired at least on an annual basis. This requires an estimation of the value in use of the cash-generating units to which the goodwill is allocated. Estimating the value in use requires the Group to make an estimate of the expected future cash flows from the cash-generating unit and also to choose a suitable discount rate in order to calculate the present value of those cash flows (Note 23).

Impairment of associates

After application of the equity method, the Group determines whether it is necessary to recognise any impairment loss on the Group’s investment in its associated companies, at each balance sheet date based on existence of any objective evidence that the investment in the associate is impaired. If this is the case the Group calculates the amount of impairment as the difference between the recoverable amount of the associate and its carrying value and recognises the amount in the consolidated income statement.

Classification of real estate 

 Management decides on acquisition of a real estate whether it should be classified as trading, property held for development or investment property.
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Judgments, estimation uncertainty and assumptions (continued)

Classification of real estate (continued)


The Group classifies property as trading property if it is acquired principally for sale in the ordinary course of business.

The Group classifies property as property under development if it is acquired with the intention of development.


The Group classifies property as investment property if it is acquired to generate rental income or for capital appreciation, or for undetermined future use.

Fair values of assets and liabilities acquired 

The determination of the fair value of the assets, liabilities and contingent liabilities as a result of business combination requires significant judgement.
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FEES AND COMMISSION INCOME

	
	2008
	2007

	
	KD ‘000
	KD ‘000

	
	
	

	Management fees on assets under management 
	19,161
	16,864

	Incentive fees on assets under management
	1,278
	2,752

	Placement fees-managed funds 
	633
	1,176

	Investment banking and advisory  fees 
	24,945
	6,656

	Brokerage
	4,347
	688

	Other fees and commission
	635  
	2,001

	
	─────────
	─────────

	
	50,999
	30,137

	
	═════════
	═════════


Management fees on assets under management, incentive fees on assets under management and placement fees on managed funds relate to the Group’s asset management, custody and similar trust and fiduciary activities.

5
INTEREST AND SIMILAR INCOME

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Interest on cash and cash equivalents
	1,606
	679

	Interest on financial assets designated at fair value through income statement
	1,247
	405

	Murabaha receivables
	1,527
	1,471

	Interest on financing of futures trade by customers
	11,353
	6,166

	Interest on loans and advances
	3,735
	2,769

	Others
	-    
	954

	
	─────────
	─────────

	
	19,468
	12,444

	
	═════════
	═════════

	Interest and similar income on financial assets at fair value
	1,247
	405

	Interest and similar income on financial assets not at fair value
	18,221
	12,039

	
	─────────
	─────────

	
	      19,468
	12,444

	
	═════════
	═════════


6
 NET (LOSS) GAIN ON FINANCIAL ASSETS 

Net (loss) gain on financial assets, analysed by category for the year ended 31 December 2008, is as follows:

	
	Held for trading
	Designated

at fair value through income statement
	Financial assets

available

for sale
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	
	
	
	

	Realised (loss) gain
	(11,969)
	52,038
	1,686
	41,755

	Unrealised loss - mark-to-market
	(47,023)
	(115,197)
	-    
	(162,220)

	Unrealised gain - mark-to-model
	-    
	3,150
	-    
	3,150

	
	─────────
	─────────
	─────────
	─────────

	Net realised and unrealised (loss) gain 

 recognised in consolidated income 

 statement 
	(58,992)
	(60,009)
	1,686
	(117,315)

	Impairment of financial assets available for sale (including recycled from equity) (Note 10)
	-    
	-    
	(28,970)
	(28,970)

	
	─────────
	─────────
	─────────
	─────────

	
	(58,992)
	(60,009)
	(27,284)
	(146,285)

	
	═════════
	═════════
	═════════
	═════════


Net  gain (loss) on financial assets, analysed by category for the year ended 31 December 2007, is as follows:

	
	Held for

trading
	Designated

at fair value through

income

statement
	Financial assets

available

for sale
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	
	
	
	

	Realised gain
	18,107
	26,855
	-    
	44,962

	Unrealised gain - mark-to-market
	1,631
	26,893
	-    
	28,524

	Unrealised gain - mark-to-model
	-   
	2,349
	-    
	2,349

	
	─────────
	─────────
	─────────
	─────────

	Net realised and unrealised gains 
	19,738
	56,097
	-    
	75,835

	Unrealised gain  recorded directly in equity
	-    
	-    
	3,659
	3,659

	
	─────────
	─────────
	─────────
	─────────

	
	19,738
	56,097
	3,659
	79,494

	
	═════════
	═════════
	═════════
	═════════


The Group does not include dividend and interest income in the determination of net (loss) gain on financial assets.

‘Unrealised gain mark-to-model’ from investments designated at fair value through statement of income resulted from the Group’s internal valuation models involving estimations and use of valuation techniques that were not necessarily based on observable market prices or rates.  

7
NET GAIN ON INVESTMENT PROPERTIES 

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Realised gains arising from disposals 
	11,999
	730

	Unrealised gains arising from revaluations
	-    
	2,146

	
	─────────
	─────────

	
	11,999
	2,876

	
	═════════
	═════════


Realised gains arising from disposal represents the realised gain arising from sale of certain investment properties of the Group in the United Arab Emirates.

8
OTHER OPERATING INCOME     

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Dividend income 
	8,766
	8,661

	Rental income
	107
	            -   

	
	─────────
	─────────

	
	8,873
	8,661

	
	═════════
	═════════


9
INTEREST AND SIMILAR EXPENSE

Interest and similar expense relates to the group’s borrowings activities: short-term borrowings, wakala payables, medium-term borrowings and bonds. All these financial liabilities are stated at amortised cost

10
IMPAIRMENT OF OTHER FINANCIAL ASSETS AND INTANGIBLES 

	
	2008  
	2007  

	 
	KD 000's
	KD 000's

	
	
	

	Impairment of investment in associates (note 19)
	94,626
	-    

	Impairment of intangible assets  (note 23)
	14,730
	-    

	Impairment of financial assets available for sale (note 18)
	28,970
	-    

	Impairment of other assets (note 25)
	14,590       
	    -    

	
	─────────
	─────────

	
	152,916
	    -    

	
	    ═════════
	═════════


11
TAXATION

	
	2008
	2007

	
	KD 000’s
	KD 000’s

	
	
	

	National Labour Support Tax
	-    
	2,189

	Contribution to Kuwait Foundation for the Advancement of Sciences 
	-    
	817

	Zakat 
	-    
	58

	
	────────
	────────

	
	-    
	3,064

	
	════════
	════════


National Labour Support Tax (NLST) is required to be calculated in accordance with Law No. 19 of 2000 and the Minister of Finance Resolutions No. 24 of 2006 at 2.5% of taxable profit of the Group after deducting directors’ fees for the year. As per law, income from associates and subsidiaries, cash dividends from listed companies which are subjected to NLST have to be deducted from the profit for the year.

The contribution to Kuwait Foundation for the Advancement of Sciences (KFAS) is calculated at 1% of taxable profit of the Group after deducting directors’ fees before in accordance with the modified calculation based on the Foundation’s Board of Directors resolution, which states that income from associates and subsidiaries, Board of Directors’ remuneration, transfer to statutory reserve should be excluded from profit for the year when determining the contribution.

Contribution to Zakat is calculated at 1% of the profit of the Group in accordance with the Ministry of Finance resolution No. 58/2007 effective from 10 December 2007.

For 2008, the Parent Company has no liability towards NLST, KFAS and Zakat due to losses incurred. Under the NLST, KFAS and Zakat regulations no carry forward of losses to the future years nor any carry back of prior years is permitted.

12
BASIC AND DILUTED (LOSS) EARNINGS PER SHARE

Basic and diluted (loss) earnings per share are computed by dividing the (loss) profit for the year by the weighted average number of shares outstanding during the year less treasury shares:

Diluted (loss) earnings per share is calculated by dividing the (loss) profit for the year attributable to the equity holders of the Parent Company, adjusted for the effect of conversion of employees stock option, by the weighted average number of ordinary shares outstanding during the year plus the weighted average number of ordinary shares that would be issued on the conversion of all employees stock options. The Parent Company has outstanding share options, issued under the Employee Stock Options Plans, which have dilutive effect on earnings.

The following reflects the income and share data used in the basic and diluted (loss) earnings per share computations:

	
	
	

	
	2008
	2007

	
	
	

	(Loss) profit for the year attributable to the equity holders of the parent company (KD’000)
	(257,649)
	91,365

	
	═════════
	═════════

	Weighted average number of ordinary shares for basic earnings per share (excluding treasury shares)
	1,146,759
	919,031

	Effect of dilution from weighted average number of share options outstanding
	-    
	20,574

	
	─────────
	─────────

	Adjusted weighted average number of ordinary shares for diluted earnings per share
	1,142,210
	939,605

	
	═════════
	═════════

	Basic (loss) earnings per share
	     (225) fils
	             100 fils

	
	═════════
	═════════

	Diluted (loss) earnings per share
	          (225) fils
	              97 fils

	
	═════════
	═════════


12
BASIC AND DILUTED (LOSS) EARNINGS PER SHARE (continued)

The denominators for the purpose of calculating both basic and diluted earnings per share have been adjusted to reflect the 10% bonus share issue in March 2008 (Note 27).Further, in accordance with IAS 33, the impact of capital increase through GDR and through private placement to a strategic investor has been considered on a time proportionate basis to compute the weighted average number of shares for the purpose of calculating both basic and diluted earnings per share (Note 27).

Basic and diluted earnings per share for the year ended 31 December 2007 were 109 fils and 106 fils respectively before the retroactive adjustments to the number of shares following the bonus issue (Note 27).

13
CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the consolidated cash flow statement include the following balance sheet amounts:

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	Banks balances and cash
	19,299
	35,794

	Bank balances and cash arising on consolidation
	34,290
	30,806

	Investment in money market instruments
	2,069
	2,197

	
	─────────
	─────────

	
	55,658
	68,797

	
	═════════
	═════════


14
FINANCIAL ASSETS HELD FOR TRADING  

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	 GCC and MENA equity securities
	29,806
	18,324

	 International equity securities
	8,767
	19,443

	
	─────────
	─────────

	
	38,573
	37,767

	
	═════════
	═════════


Due to the adoption of the IAS 39 amendments issued by the IASB on 13 October 2008, the Group reclassified certain trading investments with a carrying value of KD  37.9 million from the ‘held for trading’ category to the ‘available for sale’ category with effect from 1 October  2008 (See Notes 2 and 18).

15
FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH INCOME STATEMENT

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	Unquoted debt securities
	5,164
	9,226

	Unquoted equity securities
	156,277
	161,523

	Quoted equity securities and managed funds
	218,840
	336,881

	
	─────────
	─────────

	
	380,281
	507,630

	
	═════════
	═════════


At 31 December 2008, unquoted equity securities include securities amounting to KD 9.5 million sold under agreement to repurchase (2007: Nil) (Note 30).

At 31 December 2008, quoted equity securities and managed funds include securities amounting to KD 34.6 million sold under agreements to repurchase (2007: Nil) (Note 30).

At 31 December 2008, quoted equity securities include securities amounting to KD 2.1 million (2007: Nil) which are secured against wakala payables amounting to KD 2.3 million (2007: Nil) (Note 30).

The fair values of unquoted equity securities are determined using valuation techniques that are based on discounted cash flow model, price to book value or earnings model and recent arm’s length market transactions after discounting for subsequent lack of marketability in a range between 20% to 40%.

15
FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH INCOME STATEMENT (continued)

The valuation models used, the related fair values and the unrealised gain (loss) are as follows:

	Valuation model
	Fair value
	Unrealised gain(loss)

	
	2008
	2008

	
	KD’000
	KD’000

	
	
	

	Discounted cash flow 
	59,116
	17,336

	Price to book value or earnings model and combination of both
	23,528
	(5,223)

	Recent secondary market transactions
	14,847
	(8,297)

	Book value
	23,856
	777

	Acquisition cost
	30,529
	-   

	Others
	4,401
	(1,443)

	
	─────────
	─────────

	
	156,277
	3,150

	
	═════════
	═════════


At 31 December 2008, unquoted equity securities amounting to KD 30.529 million (2007: KD 37.385 million) are carried at acquisition cost as the management believes that acquisition price approximates the fair value as these investments have been acquired recently.
16
MURABAHA RECEIVABLES  

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	Gross amount
	12,882
	16,048

	Less: Provision for credit losses
	(247)
	(264)

	
	─────────
	─────────

	
	12,635
	15,784

	
	═════════
	═════════


Murabaha receivable is arising from a murabaha transaction with the principal amount and profit thereon being recoverable over a one year period from the date of the transaction and an average profit rate over the period of 7% per annum (2007: 6.86%). The balance is stated net of general provision of 1% in accordance with Central Bank of Kuwait instructions.

The movement in the (reversal) impairment charge for credit losses related to murabaha receivables during the year is as follows:

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	At 1 January 
	264
	208

	(Reversal) charge for the year
	(17)
	56

	
	─────────
	─────────

	At 31 December 
	247
	264

	
	═════════
	═════════


17
LOANS AND ADVANCES  

Loans and advances are classified as receivables originated by the Group.

	
	2008
	2008

	
	KD’000
	KD’000

	
	
	

	Gross amount
	77,407
	25,287

	
	─────────
	─────────

	Less: General provision for credit losses (see below)
	(1,191)
	               (418)

	Less: Specific provision for credit losses
	(7,008)
	(254)

	
	─────────
	─────────

	Total provision
	(8,199)
	(672)

	
	─────────
	─────────

	
	69,208
	24,615

	
	═════════
	═════════


Loans and advances are classified as receivables originated by the Group.

Loans are granted to GCC companies and individuals and are secured against investments in the funds and securities held in fiduciary portfolios on behalf of the borrowers.  

The policy of the Group for calculating the provision for credit losses over loans and advances complies in all material respects with the specific and general provision requirements of Central Bank of Kuwait. In this respect the Central Bank of Kuwait requires a general provision of at least 1% on all credit facilities not subject to specific provision. 

The movement in the impairment charge (reversal) for credit losses relating to loans and advances during the year are as follows:

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	At  1 January
	672
	837

	Specific provision for credit losses
	7,008
	-  

	General provision charge (reversed) during the year
	519
	(165)

	
	─────────
	─────────

	At 31 December 
	8,199
	672

	
	═════════
	═════════


18
FINANCIAL ASSETS AVAILABLE FOR SALE

	
	
	

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	Quoted equity securities
	60,501
	1,616

	Unquoted equity securities
	39,360
	16,471

	Less: Impairment (note 10)
	(28,970)
	-  

	
	─────────
	─────────

	
	70,891
	18,087

	
	═════════
	═════════


Due to the adoption of the IAS 39 amendments issued by the IASB on 13 October 2008, the Group reclassified certain trading investments with a carrying value of KD 37.9 million from ‘held for trading’ category to the ‘available for sale’ category with effect from 1 October  2008 (See Notes 2 and 14).

19
INVESTMENT IN ASSOCIATES

a) Associates with a carrying value above KD 10 million are considered as principal associates and these are listed below: 

	Name
	Country of incorporation
	
	Ownership

%
	
	Principal activities 

	
	
	
	2008
	2007
	
	

	Quoted
	
	
	
	
	
	

	Real Estate Development Company
	Jordan
	
	22
	-
	
	Real estate services

	JS Global Capital Limited (formerly Jahangir         

 Siddique Capital Markets Ltd) 
	Pakistan
	
	43
	43
	
	Financial services

	Global MENA Financial Assets
	United Kingdom
	
	30
	-
	
	Financial services

	Al Mazaya Holding Co K.S.C (Closed) 
	Kuwait
	
	21
	-
	
	Real estate services

	International Finance Co K.S.C (Closed)
	Kuwait
	
	37
	-
	
	Financial services

	First Dubai Real Estate Co. K.S.C. (Closed) 
	Kuwait
	
	16
	-
	
	Real estate services

	First Jordan Investment Co J.S.C 
	Jordan
	
	24
	-
	
	Financial services

	
	
	
	
	
	
	

	Unqouted
	
	
	
	
	
	

	Al Fajer Retakaful Insurance Co.
	Kuwait
	
	20
	-
	
	Insurance

	Al Razzi Holding Co. K.S.C. (Closed)
	Kuwait
	
	18
	-
	
	Trading


Classification of associates where the group holds less than 20 percent of the voting power of the investee is based on the existence of significant influence exercised by the Group. This is evidenced by the Group’s representation on the board of directors and participation in policy and decision making process of the investee with sufficient degree for the group to demonstrate that it has significant influence over the respective associates.

b)  The movement in the carrying value of investment in associates is as follows:

	
	2008    
	2007    

	
	KD ‘000    
	KD’000   

	
	
	

	Opening balance
	95,782
	52,062

	Additions
	430,444
	57,035

	Disposals
	(146,478)
	(15,258)

	Transfers from financial assets designated at fair value through income statement
	46,500
	1,465

	Transfer to subsidiary (Note 26)
	(27,858)
	-   

	Transfers to financial assets designated at fair value through income statement
	(35,934)
	-   

	Share of results
	7,493
	4,081

	Impairment (Note 10)
	(94,626)
	-   

	Dividend received
	(553)
	(988)

	Foreign currency translation adjustments
	(176)
	(2,615) 

	
	─────────
	─────────

	
	274,594
	95,782

	
	═════════
	═════════


During the year, the Parent Company’s management reclassified its equity interest in financial assets designated at fair value through income statement amounting to KD 46.500 million (2007: KD 1.465 million) to investment in associates based on the Parent Company’s ability to exercise significant influence over the operations of the investees. 

During the year, the Parent Company acquired an additional 34.0% equity interest in National International Holding Company K.S.C. (Closed) As a result, the Parent Company’s share in the entity as of 31 December 2008 increased to 65.17% and the equity interest has been reclassified to investment in subsidiary based on the Parent Company’s ability to exercise control over the operations of the investee (Note 26).

During the year, the Parent Company’s management reclassified its equity interest in Investment in associates amounting to KD 35,934 (2007: Nil) to financial assets designated at fair value through income statement as the  Parent Company lost its ability to exercise significant influence over the operations of the investee as a result of a decrease in the voting power to below 20%.

19
INVESTMENT IN ASSOCIATES (continued)

c)  Details of share of associates’ balance sheet and income statement are as follows:

	
	2008
	2007

	
	KD’000
	KD’000

	Share of associates’ assets and liabilities:
	
	

	Total assets
	424,596
	209,042

	Total liabilities
	(184,950)
	(159,049)

	
	─────────
	─────────

	Net assets
	239,646
	49,993

	
	═════════
	═════════

	Share of associates’ revenue and profit:
	
	

	Revenue
	30,436
	12,364

	
	═════════
	═════════

	Profit
	7,493
	4,081

	
	═════════
	═════════

	
	
	

	Carrying amount of the unquoted associates
	48,383
	12,842

	Carrying amount of the quoted associates
	226,211
	82,940

	
	─────────
	─────────

	
	274,594
	95,782

	
	─────────
	─────────

	Fair value of quoted associates
	245,566
	106,734

	
	═════════
	═════════


Share of results of associates’ balance sheet and income statement are recognised based on management accounts. In the opinion of the parent company’s management, the profit reported in the management accounts will not be materially different if these management accounts had been audited by the auditors of these entities. 

Share of results of associates include an income of KD 5.659 million recognised on basis of the management accounts for the period ended 30 September 2008 (2007: KD 0.946 million).
Share of results of associates with carrying value of KD 67.023 million (2007: KD 56.92 million) has not been recognised due to the unavailability of financial information. Management is of the opinion that share of results from these associates will not be material to the consolidated income statement.

d)  (Loss) gain on disposal of associates   

	Associates
	% of ownership sold
	Sales proceeds

KD’000
	Gain/(Loss)

KD’000
	Gain/(Loss)

KD’000

	
	
	2008
	2008
	2007

	
	
	
	
	

	JS Global Capital Limited
	43%
	17,819 
	5,601 
	-    

	Real Estate Development Company
	9%
	5,194 
	(509) 
	6,037   

	Arab East Investment for Real Estate  

 Company
	22%
	12,336 
	705 
	-    

	Union Bank for Savings
	20%
	25,002 
	(415) 
	-    

	National International Holding Company  

 K.S.C. (Closed)
	8%
	3,872 
	(617) 
	-    

	Al Quds Bank
	44%
	5,739 
	(610) 
	-    

	Ninth Construction Project Company
	48%
	16,327 
	7,076 
	-    

	Bank of Bahrain and Kuwait B.S.C
	18%
	43,471 
	(18,076) 
	-    

	Others
	
	10,247 
	374 
	(458)

	
	
	──────────
	──────────
	──────────

	 
	 
	140,007 
	(6,471) 
	5,579

	
	
	══════════
	══════════
	══════════


 (i) Subsequent to the sale of JS Global Capital Limited, the Group reacquired back through the relevant stock exchange for a value of KD 17.8 million.

e) At 31 December 2008, investments in associate amounting to KD 9.3 million are sold under agreements to repurchase (2007: Nil) (Note 30).

20
INVESTMENT PROPERTIES

	
	2008
	2007

	
	  KD’000
	  KD’000

	
	
	

	Carrying amount at 1 January
	41,433
	414

	Additions
	141,473
	40,981

	Arising on acquisition of  subsidiaries
	-    
	542

	Transfer to property under development (note 21)
	(40,976)
	-    

	Disposals
	(12,360)
	(2,650)

	Changes in fair value
	-    
	2,146

	
	─────────
	─────────

	Carrying amount at 31 December  
	129,570
	41,433

	
	═════════
	═════════


Investment properties are stated at fair values which except as discussed below, have been determined based on valuations performed by accredited independent valuers as at 31 December 2008 and 31 December 2007. The fair value of the properties has been determined on transactions observable in the market. 

At 31 December 2008, Investment properties include a property amounting to KD 49.882 million (2007: nil) carried at acquisition cost as the management believes that acquisitions price approximates the fair value of this property.  The carrying amount of KD 49.882 million consists of an initial 10% advance of KD 4.989 million and unpaid future liabilities of KD 44.893 million.

21       PROPERTY UNDER DEVELOPMENT

	
	2008
	2007

	
	  KD’000
	  KD’000

	
	
	

	Carrying amount at 1 January
	-    
	-    

	Arising on acquisition of subsidiaries
	9,920
	-    

	Additions 
	3,177
	-    

	Transfer from investment properties (note 20)
	40,976
	-    

	
	─────────
	─────────

	Carrying amount at 31 December  
	54,073
	-    

	
	═════════
	═════════


Addition relating to acquisition of subsidiaries represents freehold land located in the state of Kuwait which is in the process of construction and development for ultimate use as an investment property.

During the year, the Parent Company transferred certain investment properties in Kuwait and United Arab Emirates amounting to KD 40.976 million from investment property to property under development with the intention of development at the fair value on the date of transfer (Note 38).

22
PROPERTY AND EQUIPMENT

	
	
	Office equipment, computers & Vehicles
	
	Building
	Work in progress
	Total 

	
	
	
	
	
	
	

	
	Furniture &  fixtures
	
	Land
	
	
	

	
	  KD’000
	  KD’000
	KD’000
	KD’000  
	KD’000
	KD’000  

	Cost: 
	
	
	
	
	
	

	 At  1 January 2008
	2,508 
	1,889
	-    
	-    
	18,693 
	23,090 

	Additions 
	462
	1,620
	-    
	-    
	-    
	2,082 

	Additions arising on acquisition  

 of subsidiaries
	330
	-     
	-    
	-    
	-    
	330

	Transfers 
	-    
	-     
	2,929 
	13,444
	(16,373)
	-    

	
	────────
	────────
	────────
	────────
	────────
	────────

	At 31 December 2008
	3,300
	3,509 
	2,929 
	13,444 
	2,320 
	25,502 

	
	────────
	────────
	────────
	────────
	────────
	────────

	Accumulated depreciation:
	
	
	
	
	
	

	At  1 January 2008
	(1,041)
	(1,440)
	-    
	-    
	-    
	(2,481)

	 Depreciation for the year
	(693)
	(533)
	-    
	(695)
	-    
	(1,921)

	
	────────
	────────
	────────
	────────
	────────
	────────

	At 31 December 2008
	(1,734)
	(1,973)
	-    
	(695)
	-    
	(4,402)

	
	────────
	────────
	────────
	────────
	────────
	────────

	Net book value:
	
	
	
	
	
	

	
	
	
	
	
	
	

	At 31 December 2008
	1,566
	1,536 
	2,929
	12,749 
	2,320 
	21,100 

	
	════════
	════════
	════════
	════════
	════════
	════════


	
	
	Office equipment & computers 
	
	Building
	Work in progress
	Total 

	
	Furniture
&  fixtures
	
	
	
	
	

	
	
	
	Land
	
	
	

	
	  KD’000
	  KD’000
	KD’000
	KD’000  
	KD’000
	KD’000  

	Cost: 
	
	
	
	
	
	

	At  1 January 2007
	2,464 
	1,053 
	-    
	-    
	11,307 
	14,824 

	Additions 
	44 
	810 
	-    
	-    
	7,386
	8,240 

	Additions arising on acquisition 

 of  subsidiaries
	-    
	26
	-    
	-    
	-    
	26

	
	────────
	────────
	────────
	────────
	────────
	────────

	At 31 December 2007
	2,508 
	1,889 
	-    
	-    
	18,693 
	23,090 

	
	────────
	────────
	────────
	────────
	────────
	────────

	Accumulated depreciation:
	
	
	
	
	
	

	At  1 January 2007
	(1,235)
	(521)
	-    
	-    
	-    
	(1,756)

	Depreciation for the year
	(354)
	(371)
	-    
	-    
	-    
	(725)

	
	────────
	────────
	────────
	────────
	────────
	────────

	At 31 December 2007
	(1,589)
	(892)
	-    
	-    
	-    
	(2,481)

	
	────────
	────────
	────────
	────────
	────────
	────────

	Net book value:
	
	
	
	
	
	

	
	
	
	
	
	
	

	At 31 December 2007
	919 
	997 
	-    
	-    
	18,693
	20,609 

	
	════════
	════════
	════════
	════════
	════════
	════════


23   INTANGIBLE ASSETS

	 
	Goodwill
	Other intangible assets
	Total

	
	  KD’000
	  KD’000
	KD’000

	Cost: 
	
	
	

	At 1 January 2008
	4,437
	-    
	4,437

	Additions
	2,989
	25,172
	28,161

	Disposals
	(419)
	-    
	(419)

	Arising on consolidation of subsidiaries
	421
	305
	726

	
	──────────
	──────────
	──────────

	At 31 December 2008
	7,428
	25,477
	32,905

	
	──────────
	──────────
	──────────

	Amortisation and impairment:
	
	
	

	At 1 January 2008
	-    
	-    
	-    

	Impairment (Note 10)
	7,281
	7,449
	14,730

	
	──────────
	──────────
	──────────

	At 31 December 2008
	7,281
	7,449
	14,730

	
	──────────
	──────────
	──────────

	Net book value: 
	
	
	

	At 31 December 2008
	147
	18,028
	18,175

	
	════════
	════════
	════════


Other intangible asset includes license fees acquired through business combinations and is subject to impairment testing on an annual basis. 

	
	Goodwill
	Other intangible assets
	Total

	
	  KD’000
	  KD’000
	KD’000

	Cost: 
	
	
	

	At 1 January 2007
	419
	-    
	419

	Additions
	7,926
	-    
	7,926

	Disposal
	(3,908)
	-    
	(3,908)

	
	──────────
	──────────
	──────────

	At 31 December 2007
	4,437
	-    
	4,437

	
	──────────
	──────────
	──────────

	Amortisation and impairment:
	
	
	

	At 1 January 2007
	-    
	-    
	-    

	Impairment (Note 10)
	-    
	-    
	-    

	At 31 December 2007
	-    
	-    
	-    

	
	──────────
	──────────
	──────────

	Net book value: 
	
	
	

	At 31 December 2007
	4,437
	-    
	4,437

	
	════════
	════════
	════════

	
	
	
	


24
IMPAIRMENT OF GOODWILL AND INTANGIBLE ASSETS

The recoverable amount of goodwill and intangible assets is more than the carrying amount of the cash generating unit which has been determined based on a value in use calculation using cash flow projections based on financial budgets approved by senior management on 31 December 2008 and assuming growth rates ranging from (30%) to 25% for the seven year period, which is in the range of the current short term growth rate. The pre-tax discount rate applied to cash flow projections is in the range of 10% to 12.5%. The growth rate used to arrive at the terminal value is 5%.

Key assumptions used in value in use calculations

The calculation of value in use is most sensitive to the following assumptions:

· Discount rates:

· Growth rate used to extrapolate cash flows beyond the budget period;

· Local inflation rates.

Discount rates

Discount rates are calculated by using the Weighted Average Cost of Capital (WACC).This is the benchmark used by management to assess operating performance and to evaluate future investment proposals.

Market share assumptions

These assumptions are important because, as well as using industry data for growth rates, management assess how the unit’s relative position to its competitors might change over the budget period.

Projected growth rates and local inflation rates

Assumptions are based on management estimates based on reference to published industry research reports.

During 2008 KD 7.3 million of goodwill was considered impaired and charged to the consolidated income statement.

Intangible asset with indefinite life

Intangible asset with indefinite life of KD 25.17 million (2007: Nil) represents the brokerage license which has been tested for impairment at the balance sheet date (Note 23).In the opinion of the management, KD 7.4 million impairment on brokerage licence (See Note26(c))was considered necessary and has been charged to the consolidated income statement.

25
OTHER ASSETS 

	
	2008
	2007

	
	  KD’000
	  KD’000

	
	
	

	Accrued income
	6,297
	10,588

	Receivables for settlement of sale of securities
	8,198
	10,561

	Financing of future trades by customers
	18,873
	37,913

	Deposits, prepayments and other receivables
	106,885
	9,528

	Advances for purchase of investments
	2,342
	9,130

	Amount due from related parties (note 34)
	-   
	291

	Positive fair value of forward foreign exchange contracts (note 37)
	-   
	5

	
	─────────
	─────────

	
	142,595
	78,016

	Less: Impairment  (note 10)
	(14,590)
	-   

	
	─────────
	─────────

	
	128,005
	78,016

	
	═════════
	═════════


Deposits, prepayments and other receivables include a non-interest bearing deposit of KD 69.1 million with a bank in United Arab Emirates (‘UAE’).The Parent Company is in discussions with the bank to seek refund of this deposit. The bank has not made a refund of this deposit alleging that the deposit represented an initial advance for a transaction. The advice by the group company’s legal advisors confirms the validity of the Parent Company’s rights to seek a refund of the deposit.

26
ACQUISITION AND DISPOSAL OF SUBSIDIARIES

a)  During April 2008, the Parent Company acquired an additional 34.0% interest in National International
Holding Company K.S.C. (Closed) (previously accounted for under investments in associates). As a result, the Parent Company’s share in the entity as of 31 December 2008 increased to 65.17%. This acquisition has been accounted in accordance with the International Financial Reporting Standards (IFRS) 3: Business Combinations requirements on successive share purchases, which requires that each exchange transaction shall be treated separately by the acquirer using the cost of transaction and fair value information at the date of each exchange transaction, to determine the amount of any goodwill associated with that transaction. 

The purchase price allocation based on fair value of the net assets has been finalised in accordance with IFRS 3. Details of the fair value of net assets acquired are as follows.

	
	KD’000

	Assets 
	

	Cash and cash equivalents
	3,469 

	Financial investments
	46,443

	Investment properties
	9,920 

	Property and equipments
	11 

	Intangible assets
	-   

	Other assets
	1,979 

	
	────────

	Total assets
	61,822

	
	────────

	Liabilities
	

	Payable and accruals 
	4,703 

	
	────────

	Net assets 
	57,119

	
	────────

	65.17%  of net assets acquired
	37,224 

	Goodwill arising on acquisition
	-   

	
	────────

	Cost of acquisition
	37,224 

	Less: carrying value included earlier under investment in associates (Note 19)
	(27,858)

	Less: cash and cash equivalents acquired
	(3,469)

	
	────────

	Cash outflow on acquisition
	5,897

	
	   ═══════


26
ACQUISITION AND DISPOSAL OF SUBSIDIARIES (continued)

b)   During November 2008, the Parent Company acquired 91.8% interest in Bareeq Holding Company.

The purchase price allocation based on fair value of the net assets has been finalised in accordance with IFRS 3. Details of the fair value of net assets acquired are as follows.

	
	KD’000

	Assets
	

	Cash and cash equivalents
	277 

	Financial investments
	11,546 

	Investment properties
	-   

	Property and equipments
	331 

	Intangible assets
	294 

	Other assets
	235 

	
	────────

	Total assets
	12,683 

	
	────────

	Liabilities
	

	Payables and accruals  
	283

	
	────────

	Net assets 
	12,400

	
	────────

	91.8 % of net assets acquired
	11,385

	Goodwill arising on acquisition (Note 23) 
	2,989 

	
	────────

	Cost of acquisition
	14,374

	Less: cash and cash equivalents acquired
	(277)

	
	────────

	Cash outflow on acquisition
	14,097

	
	   ═══════


c) 
During the year, the Parent Company acquired 70.9% interest in First Financial Brokerage Company K.S.C. (Closed). The management of the Parent Company performed the Purchase Price Allocation (PPA) of the subsidiary in accordance with IFRS 3. The management determined the fair value of the intangible mainly relates to the fair value of the floor brokerage licence at KD 25.172 million. This intangible asset is assessed as having an indefinite useful life as the licence has an indefinite life and the number of licences is limited and no new licences are being granted. The intangible asset is carried at cost less impairment.

The purchase price allocation based on fair value of the net assets has been finalised in accordance with IFRS 3. Details of the fair value of net assets acquired are as follows.

	
	        KD’000

	Assets
	

	Cash and cash equivalents  
	2,752

	Financial investments
	2,415

	Investment properties
	-   

	Property and equipment
	23

	Other assets
	518

	
	────────

	Total assets 
	5,708

	
	────────

	Liabilities
	

	Payables and accruals 
	1,161

	
	────────

	Net tangible assets 
	4,547

	
	────────

	Intangible assets (brokerage licence)
	25,172

	70.9 % of net  tangible assets acquired 
	3,224

	70.9% of intangible assets recognised  on acquisition (Note 23)
	17,848

	
	────────

	Cost of acquisition
	21,072

	Less: cash and cash equivalents acquired
	(2,752)

	
	────────

	Cash outflow on acquisition
	18,320

	
	   ═══════
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ACQUISITION AND DISPOSAL OF SUBSIDIARIES (continued)

 During the year ended 31 December 2007, the Parent Company acquired the following subsidiaries: 

	Name of the subsidiaries
	% 
	Net assets acquired
	Purchase consideration
	Net Cash outflow

	
	
	
	
	KD'000

	
	
	
	
	2007

	
	
	
	
	

	Nibras Holding Company K.S.C (Closed)
	88.2%
	7,738
	10,888
	4,921

	Al Manar Insurance Co (SAL) (Formerly Arabian Sea Insurance Co SAL)
	65.2%
	3,672
	7,690
	5,590

	
	
	─────────
	─────────
	─────────

	 
	 
	11,410
	18,578
	10,511

	
	
	═════════
	═════════
	═════════


d) During the year, the Parent Company participated in the capital increase of the following subsidiaries.

	Name of the subsidiaries
	Capital
	% ownership
	Cash outflow

	
	KD ‘000
	
	KD ‘000

	Deltamed Int’l. General Trading & Contracting Co. W.L.L.
	1,000
	95%
	(950)

	Real Estate Mortgage House
	2,500
	100%
	(2,500)

	Global Institute of Media Limited
	3,869
	100%
	(3,869)

	Universal House Brokerage Company
	5,646
	100%
	(5,646)


e) During the year, the Parent Company increased its stake in Al Manara Insurance Company (previously Arabian   Seas Insurance Company) from 65.2% to 76.7% for a consideration of KD 0.806 million.
f)
Gain on disposal of subsidiaries   

	Name of the subsidiaries
	% of ownership sold
	Sales 

proceeds
	                       Gain

	
	
	KD'000
	KD'000
	KD'000

	
	
	2008
	2008
	2007

	Jordan Trade Facilities  Company
	92.5% 
	9,144
	2,186 
	-    

	Al Saif National Holding Company K.S.C.  

 (Closed)
	38.2%
	3,500 
	205
	-    

	Kadhma Holding Company K.S.C. (Closed)
	75.2%
	-    
	-    
	9,701    

	Nibras Holding Company K.S.C. (Closed)
	87%
	-    
	-    
	9,274    -    

	
	
	──────────
	──────────
	──────────

	 
	 
	12,644 
	2,391 
	18,975

	
	
	══════════
	══════════
	══════════
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ACQUISITION AND DISPOSAL OF SUBSIDIARIES (continued)

 f) (i) The disposal of the Groups’ ownership in Jordan Trade Facilities Company resulted in disposal of following assets and liabilities as at the disposal date:

	
	30 June 

2008
	31 December 

2007

	
	KD ′000
	KD ′000

	Cash & cash equivalents
	            42 
	        2,646 

	Financial investments
	        2,647 
	        8,645 

	Investment properties
	          376 
	          386 

	Loans and advances
	        9,851 
	            -   

	Property & equipment
	            49 
	            35 

	Goodwill
	          419 
	          419 

	Other assets
	          101 
	            32 

	
	──────────
	──────────

	Total assets
	      13,485 
	      12,163 

	
	──────────
	──────────

	Short term borrowings
	       (4,274)
	       (3,755)

	Other liabilities
	       (1,685)
	       (1,430)

	
	──────────
	──────────

	Total Liabilities
	      (5,959)
	      (5,185)

	
	──────────
	──────────

	Net assets
	       7,526 
	       6,978 

	
	══════════
	══════════


f) (ii) During the year the Group reduced its ownership in Al Saif National Holding Company K.S.C. (Closed) from 100% to 61.8% for a net consideration of KD 3.5 million resulting in a gain of KD 0.2 million.

27
SHARE CAPITAL AND SHARE PREMIUM

	
	Authorised
	
	Issued and fully paid


	
	2008
	
	2007
	
	2008
	
	2007

	
	KD’000
	
	KD’000
	
	KD’000
	
	KD’000

	
	
	
	
	
	
	
	

	Shares of KD 0.100 each
	136,892
	
	85,956
	
	131,243
	
	85,956

	
	═════════
	
	═════════
	
	═════════
	
	═════════


The annual general meeting of the shareholders held on 26 March 2008 approved to increase the authorised capital from KD 85.856 million to KD 136.892 million by issuance of 85.955 million bonus shares (KD 8.59 million), 68.5 million shares under the Group’s performance bonus scheme and share option scheme (KD 6.85 million) and 354.904 million shares under the proposed capital increase to bring in international and strategic investors (KD 35.49 million).
 The annual general meeting of the shareholders held on 14 March 2007 approved to increase the authorised capital from KD 70.545 million to KD 85.956 million by issuance of 141,090,634 bonus shares and 13,013,617 shares under the Group’s performance bonus scheme and share option scheme. During the year, 13,013,617 shares under Group’s performance bonus scheme and share option scheme were issued and fully paid. The excess over the nominal value of shares issued has been credited to share premium.  

During the year, the Parent Company concluded a secondary offering and listing of its ordinary shares in the form of Global Depository Receipts (GDRs) on London Stock Exchange (LSE), with every GDR representing a beneficial interest in five underlying ordinary shares of the Parent Company. The GDRs give the same rights and benefits to the GDR holders as they currently exist for the ordinary shareholders.  The offer price was USD 18.75 per GDR (equivalent to KD 0.995 per ordinary share). The entire GDR offering resulted in issuing 306,666,670 ordinary shares at the rate of KD 0.995 per ordinary share (KD 30.6 million). Further 37,174,926 ordinary shares (KD 3.71 million) were issued to a strategic investor at KD 0.995 per ordinary share. The ordinary general meeting of the shareholders held on 18 May 2008, approved the share premium of KD 0.895 per ordinary share. 

GDR issuance expenses amounting to KD 5.3 million have been deducted from the share premium account.  

During the year, the Parent Company also issued 23,072,070 shares (KD 2.3 million) out of the 68.5 million shares approved under the Group’s performance bonus scheme (Note 39).

Share premium is not available for distribution.

28
RESERVES
	
	Statutory reserve
	
	General reserve
	
	Foreign currency translation  reserve
	
	Total 

	
	  KD’000
	
	  KD’000
	
	  KD’000
	
	  KD’000

	
	
	
	
	
	
	
	

	Balance as at 1 January 2008
	27,765
	
	27,765
	
	(2,842)
	
	52,688

	Foreign exchange differences
	-    
	
	-    
	
	1,978
	
	1,978

	
	──────────
	
	──────────
	
	──────────
	
	──────────

	Balance as at 31 December 2008
	27,765
	
	27,765
	
	(864)
	
	54,666

	
	══════════
	
	══════════
	
	══════════
	
	══════════

	Balance as at 1 January 2007
	18,307
	
	18,307
	
	(70)
	
	36,544

	Transfer from retained earnings
	9,458
	
	9,458
	
	-    
	
	18,916

	Foreign exchange differences
	-    
	
	-    
	
	(2,772)
	
	(2,772)

	
	──────────
	
	──────────
	
	──────────
	
	──────────

	Balance as at 31 December 2007
	27,765
	
	27,765
	
	(2,842)
	
	52,688

	
	══════════
	
	═════════
	
	══════════
	
	═════════


Statutory reserve

In accordance with the Commercial Companies Law and the Parent Company's Articles of Association, 10% of the profit for the year attributable to shareholders of the Parent Company (before contributions to KFAS, NLST, directors’ fees and Zakat) should be transferred to statutory reserve. The Parent Company may resolve to discontinue such annual transfers when the reserve totals 50% of the paid up share capital. 

28
RESERVES (continued)
Statutory reserve (continued)

Distribution of the reserve is limited to the amount required to enable the payment of a dividend of 5% of paid up share capital to be made in years when accumulated profits are not sufficient for the payment of a dividend of that amount. No transfer has been made for the year ended 31 December 2008 as the group incurred losses.

General reserve

The Parent Company’s Articles of Association require that 10% of the profit for the year attributable to the shareholders of the Parent Company (before contributions to KFAS, NLST, directors’ fees and Zakat) to be transferred to a general reserve. There are no restrictions on distribution of general reserve. No transfer has been made for the year ended 31 December 2008 as the group incurred losses.

29
TREASURY SHARES 

	
	2008
	2007

	
	
	

	Number of shares (′000)
	81,924
	1,621

	Percentage of issued shares
	6.24%
	0.19%

	Cost of treasury shares (KD’000)
	59,029
	1,542

	Market value (KD ′000)
	15,730
	1,588


Reserves of the Parent Company equivalent to the cost of treasury shares have been earmarked as non-distributable. 

30
INTEREST BEARING LOANS AND BORROWINGS

	
	2008
	2007

	
	  KD’000
	  KD’000

	Short term borrowings 
	
	

	
	
	

	Unsecured bank and financial institution loans 
	497,579
	244,349

	Borrowings under repurchase agreements
	53,372
	-    

	
	
	

	Wakala payables 
	143,525
	149,167

	
	
	

	Medium term borrowings
	-    
	84,754


Short term borrowings are due to local, regional and international banks and financial institutions and other counterparties with original maturities ranging from less than 3 months to 12 months from the date of borrowings. The average effective interest ranges between 2.11 % and 6.63% (2007: 5.81% and 8.25%) per annum.

Borrowings under repurchase agreements relate to KD 44.1 million of investments accounted as financial assets  designated at fair value through income statement (Note 15) and KD 9.3 million of investments accounted as investments in associates (Note 19).

Wakala payables represent wakala contracts with local and regional banks and financial institutions with original maturities ranging from less than 3 months to 12 months from the date of borrowings. The average effective cost attributable to these contracts ranges between 3% to 6.4% (2007: 6.1% to 8%) per annum. 

Wakala payables amounting to KD 2.3 million (2007: Nil) are secured against quoted equity securities amounting to KD 2.1 million (2007: Nil) (Note 15).

Medium term borrowings were obtained for general financing purposes and are due to regional and international financial institutions.  

On 15 December 2008, the Parent Company defaulted on repayment of a USD 200 million (KD 55.270 million) syndicated facility and suspended the principal repayments of its debt obligations towards the banks and financial institutions falling due after that date. As a result of cross-default provisions in most of the credit facility agreements, the Group defaulted on almost entire debt obligations. Cross-default provisions typically state that if any of the financial indebtness is not paid when due, than all other financial indebtness becomes prematurely due and payable and undrawn commitments stand cancelled.

30
INTEREST BEARING LOANS AND BORROWINGS (continued)

On 18 December 2008, the Parent Company appointed HSBC as its financial advisor. The lending banks have agreed to form a steering committee constituting six banks to negotiate the restructuring of the Group’s indebtness. The Parent Company and its advisors are in constructive discussions with the steering committee, lending banks, bondholders and regulators to arrive at an acceptable debt restructuring solution.

The debt restructuring may involve upfront repayment of a part of debt by capital injection, bundling of  existing debt into a new syndicated facility amortising over a medium term, providing collateral to the financers over the parent company’s investments, renegotiating the pricing of credit facilities, restrictions on bonus pay-outs to the management, restrictions on the corporate actions associated with the distribution of cash and stock dividends and other terms and restrictions usually associated with debt restructuring process.  

The following table shows the interest bearings loan and borrowings analysed by currency:

	
	Short term Borrowings 
	Wakala 

payables
	Medium term borrowings
	Total

	
	
	
	
	

	Kuwaiti Dinars
	143,156
	35,441
	-    
	178,597

	US Dollars
	299,066
	84,305
	-    
	383,371

	Euros
	-    
	9,183
	-    
	9,183

	UAE Dirham
	103,483
	14,596
	-    
	118,079

	Others
	5,246
	
	-    
	5,246

	
	────────
	─────────
	────────
	────────

	As at 31 December 2008 
	550,951
	143,525
	-    
	694,476

	
	════════
	═════════
	════════
	════════

	
	
	
	
	

	Kuwaiti Dinars
	30,650
	94,250
	-    
	124,900

	US Dollars
	196,919
	50,962
	84,754
	332,635

	Euros
	-    
	2,016
	-    
	2,016

	UAE Dirham
	13,025
	1,861
	-    
	14,886

	Others
	3,755
	78
	-    
	3,833

	
	────────
	─────────
	────────
	────────

	As at 31 December 2007
	244,349
	149,167
	84,754
	478,270

	
	════════
	═════════
	════════
	════════


31
BONDS

	
	2008
	2007

	
	KD’000
	KD’000

	On 23 June 2005, the Parent Company issued unsecured bonds in the principal  

 amount of KD20,000,000 composed of bonds in two series as follows:
	
	

	
	
	

	· Fixed rate bonds due on 23 June 2009 (bearing fixed interest at the rate of 5% per annum payable semi-annually)
	8,000
	8,000

	
	
	

	· Floating rate bonds due on 23 June 2009 (bearing interest at the rate of 1% per annum over the six-month KIBOR in effect on the rate fixing date payable semi-annually)
	10,373
	12,000

	
	
	

	On 25 April 2007, the Parent Company issued unsecured bonds in the principal 

 amount of KD45,000,000 composed of bonds in two series as follows:
	
	

	
	
	

	· Fixed rate bonds due on 25 April 2012 (bearing fixed interest rate of 7% payable semi annually)
	20,000
	20,000

	
	
	

	·  Floating rate bonds due on 25 April 2012 (bearing interest at the rate of  1% per annum over six-month KIBOR in effect on the rate fixing date payable semi-annually)
	25,000
	25,000

	
	
	


31
BONDS (continued)

	
	2008
	2007

	
	KD’000
	KD’000

	On 24 November 2008, the Parent Company issued unsecured bonds in dual currency for the principal amount of KD50,000,000 composed of bonds in four series as follows:
	
	

	· USD Fixed rate bonds  due on 25 Nov 2013(bearing fixed interest rate of  5% payable semi annually)
	6,892                                                                                                                                                                                                                              
	-    

	· KWD Fixed rate bonds  due on 25 Nov 2013(bearing fixed interest rate of  7% payable semi annually)
	29,980
	-    

	· USD Floating  rate bonds  due on 25 Nov 2013(bearing interest at the rate of  1.5% per annum over six-month LIBOR in effect on the rate fixing date payable semi-annually)
	900
	-    

	· KWD Floating  rate bonds  due on 25 Nov 2013(bearing interest at the rate of  1.5% per annum over six-month KIBOR in effect on the rate fixing date payable semi-annually)
	2,763
	-    

	
	─────────
	─────────

	
	103,908
	65,000

	
	═══════
	═══════


From each series of bonds, ownership interest of the Parent Company and it’s subsidiaries has been eliminated.

The Parent Company has the option of early redemption on all bonds (together) at any time after two years from the date of issue at face value plus accrued interest.

32
OTHER LIABILITIES 

	
	2008
	2007

	
	  KD’000
	  KD’000

	
	
	

	Payable for purchase of investment properties
	71,990
	-    

	Payable for property under development
	9,614
	-    

	Accrued interest on borrowings
	6,098
	5,586

	Payable  on  change in fair value of put option (note 37)
	7,742
	-    

	Payable on change in fair value of interest rate swaps (note 37) 
	5,500
	-    

	Unearned premium on call option 
	4,934
	-    

	Negative fair value of forward foreign exchange contracts (note 37)
	3,406
	-    

	Payable for settlement of purchase of trading securities
	2,364
	14,143

	Accrued expenses
	2,947
	20,493

	
	──────────
	──────────

	
	114,595
	40,222

	
	══════════
	══════════


33
DIVIDENDS PAID

The general assembly of the shareholders held on 26 March 2008 approved a cash dividend of 50 fils per share amounting to KD 42.771 million and bonus shares of 10% of paid up share capital for the year ended 31 December 2007. The directors do not propose any dividends for the year ended 31 December 2008.
34
Related party transactions and balances

	
	Key

management personnel
	Associates
	2008
	2007

	
	KD’000
	KD’000
	KD’000
	KD’000

	Consolidated balance sheet


	
	
	
	

	Loans to directors and senior management
	1,993
	8,806
	10,799
	1,997

	Amount due from related parties (Note 25)
	-    
	-    
	-   
	291

	Wakala payables
	-    
	13,200
	13,200   
	30,351

	
	
	
	
	

	Transactions included in consolidated income statement
	
	
	
	

	Interest and similar income
	87
	133
	220
	415

	Interest and similar expense
	(1,671)
	-   
	(1,671)
	(2,304)

	Fee and commission income
	-    
	3,431
	     3,431
	-    

	Net gain on financial assets designated at fair value through income statement
	-    
	5,487
	5,487
	-    

	Gain on disposal of subsidiaries
	-    
	2,043
	2,043
	-    

	Change in fair value of put options (Note 37)
	-    
	(7,742)
	(7,742)
	-    

	
	
	
	
	

	Key management personnel compensation
	
	
	
	

	Short-term employee benefits
	1,355
	-    
	1,355
	1,480

	Cost of share based payment
	-    
	-    
	-   
	800  

	Termination benefits
	107
	-    
	107
	493

	
	
	
	 ────────
	 ────────

	
	
	
	1,462
	2,773

	
	
	
	════════
	 ════════


In the normal course of business, the Group entered into various transactions with related parties (i.e. associates, partner, directors and executive officers of the Parent Company) concerning financing and other related services. Prices and terms of payment are approved by the Group’s management. Significant related party transactions and balances are as follows:
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SEGMENTAL INFORMATION

For management purposes the Group is organised into five major business segments:

-
Assets Management: Managing of GCC, MENA and international managed funds, discretionary and non-discretionary portfolio management and custody services.

-
Principal investments: Comprises of investing of company funds in private equity and quoted securities, lending to corporate and individual customers and managing the company’s liquidity requirements.

-
Proprietary trading: Directional long only equity trading in GCC, MENA and other emerging markets.

-
Investment banking and advisory: Venture capital, private placement of equities and debt, advising and managing listings, initial public offerings (IPOs), arranging conventional and Islamic debt and equity advising, advising on strategy, privatisation, mergers and reverse mergers and acquisitions.   

-    Brokerage : Quoted and unquoted equity and debt instruments brokerage and online trading.

-
Real estate: sale and purchase of real estate, real estate brokerage and advisory.

The Group primarily operates in one geographical region (Kuwait, GCC and other Middle Eastern and North African countries) and accordingly does not have a secondary segment.

	
	Asset

management
	Principal  investments & group treasury
	Proprietary trading
	Investment banking and advisory
	
	Real

estate
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	Brokerage
	KD ′000
	KD ′000

	31 December 2008   
	
	
	
	
	
	
	

	Segment income

 (loss)
	21,072
	(39,918)
	(63,934)
	24,945
	4,347
	12,741
	(40,747)

	Inter segment 

 income(expense)
	2,032
	(13,585)
	-    
	11,553
	-    
	-    
	-    

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Total segment 

 Income (loss)
	23,104
	(53,503)
	(63,934)
	36,498
	4,347
	12,741
	(40,747)

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Segment profit 

 (loss)
	19,548
	(247,039)
	(77,883)
	35,758
	3,541
	5,688
	(260,387)

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Loss for the period
	
	
	
	
	
	
	(260,387)

	
	
	
	
	
	
	
	═════════

	31 December 2007   
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment income
	20,792
	104,679
	16,682
	8,718
	-    
	3,503
	154,374

	Inter segment 

 income(expense)
	2,430
	(7,549)
	-    
	5,119
	-    
	-    
	-    

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Total segment 

 income
	23,222
	97,130
	16,682
	13,837
	-    
	3,503
	154,374

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Segment profit
	16,339
	52,765
	11,609
	8,993
	-    
	2,534
	92,240

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Profit for the period
	
	
	
	
	
	
	92,240

	
	
	
	
	
	
	
	═════════


	31 December 2008   
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	1

	Total segmental 

 assets
	-    
	874,588
	49,113
	-    
	30,493
	183,643
	1,137,837

	Total segmental 

 liabilities
	-    
	(713,137)
	(38,992)
	-    
	(1,259)
	(155,539)
	(908,927)

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Net segmental assets
	-    
	161,451  
	10,121
	-    
	      29,234 
	28,104
	228,910

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Unallocated assets
	
	
	
	
	
	
	114,926

	Unallocated 

 liabilities
	
	
	
	
	
	
	(4,052)

	
	
	
	
	
	
	
	═════════

	Net Assets
	
	
	
	
	
	
	339,784

	
	
	
	
	
	
	
	═════════

	    
	
	
	
	
	
	
	

	Capital expenditure
	
	
	
	
	
	
	2,082

	
	
	
	
	
	
	
	═════════

	Depreciation
	
	
	
	
	
	
	1,921

	
	
	
	
	
	
	
	═════════

	Impairment 
	
	
	
	
	
	
	152,916

	
	
	
	
	
	
	
	═════════
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SEGMENTAL INFORMATION (continued)

	
	Asset

management
	Principal  investments & group treasury
	Proprietary trading
	Investment banking and advisory
	
	Real

estate
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	Brokerage
	KD ′000
	KD ′000


	31 December 2007   
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Total segmental assets
	10,588  
	792,741
	37,767
	-    
	-    
	41,433
	882,529

	Total segmental liabilities
	-    
	(513,333)
	(23,684)
	-    
	-    
	(25,982)
	(562,999)

	
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────
	─────────

	Net segmental assets
	10,588  
	279,408
	14,083
	-    
	-    
	15,451
	319,530

	
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════
	═════════

	Unallocated assets
	
	
	
	
	
	
	30,428

	Unallocated liabilities
	
	
	
	
	
	
	(20,493)

	
	
	
	
	
	
	
	═════════

	Net Assets
	
	
	
	
	
	
	329,465

	
	
	
	
	
	
	
	═════════

	    
	
	
	
	
	
	
	

	Capital expenditure
	
	
	
	
	
	
	8,240

	
	
	
	
	
	
	
	═════════

	Depreciation
	
	
	
	
	
	
	725

	
	
	
	
	
	
	
	═════════


36
FIDUCIARY ACCOUNTS

The Group manages portfolios on behalf of others, mutual funds, and maintains cash balances and securities in fiduciary accounts, which are not reflected in the Group’s consolidated balance sheet.

The aggregate value of assets held in a fiduciary capacity by the Group at 31 December 2008 amounted to KD 2,217.22 million. (31 December 2007: KD 2,347.68 million). Management fees and incentive earned on fiduciary assets amounted to KD 19.161 and KD 1.278 million respectively (2007: KD 16.684 and KD 2.752 million respectively).
37
DERIVATIVE FINANCIAL INSTRUMENTS

	
	2008
	
	2008
	
	2007
	
	2007


	
	Notional amount
	
	(Negative)/

Positive

fair value
	
	Notional 

amount
	
	Positive/ (Negative)

 fair value

	
	KD’000
	
	KD’000
	
	KD’000
	
	KD’000

	Forward foreign exchange

 contracts
	193,539
	
	(3,406)
	
	40,203
	
	5

	Interest rate swaps
	165,810
	
	(5,500)
	
	-    
	
	-    

	Call options
	7,685
	
	2,751
	
	-    
	
	-    

	Put options
	42,268
	
	(7,742)
	
	-    
	
	-    

	
	─────────
	
	─────────
	
	─────────
	
	─────────

	
	409,302
	
	(13,897)
	
	40,203
	
	5

	
	═════════
	
	═════════
	
	═════════
	
	═════════


Forward foreign exchange contracts mature within 3 months of the balance sheet date.  Forward foreign exchange contracts are primarily entered to cover the Group’s foreign currency needs and manage the foreign currency(s) exposures and risks. 

Interest rate swaps (IRSs) were originally entered to hedge interest costs by converting floating rate debt to fixed rate debt. However, as hedge effectiveness criteria of International Accounting Standard 39 was not met, these positions were made subject to fair value accounting at the outset and the fair valuation losses were recognised in the consolidated income statement. Two IRS contracts with notional amounts aggregating KD 82.9 million matures on 19 September 2011, and one IRS contract aggregating KD 82.9 million matures on 11 June 2010.

The Parent company sold (wrote) call options on certain quoted equity securities. These options, when written, were deeply out of money and the premium obtained for writing the options nearly equalled the market price of the underlying equity securities. The Parent Company owns the underlying securities and therefore, these options are covered call option position. These options do not have a definitive exercise date or maturity. The notional amount of the option has been computed on basis of original premium received.
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DERIVATIVE FINANCIAL INSTRUMENTS (continued)

The Parent Company granted a put option to Global MENA Financial Assets Limited (a company incorporated in Guernsey on 2 June 2008 and listed on the Official List and to trading on main market of the London Stock Exchange as managed by the Parent Company in the capacity of an asset manager)) over the aggregate of unlisted companies sold by the Parent Company to Global MENA Financial Assets Limited. The put option exercise price equals to the sale price of unlisted companies paid by Global MENA Financial Assets Limited to the Parent Company. The option is exercisable for a period of 30 days following the first anniversary date of Admission of Global MENA Financial Assets Limited to the main market of the London Stock Exchange.  The option will expire on 17 August 2009.

38
CONTINGENT LIABILITIES & COMMITMENTS

The total outstanding contingent liabilities and commitments are as follows.

	
	2008
	   2007

	
	  KD’000
	  KD’000

	Commitments
	
	

	Undrawn commitments to invest in private equity funds
	19,086                       
	581

	Commitments for acquisition of real estate investment properties
	-    
	59,012

	Commitments for development of property
	13,430                        
	-    

	Undrawn commitments to lend
	27,635
	-    

	Commitments to buy securities
	17,377
	-    


Undrawn commitments to invest in private equity funds

Commitments to invest in private equity funds represent the uncalled capital by the investment managers (general partners) of various private equity funds in which the Group has made investments. The capital can be called at the investment manager’s discretion. 

Commitments for development of properties

Commitments for development of properties include the unexecuted portion of the development contracts for various properties under development and investment properties. 

In case of certain properties in the United Arab Emirates (‘UAE’), the Group is committed to complete the development in accordance with a contractual time frame. The management’s current estimates indicate that the Group may have to incur a minimum of KD 53.8 million towards development of UAE real estate properties spread over a four year period to maintain its property ownership rights. The contracts for development have not yet been awarded. 

	
	2008
	   2007

	
	  KD’000
	  KD’000

	Commitments for development of properties 
	
	

	 Not later than one year
	 6,406
	-    

	 Later than one year but not later than 4 years
	  47,418
	-    

	
	──────────
	──────────

	
	53,824
	-    

	
	══════════
	══════════


Undrawn commitments to lend

Undrawn commitments to lend represent a commitment to make available a credit facility to Global MENA Financial Assets Limited, up to a maximum aggregate principal amount of KD 27.635 million (2007: Nil).

Commitments to buy securities

The Parent Company has commitment to buy securities amounting to KD 17.4 million from two counterparties subject to regulatory approvals out of which KD 8.68 million is from a related party (Note 34).

Legal claims

At the balance sheet date certain legal claims existed against the Group. Legal claims related to compensation by one of the customer of the Parent Company for acts of fraud committed by an ex-employee of the Parent Company and compensation by two customers for a cancelled private equity acquisition transaction. The total claims amounted to KD 0.063 million. The Parent Company has been advised by its legal advisors that it is possible, but not probable, that the action will succeed and accordingly no provision for any claims has been made in these consolidated financial statements.
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CONTINGENT LIABILITIES & COMMITMENTS (continued)

Legal claims (continued)

Following the declaration of default on its international and local debt, the Parent Company received several legal notices seeking immediate payment of debt and reservation of legal rights by the respective lenders. These legal notices do not necessarily represent a legal suit and in the opinion of the Group’s legal advisors do not result in possible liabilities other than those already reflected in the consolidated financial statements of the Group.

39
PROFIT-SHARING SCHEMES

The Parent Company operates two profit-sharing schemes to reward the performance of its employees, namely a performance bonus scheme (PBS) and a share option scheme (SOS). Both schemes are in operation for a period of 10 years, with the first year being the fiscal year ended 31 December 1999.  The total capital increase to meet the requirements of the schemes should not exceed 15% of the Parent Company’s share capital at the end of 2009.

The PBS covers all employees who are entitled to receive a portion of their annual bonus in shares to be issued by the Parent Company. The SOS covers senior executives who are granted an option to subscribe for shares allotted to them at the commencement of each year of a three-year period, at the end of which the employee may exercise the option. The average subscription price for the shares allotted under both schemes approximates the adjusted book value per share at the beginning of each year.  

The options granted during the year of 23,072,070 shares were approved in the Annual General Meeting of the shareholders’ on 23 March 2008 and were granted to the employees to reward the performance of financial year 2007.   

Due to the financial losses suffered by the company in 2008 no options will be granted to the employees under the profit sharing scheme for the financial year 2008.  The outstanding options are out of money i.e. have a strike price higher than the current prevailing and are expected to lapse without exercise. Therefore share option reserve of KD 1.765 million was written back to the consolidated income statement. For the year ended 31 December 2008, the Parent Company has not made any provision for bonus as no distributions are expected under the performance bonus scheme. 

40 
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The recognition and management of risk is an essential element of Group’s risk strategy. The Board, being ultimately responsible for the management of risks associated with Group’s activities, has established a framework of Board Committees, policies and controls to identify, assess, monitor and manage risk.

Risk strategies and policies are approved by the Board. The Head of Risk Management reports directly to the Chairperson and has access to the Board of Directors.

Group’s risk policies and processes aim to protect the asset values and income streams such that the interests of  shareholders and external fund providers are protected and shareholders’ return is optimised.

Group’s key quantitative risk policies include:

· maintaining minimum levels of capital adequacy (calculated in accordance with the Rules and Regulations Concerning Capital Adequacy Standards of the Central Bank of Kuwait issued as per circular number (2/BS/184/2005) of December 2005) at 15 percent (although, as an investment company, Group is not subject to the capital adequacy requirements of the Central Bank of Kuwait);

· maximum size limits for principal investments, trading book and the real-estate line of business linked to the size of total assets and shareholders’ equity (size limits are reviewed on an annual basis);

· country, economic sector and single obligor exposure restricted to specified percentages of shareholders’ equity;

· maximum book-size limit for lending products linked to the shareholders’ equity;

· tenor limits for credit products; and

· maximum overnight FX exposure limits.

The Board is responsible for the overall process and structure of corporate governance. The Board achieves compliance with corporate governance guidelines through its various committees (see further below). Management believes that Group’s corporate governance culture is in line with other leading international financial services companies.

The Board Committees have specific terms of reference, independent non-executive director membership, Senior Management participation and access to specialist advice when necessary. The Group currently has the following Board Committees:

· Audit Committee:

The Audit Committee is responsible for considering the annual consolidated financial statements for approval by the Board, overseeing the external and internal audit processes, focusing on compliance with legal requirements, accounting standards and listing requirements and implementing effective systems of internal control. The Audit Committee meets at least four times a year.  

· Credit Committee:

The Credit Committee sets the maximum level of acceptable counterparty exposures and reviews and approves changes to credit policy and methodologies. The Committee also deals with the approval of excess over approved credit limits, classification of past due amounts and creation/ change or release of specific provisions. The Credit Committee meets monthly or more frequently if required. 

· Assets and Liabilities Committee (“ALCO”):

ALCO sets and reviews Global’s funding and liquidity policy, non-trading interest rate risk policy and reviews regional strategies, taking market conditions into account. ALCO meets quarterly, or more frequently if required. 

The most significant financial risks to which the Group is exposed to are described below.

40 
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

40.1  
Market risk

a) Foreign currency risk

The Group mainly operates in the GCC and other Middle Eastern and North African countries and is exposed to foreign currency risk arising from various foreign currency exposures, primarily with respect to US Dollar and Jordanian Dinars. Foreign exchange risk arises from future commercial transactions, recognised assets and liabilities and net investments in foreign operations.

To mitigate the Group’s exposure to foreign currency risk, non-Kuwaiti Dinar cash flows are monitored and forward exchanged contracts are entered into in accordance with the Group’s risk management policies. Generally, the Group’s risk management procedures distinguish short-term foreign currency cash flows (due within twelve months) from longer-term cash flows. Where the amounts to be paid and received in specific currency are expected to largely offset one another, no further hedging activity is undertaken. Forward foreign contracts are mainly entered into for significant long-term foreign currency exposures that are not expected to be offset by other currency transactions. 

The Group had the following significant exposures denominated in foreign currencies, translated into Kuwaiti Dinar at the closing rate:

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	US Dollar
	(256,279)
	(169,421)

	Jordanian Dinar
	108,657
	164,958

	Bahraini Dinar
	24,834
	21,096

	Qatari Riyals
	16,717
	15,146

	UAE Dirhams
	(57,660)
	46,889

	Pakistan Rupee
	16,426
	11,862


The foreign currency sensitivity is determined on the following assumptions:

	Currency
	2008
	2007

	
	
	

	US Dollar
	1.08%
	5.58%

	Jordanian Dinar
	0.90%
	5.35%

	Bahraini Dinar
	0.81%
	5.33%

	Qatari Riyals
	1.01%
	6.00%

	UAE Dirhams
	1.08%
	5.59%

	Pakistan Rupee
	21.04%
	6.27%


The above percentages have been determined based on the average market movement in exchange rates in the previous twelve months. 

If the Kuwaiti Dinar had strengthened or weakened against the foreign currencies assuming the above sensitivity, then this would have the following impact on the consolidated income statement and equity:

	
	Income statement
	
	Equity

	
	2008
	
	2007
	
	2008
	
	2007

	
	KD’000
	
	KD’000
	
	KD’000
	
	KD’000

	
	
	
	
	
	
	
	

	US Dollar
	± 3,333
	
	 ± 10,400
	
	± 565
	
	± 946

	Jordanian Dinar
	 ∓ 683
	
	∓ 5,435
	
	∓ 295
	
	 ∓  3,390

	Bahraini Dinar
	∓ 118
	
	 ∓ 1,078
	
	∓  83
	
	 ∓  46

	Qatari Riyals
	∓ 146
	
	∓ 729
	
	∓  23
	
	∓ 180

	UAE Dirhams
	± 623
	
	 ∓ 2,621
	
	-   
	
	-   

	Pakistan Rupee
	∓ 1,512
	
	-    
	
	 ∓ 1,944
	
	 ∓ 744

	
	
	
	
	
	
	
	


40 
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.1  
Market risk (continued)

a) Foreign currency risk (continued)

There has been no change during the year in the methods and assumptions used in preparing the above sensitivity analysis. Exposures to foreign exchange rates vary during the year depending on the volume and nature of the transactions. Nonetheless, the analysis above is considered to be representative of the Group’s exposure to the foreign currency risk.

b)  Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the fair values of financial instruments. As the Group has no significant interest bearing assets, the Group is exposed to interest rate risk with respect to its borrowings which are both at fixed rate and floating interest rate. The risk is managed by the Group by maintaining an appropriate mix between fixed and floating rate borrowings. The Board has established levels of interest rate risk by setting limits on the interest rate gaps for stipulated periods.  

Positions are monitored on a daily basis and hedging strategies used to ensure positions are maintained within established limits. 

The effective interest rate (effective yield) of a monetary financial instrument is the rate that, when used in a present value calculation, results in the carrying amount of the instrument.  The rate is a historical rate for a fixed rate instrument carried at amortised cost and a current rate for a floating rate instrument or an instrument carried at fair value.  
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.1
Market risk (continued)

b)  Interest rate risk (continued)

The Group’s interest rate exposure based on earlier of contractual repricing arrangements and maturity at 31 December 2008 was as follows:

	
	Up to 1 month
	1-3

 months
	3-12

 months
	Over 

1 year
	Non-interest bearing items
	Total
	Effective interest rate

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	(%)

	
	
	
	
	
	
	
	

	Cash and cash equivalents
	2,562
	2,000
	-    
	-    
	51,096
	55,658
	2.125-6.25

	Financial assets held for trading
	-    
	-    
	-    
	-    
	38,573
	38,573
	-

	Financial assets designated at fair value through statement of income
	-    
	-    
	-    
	5,164
	375,117
	380,281
	8.5

	Murabaha receivables
	-    
	10,920
	1,715
	-    
	-    
	12,635
	4.5-8.0

	Loans and advances
	2,475
	52,500
	14,233
	-    
	-    
	69,208
	4.21-8.25

	Financial assets available for sale
	-    
	-    
	-    
	-    
	70,891
	70,891
	-

	Investments in associates
	-    
	-    
	-    
	-    
	274,594
	274,594
	-

	Investment properties
	-    
	-    
	-    
	-    
	129,570
	129,570
	-

	Property under development
	-    
	-    
	-    
	-    
	54,073
	54,073
	-

	Property and equipment
	-    
	-    
	-    
	-    
	21,100
	21,100
	-

	Intangible assets
	-    
	-    
	-    
	-    
	18,175
	18,175
	-

	Other assets
	-    
	-    
	18,873
	-    
	109,132
	128,005
	7.25

	
	───────
	───────
	───────
	───────
	───────
	───────
	

	Total assets
	5,037
	65,420
	34,821
	5,164
	1,142,321
	1,252,763
	

	
	═══════
	═══════
	═══════
	═══════
	═══════
	═══════
	

	Interest bearing loans and 

 borrowings 
	694,476
	-    
	-    
	-    
	-    
	694,476
	3.0-7.2

	Bonds
	-    
	-    
	-    
	47,036
	56,872
	103,908
	4.04-7.0

	Other liabilities
	-    
	-    
	-    
	-    
	114,595
	114,595
	

	
	───────
	───────
	───────
	───────
	───────
	───────
	

	Total liabilities
	694,476
	-    
	-   
	47,036
	171,467
	912,979
	

	
	═══════
	═══════
	═══════
	═══════
	═══════
	═══════
	


The management of the Parent Company is of the view that bonds are not subject to the cross-default provision that is included in the facility agreements (Note 30). Accordingly, bonds are not prematurely due and are classified according to the maturity date.

The Group’s interest rate exposure based on earlier of contractual repricing arrangements and maturity at 31 December 2007 was as follows:

	
	Up to 1 month
	1-3

months
	3-12

months
	Over

1 year
	Non-interest bearing items
	Total
	Effective interest rate

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	(%)

	
	
	
	
	
	
	
	

	Cash and cash equivalents
	5,919
	-    
	-    
	-   
	62,878
	68,797
	5.00-7.00

	Financial assets held for trading
	-    
	-    
	-    
	-   
	37,767
	37,767
	-

	Financial assets designated at fair value through statement of income
	2,613
	-    
	-    
	1,251
	503,766
	507,630
	5.75 -7.13

	Murabaha receivables
	5,484
	-    
	-    
	10,300
	-    
	15,784
	6.89-8.00

	Loans and advances
	9,691
	6,878
	4,572
	3,474
	-    
	24,615
	8.25-9.25

	Financial assets  available-for-sale
	-    
	-    
	-    
	-   
	18,087
	18,087
	-

	Investments in associates
	-    
	-    
	-    
	-   
	95,782
	95,782
	-

	Investment properties
	-    
	-    
	-    
	-   
	41,433
	41,433
	-

	Property and equipment
	-    
	-    
	-    
	-   
	20,609
	20,609
	-

	Intangible assets
	-    
	-    
	-    
	-   
	4,437
	4,437
	-

	Other assets
	-    
	-    
	37,913
	-   
	40,103
	78,016
	13 – 18

	
	────────
	────────
	────────
	────────
	────────
	────────
	

	Total assets
	23,707
	6,878
	42,485
	15,025
	824,862
	912,957
	

	
	════════
	════════
	════════
	════════
	════════
	════════
	

	Interest bearing loans and borrowings 
	212,978
	95,721
	84,817
	84,754
	-    
	478,270
	5.81-8.25

	Bonds
	-    
	-    
	-    
	65,000
	-    
	65,000
	5.00-7.25

	Other liabilities
	-    
	-    
	-    
	-   
	40,222
	40,222
	-

	
	────────
	────────
	────────
	────────
	────────
	────────
	

	Total liabilities
	212,978
	95,721
	84,817
	149,754
	40,222
	583,492
	

	
	════════
	════════
	════════
	════════
	════════
	════════
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.1
Market risk (continued)

b)
Interest rate risk (continued)

The following table illustrates the sensitivity of the profit for the year and equity to a reasonably possible change in interest rates of +300 bps (3%) and –300 bps (3%) (2007: +100 bps (1%) and –100bps (1%)) with effect from the beginning of the year. These changes are considered to be reasonably possible based on observation of current market condition. The calculations are based on the Group’s financial instruments held at each balance sheet date. All other variables are held constant. There has been no change during the year in the methods and assumptions used in preparing the below sensitivity analysis

	
	2008
	2007

	
	+ 3 %
	-3 %
	+ 1%
	-1 %

	
	KD’000
	KD’000
	KD’000
	KD’000

	
	
	
	
	

	(Loss) profit for the year
	26,699
	(26,699)
	(4,931)
	4,931


c)
Equity price risk

The Group is exposed to equity price risk with respect to its equity investments. Equity investments are classified either as investments at fair value through statement of income (including trading securities) and available-for-sale investments.

To manage its price risk arising from investments in equity securities, the Group diversifies its portfolio. Diversification of the portfolio is done in accordance with the limits set by the Group. 

The equity price risk sensitivity is determined on the following assumptions:

	
	2008
	2007

	
	%
	%

	
	
	

	Kuwait market
	38%
	3%

	Rest of GCC  market
	38%
	17%

	MENA market
	32%
	7%

	Other international markets
	28%
	12%


The above percentages have been determined based on basis of the average market movements over a 90 days period of October to December 2008 and 2007. The sensitivity analyses below have been determined based on the exposure to equity price risks at the reporting date.   The analysis reflects the impact of positive changes to equity prices in accordance with the above-mentioned equity price risk sensitivity assumptions. There has been no change during the year in the methods and assumptions used in the preparation of the sensitivity analysis.

	
	Profit for the year
	Equity

	 
	2008
	2007
	2008
	2007

	
	KD’000
	KD’000
	KD’000
	KD’000

	
	
	
	
	

	
	
	
	
	

	Financial assets held for trading
	12,645
	3,359
	-    
	-    

	Financial assets designated at fair value through income statement
	75,327
	29,616
	-    
	-    

	Financial assets available for sale
	-  
	-    
	13,163
	201

	
	──────────
	──────────
	──────────
	──────────

	Total
	87,972
	32,975
	13,163
	201

	
	══════════
	══════════
	══════════
	══════════


40
RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.2
Credit risk 

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss.  The Group credit policy and exposure to credit risk is monitored on an ongoing basis. The Group seeks to avoid undue concentrations of risks with individuals or groups of customers in specific locations or business through diversification of its activities. It also obtains security when appropriate. 

The Group’s exposure to credit risk is limited to the carrying amounts of financial assets recognised at the balance sheet date, as summarized below: 

	
	2008
	2007

	
	KD’000
	KD’000

	
	
	

	Cash and cash equivalents
	55,698
	68,797

	Murabaha receivables
	12,635
	15,784

	Loans and advances
	69,208
	24,615

	Financial assets designated at fair value through income statement (unquoted debt securities)
	5,164
	9,226

	Other assets
	128,005
	78,016

	
	──────────
	──────────

	
	270,710
	196,438

	
	══════════
	══════════


Information on other significant concentrations of credit risk is set out in note 40.3
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.3 
Concentration of assets

The distribution of assets by geographic region and industry sector was as follows:

	
	GCC
	Asia & 
Africa
	Europe
	USA
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	At 31 December 2008
	
	
	
	
	

	Geographic region:
	
	
	
	
	

	Cash and cash equivalents
	44,871
	10,202
	56
	529
	55,658

	Financial assets held for trading
	10,344
	27,451
	261
	517
	38,573

	Financial assets designated at fair 

  value through statement of income 
	265,816
	88,067
	48
	26,350
	380,281

	Murabaha receivables
	12,635
	-    
	-    
	-    
	12,635

	Loans and advances
	69,208
	-    
	-    
	-    
	69,208

	Financial investments available for sale 
	50,255
	20,636
	-    
	-    
	70,891

	Investments in associates
	178,981
	54,018
	41,595
	-    
	274,594

	Investment properties
	123,666
	5,904
	-    
	-    
	129,570

	Property under development
	54,073
	-    
	-    
	-    
	54,073

	Property and equipment
	18,873
	2,227
	-    
	-    
	21,100

	Intangible assets
	18,175
	-    
	-    
	-    
	18,175

	Other assets
	116,891
	11,114
	-    
	-    
	128,005

	
	────────
	────────
	────────
	────────
	────────

	
	963,788
	219,619
	41,960
	27,396
	1,252,763

	
	════════
	════════
	════════
	════════
	════════

	
	
	
	
	
	

	Industry sector
	
	
	
	
	

	Trading and manufacturing
	15,414
	118
	-    
	-    
	15,532

	Banks and financial institutions
	349,956
	146,798
	41,744
	24,595
	563,093

	Real estate
	412,203
	22,054
	-    
	-    
	434,257

	Others
	189,892
	46,972
	217
	2,800
	239,881

	
	────────
	────────
	────────
	────────
	────────

	
	967,465
	215,942
	41,961
	27,395
	1,252,763

	
	════════
	════════
	════════
	════════
	════════

	At 31 December 2007
	
	
	
	
	

	Geographic region:
	
	
	
	
	

	Cash and cash equivalents
	51,493
	13,696
	29
	3,579
	68,797

	Financial assets held for trading
	10,259
	24,689
	1,195
	1,624
	37,767

	 Financial assets designated at fair value through statement of income 
	338,554
	130,202
	-    
	38,874
	507,630

	Murabaha receivables
	15,784
	-    
	-    
	-    
	15,784

	Loans and advances
	24,615
	-    
	-    
	-    
	24,615

	Financial investments available for sale 
	-    
	18,087
	-    
	-    
	18,087

	Investments in associates
	21,103
	74,679
	-    
	-    
	95,782

	Investment properties
	40,505
	928
	-    
	-    
	41,433

	Property and equipment
	20,404
	205
	-    
	-    
	20,609

	Intangible assets
	-    
	4,437
	-    
	-    
	4,437

	Other assets
	76,296
	1,720
	-    
	-    
	78,016

	
	────────
	────────
	────────
	────────
	────────

	
	599,013
	268,643
	1,224
	44,077
	912,957

	
	════════
	════════
	════════
	════════
	════════

	
	
	
	
	
	

	Industry sector
	
	
	
	
	

	Trading and manufacturing
	9,927
	11,381
	-    
	-    
	21,308

	Banks and financial institutions
	378,220
	193,744
	421
	42,591
	614,976

	Real estate
	116,780
	17,924
	-    
	-    
	134,704

	Others
	94,086
	45,594
	803
	1,486
	141,969

	
	────────
	────────
	────────
	────────
	────────

	
	599,013
	268,643
	1,224
	44,077
	912,957

	
	════════
	════════
	════════
	════════
	════════


40
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.4
Credit risk from lending activities

The Group selectively provides credit facilities in form of short-term (maturity up to 12 months) loans andadvances on a fully collateralized basis to its customers of the asset management and investment banking products. The credit sanction process typically involves customers credit appraisal in accordance with the Group’s credit policies and credit sanctions by the Group’s Credit Committee.

The Group’s credit risk management associated with the lending activities is governed by the Group’s Credit Committee. The overall size of the Group’s lending activities is capped at 15% of the Group’s capital base.   The Group’s credit policies cover the customer eligibility criteria for credit, large exposure and concentration limits, eligible collateral, collateral valuation methodology, minimum collateralisation requirement, credit quality monitoring processes and escalation and foreclosure processes in the event of default.

In accordance with the Group’s credit policies all loans and advances with past due interest or principal obligations are considered as non-performing and are subject to specific provisions for credit losses on basis of amount of impairment determined.

As at 31 December 2008 KD 7 million credit facilities granted by the Group were impaired, past due, subject to renegotiation or subject to specific provisions for impairment. (2007: nil).  As at 31 December 2008: 62%, (31 December 2007: 94%) of the loans and advances were more than 150% collateralized (fair value of collateral held: KD 71.3 million). The collateral typically includes listed equity securities in Kuwait market and units in managed funds.

	Collateral coverage ratio
	Percentage of total (%)

	
	2008
	2007

	
	
	

	Less than 150%
	38%
	6%

	150% - 300%
	24%
	69%

	More than 300%
	38%
	25%


40.5
Credit quality per financial asset category

In accordance with the Group’s credit risk management policies all performing credits are graded as: high, medium, low and watch list. Whereas non-performing credit exposures are graded as: special mention, substandard, doubtful and bad. The details by financial asset class are given below:

	Performing credit exposures
	2008
	2007

	
	
	

	Cash and cash equivalents
	High
	High

	Murabaha receivables
	Medium
	High

	Loans and advances
	Watch list or  Medium
	High


Non-performing credit exposures that are graded as special mention, substandard, doubtful and bad represent mainly loans and advances amounting to KD 7 million that are considered fully impaired. As of 31 December 2008, there are no past due loans and advances that are not provided for (31 December 2007: Nil).

40.6
Liquidity risk

Liquidity risk is the risk that the Group will be unable to meet its liabilities when they fall due.

The table below summarises the maturity profile of the Group’s assets and liabilities.  Except for financial assets designated at fair value through income statement, financial assets available for sale and investment properties, the maturities of assets and liabilities have been determined on the basis of the remaining period from the balance sheet date to the contractual maturity date.  The maturity profile for financial assets designated at fair value through income statement, financial assets available for sale and investment properties is determined based on management's estimate of liquidation of those investments.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.6
Liquidity risk (continued)

Maturity profile of assets and liabilities at 31 December 2008:

	
	Up to 1 month
	1-3

months
	3-12 

months
	Over

1 year
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	Assets
	
	
	
	
	

	Cash and cash equivalents
	53,658
	2,000
	-    
	-    
	55,658

	Financial assets held for trading
	-    
	38,573
	-    
	-    
	38,573

	Financial assets designated at fair value through income statement
	890
	-    
	379,391
	-    
	380,281

	Murabaha receivables
	-    
	10,920
	1,715
	-    
	12,635

	Loans and advances
	2,475
	52,500
	14,233
	-    
	69,208

	Financial investments available

 for sale
	-    
	-    
	-    
	70,891
	70,891

	Investments in associates
	-    
	-    
	-    
	274,594
	274,594

	Investment properties
	-    
	-    
	129,570
	-    
	129,570

	Property under development
	-    
	-    
	-    
	54,073
	54,073

	Property and equipment
	-    
	-    
	-    
	21,100
	21,100

	Intangible assets
	-    
	-    
	-    
	18,175
	18,175

	Other assets
	-    
	-    
	128,005
	-    
	128,005

	
	────────
	────────
	────────
	────────
	────────

	
	57,023
	103,993
	652,914
	438,833
	1,252,763

	
	════════
	════════
	════════
	════════
	════════

	Liabilities
	
	
	
	
	

	Interest bearing loans and borrowings 
	694,476
	-    
	-    
	-    
	694,476

	Bonds
	-    
	-    
	18,373
	85,535
	103,908

	Other liabilities
	17,489
	7,291
	21,470
	68,345
	114,595

	
	────────
	────────
	────────
	────────
	────────

	
	711,965
	7,291
	39,843
	153,880
	912,979

	
	════════
	════════
	════════
	════════
	════════


Maturity profile of assets and liabilities at 31 December 2007:

	
	Up to 

1 month
	1-3

months
	3-12

months
	Over

1 year
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	
	
	
	
	

	Assets
	
	
	
	
	

	Cash and cash equivalents
	68,797
	-    
	-    
	-    
	68,797

	Financial assets held for trading 
	-    
	37,767
	-    
	-    
	37,767

	Financial assets designated at fair value through income statement 
	2,613
	-    
	505,017 
	-    
	507,630

	Murabaha receivables
	5,484
	-    
	-    
	10,300
	15,784

	Loans and advances
	9,691
	6,878
	4,572
	3,474
	24,615

	Financial investments available


for sale
	-    
	-    
	-    
	18,087
	18,087

	Investment in associates
	-    
	-    
	-    
	95,782
	95,782

	Investment properties
	-    
	-    
	41,433
	-    
	41,433

	Property and equipment
	-    
	-    
	-    
	20,609
	20,609

	Goodwill
	-    
	-    
	-    
	4,437
	4,437

	Other assets
	-    
	-    
	78,016
	-    
	78,016

	
	────────
	────────
	────────
	────────
	────────

	
	86,585
	44,645
	629,038
	152,689
	912,957

	
	════════
	════════
	════════
	════════
	════════

	Liabilities
	
	
	
	
	

	Interest bearing loans and 

 borrowings
	212,978
	95,721
	84,817
	84,754
	478,270

	Bonds
	-    
	-    
	-    
	65,000
	65,000

	Other liabilities
	-    
	21,782
	17,478
	962
	40,222

	
	────────
	────────
	────────
	────────
	────────

	
	212,978
	117,503
	102,295
	150,716
	583,492

	
	════════
	════════
	════════
	════════
	════════


40
    FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

40.6
Liquidity risk (continued)

The table below summarise the Group’s maturity profile of financial liabilities based on contractual undiscounted repayment obligations:

	
	Up to 1 

month
	1-3

months
	3-12

months
	Over

1 year
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	As at 31 December 2008
	
	
	
	
	

	Interest bearing loans and 

 borrowings
	694,476
	-    
	-    
	-    
	694,476

	Bonds
	-    
	-    
	18,744   
	106,044
	124,788

	Other liabilities
	17,489
	7,291
	41,533
	125,826
	192,139

	
	──────────
	──────────
	──────────
	──────────
	─────────

	
	711,965
	7,291
	60,277
	231,870
	1,011,403

	
	══════════
	══════════
	══════════
	══════════
	═════════

	
	
	
	
	
	

	As at 31 December 2007
	
	
	
	
	

	Interest bearing loans and

 borrowings
	213,803
	97,232
	92,408
	91,918   
	495,361

	Bonds
	-    
	-    
	3,252
	75,262
	78,514

	Other liabilities
	824
	23,293
	28,321
	18,388
	70,826

	
	──────────
	──────────
	──────────
	──────────
	─────────

	
	214,627
	120,525
	123,981
	185,568
	644,701

	
	══════════
	══════════
	══════════
	══════════
	═════════


In accordance with the Group’s liquidity management policies a minimum percentage of total assets are maintained in financial assets for which there is a liquid market.  

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Cash and cash equivalents
	55,658
	68,797

	Quoted securities and managed funds
	219,036    
	360,401

	
	───────
	───────

	Total
	274,694
	429,198

	
	═══════
	═══════


Total liquid assets exclude investments amounting to KD 14.040 million (2007: KD 14.247 million) in the managed funds representing the regulatory minimum investment in these funds. The Group’s equity, debt and real estate investment are primarily concentrated in GCC and rest of MENA region.   In the backdrop of global financial crisis these markets have experienced a significant decline in quoted prices and valuations accompanied with decline in traded volumes in quoted markets and decline in transactions and deals in case of unquoted securities and real estate. This has adversely impacted the Groups liquidity position. Therefore, in 2008, quoted securities and managed funds have been included in the liquid assets after applying a 10% (2007: Nil) liquidity discount.

On 15 December 2008, the Parent Company defaulted on repayment of a USD 200 million (KD 55.270 million) syndicated facility and suspended the principal repayments of all its debt obligations towards the banks and financial institutions falling due after that date. As a result of cross-default provisions in most of the credit facility agreements, the Group defaulted on almost entire debt obligations. Cross-default provisions typically state that if any of the financial indebtness is not paid when due, than all other financial indebtness becomes prematurely due and payable and undrawn commitments stand cancelled (Note 30). As a result of the default, all the interest bearing loans and borrowings have become repayable on demand; the undiscounted repayment obligations are same as that of the principal amount. The interest on the borrowings up to date of  maturity of the interest bearing loans and borrowings (in case of no default)  is KD 41.15 million (2007: KD 30.61 million).
41
SUMMARY OF FINANCIAL ASSETS AND LIABILITIES BY CATEGORY

The carrying amounts of the Group’s financial assets and liabilities as stated in the consolidated balance sheet may also be categorized as follows:

	
	         2008
	         2007

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	Fair value
	Amortised cost
	Fair value
	Amortized cost

	
	
	
	
	

	Financial Assets:
	
	
	
	

	Cash and cash equivalents
	55,658
	-    
	68,797
	-    

	Financial assets held for  trading
	38,573
	-    
	37,767
	-    

	Financial assets designated at fair value

 through income statement
	380,281
	-    
	507,630
	-    

	Murabaha receivables
	-    
	12,635
	-    
	15,784

	Loans and advances
	
	69,208
	-    
	24,615

	Financial assets available for sale 
	70,891
	-    
	18,087
	-    

	Other assets
	-    
	128,005
	-    
	78,016

	
	──────────
	──────────
	──────────
	──────────

	
	545,403
	209,848
	632,281
	118,415

	
	══════════
	══════════
	══════════
	══════════

	
	
	
	
	

	Financial liabilities:
	
	
	
	

	Short term borrowings
	-    
	550,951
	-    
	244,349

	Wakala payable
	-    
	143,525
	-    
	149,167

	Medium term borrowings
	-    
	-    
	-    
	84,754

	Bonds
	-    
	103,908
	-    
	65,000

	Other liabilities-
	-    
	114,595
	-    
	40,222

	
	──────────
	──────────
	──────────
	──────────

	
	-    
	912,979
	-    
	583,492

	
	══════════
	══════════
	══════════
	══════════


42
CAPITAL RISK MANAGEMENT

The Group’s capital management objectives are to ensure the Group’s ability to continue as a going concern and to provide adequate return to its shareholders through the optimization of the capital structure.

The Group manages the capital structure and makes adjustments in the light of changes in economic conditions and risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt. 

The capital structure of the Group consists of the following:

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Interest bearing loans and borrowings  (note 30)
	694,476
	478,270

	Bonds (note 31)
	103,908
	65,000

	Less: Cash and cash equivalents (note 13)
	(55,658)
	(68,797)

	
	────────
	────────

	Net debt
	742,726
	474,473

	
	════════
	════════

	 Equity attributable to the equity holders of the Parent Company 
	303,487
	323,051

	
	════════
	════════


Consistent with others in the industry, the Group monitors capital on the basis of the gearing ratio. Under the Group’s funding and risk policies the leverage ratio (debt to equity ratio) is capped at 2.25 times. However, due to decline in shareholders’ equity resulting from net losses, the Group’s leverage increased to 2.45 times.
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CAPITAL RISK MANAGEMENT (continued)

This ratio is calculated as net debt divided by equity as follows:

	
	2008
	2007

	
	KD ′000
	KD ′000

	
	
	

	Net debt
	742,726
	474,473

	Equity attributable to the equity holders of the Parent Company
	303,487
	323,051

	
	
	

	Net debt to equity ratio
	2.45
	1.47


43
FAIR VALUE OF FINANCIAL INSTRUMENTS 

Financial instruments comprise of financial assets and financial liabilities.

Financial assets consist of cash and cash equivalents, financial assets held for trading , financial assets designated at fair value through income statement, murabaha receivables, loans and advances and other assets.

Financial liabilities consist of short term borrowings, wakala payables, medium term borrowings, bonds and other liabilities

Fair values of all financial instruments, except for  bonds with fixed interest rates amounting to KD 64.872 million (2007: KD 28 million), are not materially different from their carrying values.

44
SUBSEQUENT EVENTS 

Subsequent to the balance sheet date, as a result of volatility in the local and global equity markets, there has been a decline in the major stock indices throughout the world including Kuwait, GCC and MENA region.

The decline in the stock market indices, subsequent to the balance sheet date up to 3 February 2009, the date of the approval of the consolidated financial statements was as follows: 

	
	Up to 3 February 2009

	
	KD ′000

	
	

	GCC 
	9 - 10%

	Asia and Africa 
	7 - 8%

	Others  
	7 - 8%
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