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Independent auditors’ report 

To the shareholders of

Global Investment House – KSC (Closed) 

Kuwait
Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Global Investment House (A Kuwaiti Closed Shareholding Company) (the parent company) and its subsidiaries (the Group) which comprise of the consolidated balance sheet as of 31 December 2007, and the consolidated statement of income, consolidated statement of cash flows and consolidated statement of changes in equity for the year then ended, and a summary of significant accounting policies and other explanatory notes.
Directors’ responsibility for the Consolidated Financial Statements

The directors of the parent company are responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International Financial Reporting Standards adopted for use by the State of Kuwait. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of consolidated financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

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

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

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

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Group as at 31 December 2007, and the results of its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards adopted for use by the State of Kuwait
Report on Other Legal and Regulatory Requirements

In our opinion proper books of account have been kept by the parent company and the consolidated financial statements, together with the contents of the report of the parent company’s board of directors relating to these consolidated financial statements, are in accordance therewith.  We further report that we obtained all the information and explanations that we required for the purpose of our audit and that the consolidated financial statements incorporate all information that is required by the Commercial Companies Law of 1960, and by the parent company’s articles of association, as amended, that an inventory was duly carried out and that, to the best of our knowledge and belief, no violations of Commercial Companies Law, nor of the parent company’s articles of association, as amended, have occurred during the year ended 31 December 2007 that might have had a material effect on the business of the Group or on its financial position.

We further report that, during the course of our audit we have not become aware of any material violations of the provisions of Law 32 of 1968, as amended, concerning currency, the Central Bank of Kuwait and the organisation of banking business, and its related regulations during the year ended 31 December 2007.
Anwar Y. Al-Qatami, F.C.C.A.
                                                             
Waleed A. Al Osaimi

(Licence No. 50-A)                                                                                        (Licence No. 68-A)

of Grant Thornton – Anwar Al-Qatami & Co.                                               of Ernst & Young

Kuwait

31 January 2008

Consolidated statement of income 

	
	Notes
	
	Year ended 

31 Dec.  

2007
	
	Year ended 31 Dec. 

2006

	
	
	
	KD ′000 
	
	KD ′000 

	
	
	
	
	
	

	Fees and commission income
	5
	
	30,137
	
	31,597

	Interest and similar income
	6
	
	12,444
	
	8,858

	Net gain on financial assets held for trading 
	7
	
	19,738
	
	8,655

	Net gain on financial assets designated at fair value through  statement of income 
	7
	
	56,097
	
	49,151

	Share of results of associates
	19
	
	4,081
	
	551

	Net gain on investment properties
	8
	
	2,876
	
	4,561

	Gain on disposal of associate
	9
	
	5,579
	
	1,694

	Gain on disposal of subsidiaries
	9
	
	18,975
	
	2,299

	Foreign exchange losses
	
	
	(4,214)
	
	(1,154)

	Other operating income
	10
	
	8,661
	
	4,148

	Net operating Income
	
	
	154,374
	
	110,360

	
	
	
	
	
	

	Personnel expenses
	
	
	14,521
	
	8,598

	Depreciation of property and equipment
	21
	
	725
	
	330

	Other operating expenses
	
	
	9,330
	
	5,689

	Interest and similar expense
	11
	
	34,423
	
	20,351

	(Reversal) Provision charge for credit losses
	16 &17
	
	(109)
	
	18

	Expenses
	
	
	58,890
	
	34,986

	Profit before contribution to Kuwait Foundation for the Advancement of Sciences (KFAS), provision for National Labour Support Tax (NLST), Zakat and Directors’ fees
	
	
	95,484
	
	75,374

	Contribution to KFAS
	
	
	(817)
	
	(667)

	Provision for NLST
	
	
	(2,189)
	
	(1,838)

	Zakat 
	
	
	(58)
	
	-

	Directors' fees
	
	
	(180)
	
	(150)

	Profit for the year
	
	
	92,240
	
	72,719

	
	
	
	
	
	

	Attributable to:
	
	
	
	
	

	Shareholders of the parent company
	
	
	91,365
	
	71,410

	Minority interest
	
	
	875
	
	1,309

	Profit for the year
	
	
	92,240
	
	72,719

	
	
	
	
	
	

	EARNINGS PER SHARE
	
	
	
	
	

	Basic earnings per share attributable to the shareholders of the parent company
	12
	
	109
	
	89

	Diluted earnings per share attributable to the shareholders of the parent company
	12
	
	106
	
	88


The notes set out on pages 8 to 41 form an integral part of these consolidated financial statements.
Consolidated balance sheet

	
	Notes
	31 Dec. 2007
	
	31 Dec. 2006

	
	
	KD ′000 
	
	KD ′000 

	Assets
	
	
	
	

	Cash and cash equivalents
	13
	68,797
	
	66,830

	Financial assets held for trading 
	14
	37,767
	
	30,274

	Financial assets designated at fair value through statement of income
	15
	507,630
	
	413,130

	Murabaha receivables
	16
	15,784
	
	10,177

	Loans and advances
	17
	24,615
	
	41,019

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

	Investments in associates
	19
	95,782
	
	52,062

	Investment properties
	20
	41,433
	
	414

	Property and equipment
	21
	20,609
	
	13,068

	Goodwill
	22
	4,437
	
	419

	Other assets
	23
	78,016
	
	64,498

	Total assets
	
	912,957
	
	691,891

	
	
	
	
	

	Equity and liabilities
	
	
	
	

	
	
	
	
	

	Share capital
	24
	85,956
	
	70,545

	Share premium
	24
	91,873
	
	91,040

	Share options reserve
	
	1,765
	
	965

	Statutory reserve
	25
	27,765
	
	18,307

	General reserve
	25
	27,765
	
	18,307

	Treasury shares
	26
	(1,542)
	
	(20,467)

	Treasury shares reserve
	
	2,215
	
	3,460

	Fair value reserve
	27
	3,373
	
	(286)

	Foreign exchange revaluation reserve
	25
	(2,842)
	
	(70)

	Retained earnings
	
	86,723
	
	62,583

	Equity attributable to the shareholders of the parent company
	
	323,051
	
	244,384

	
	
	
	
	

	Minority interest
	
	6,414
	
	4,582

	Total equity
	
	329,465
	
	248,966

	
	
	
	
	

	Liabilities
	
	
	
	

	Short term borrowings
	28
	244,349
	
	201,670

	Wakala payables
	28
	149,167
	
	134,286

	Medium term borrowings
	29
	84,754
	
	55,972

	Bonds
	30
	65,000
	
	20,000

	Other liabilities
	31
	40,222
	
	30,997

	Total liabilities
	
	583,492
	
	442,925

	Total equity and liabilities
	
	912,957
	
	691,891


	Maha Khaled Al-Ghunaim

Chairperson and Managing Director
	
	Khaled J.Al Wazzan
Vice Chairperson and Director


The notes set out on pages 8 to 41 form an integral part of these consolidated financial statements.

Consolidated statement of cash flows
	
	Note
	
	Year ended 31 Dec. 
2007
	
	Year ended 31 Dec. 2006

	
	
	
	KD ′000 
	
	KD ′000 

	OPERATING ACTIVITIES
	
	
	
	
	

	Profit for the year
	
	
	92,240
	
	72,719

	Adjustments for:
	
	
	
	
	

	Cost of share based payment
	
	
	800
	
	600

	Depreciation of property and equipment
	
	
	725
	
	330

	Provision (reversal) charge for credit losses
	
	
	(109)
	
	18

	Interest and similar  income
	
	
	(12,444)
	
	(8,858)

	Dividend income
	
	
	(8,661)
	
	(3,170)

	Interest and similar expense
	
	
	34,423
	
	20,351

	Share of results of associates
	
	
	(4,081)
	
	(551)

	Unrealised gain on investment properties
	
	
	(2,146)
	
	-

	Gain on disposal of investment properties
	
	
	(730)
	
	(4,561)

	Gain on disposal of associate
	
	
	(5,579)
	
	(1,694)

	Gain on disposal of subsidiaries
	
	
	(18,975)
	
	(2,299)

	
	
	
	75,463
	
	72,885

	Changes in operating assets and liabilities:
	
	
	
	
	

	Financial assets held for trading
	
	
	(7,493)
	
	(21,412)

	Financial assets designated at fair value through statement of income
	
	
	(94,978)
	
	(273,827)

	Murabaha receivables
	
	
	(5,663)
	
	(10,385)

	Loans and advances
	
	
	16,569
	
	9,474

	Financial investments available-for-sale 
	
	
	(13,360)
	
	-

	Other assets
	
	
	(23,486)
	
	(47,068)

	Short-term borrowings
	
	
	42,679
	
	146,874

	Wakala payables
	
	
	14,881
	
	47,038

	Other liabilities
	
	
	9,721
	
	18,329

	Cash from (used in) operations
	
	
	14,333
	
	(58,092)

	Interest and similar income received
	
	
	11,840
	
	8,651

	Dividend income received
	
	
	8,661
	
	3,170

	Interest and similar expense paid
	
	
	(34,780)
	
	(17,230)

	Net cash from (used in)operating activities
	
	
	54
	
	(63,501)

	
	
	
	
	
	

	INVESTING ACTIVITIES
	
	
	
	
	

	Acquisition of subsidiaries, net of cash
	
	
	(10,511)
	
	(10,430)

	Proceeds from disposal of subsidiaries
	
	
	32,833
	
	19,557

	Investments in associates
	
	
	(57,035)
	
	(21,840)

	Proceeds from disposal of associate
	
	
	20,837
	
	4,432

	Dividend from associates
	
	
	988
	
	412

	Purchase of property and equipment
	
	
	(8,240)
	
	(11,852)

	Purchase of investment properties
	
	
	(40,981)
	
	(49,277)

	Proceeds from disposal of investment properties
	
	
	3,380
	
	59,383

	Net cash used in investing activities
	
	
	(58,729)
	
	(9,615)

	
	
	
	
	
	

	FINANCING ACTIVITIES
	
	
	
	
	

	Proceeds from issue of share capital
	
	
	2,135
	
	84,685

	Issue of bonds
	
	
	45,000
	
	-

	Medium term borrowings
	
	
	81,371
	
	55,972

	Repayments of medium term borrowings
	
	
	(52,589)
	
	-

	Purchase of treasury shares
	
	
	(76,105)
	
	(28,655)

	Proceeds from sale of treasury shares
	
	
	95,030
	
	15,358

	Dividends paid to shareholders of the parent company
	
	
	(34,200)
	
	(19,154)

	Net cash from financing activities
	
	
	60,642
	
	108,206

	Increase in cash and cash equivalents
	
	
	1,967
	
	35,090

	Cash and cash equivalents at beginning of the year
	
	
	66,830
	
	31,740

	Cash and cash equivalents at end of the year
	13
	
	68,797
	
	66,830


The notes set out on pages 8 to 41 form an integral part of these consolidated financial statements.

Consolidated statement of changes in equity

	
	Attributable to the shareholders of the parent company
	Minority interest
	Total

	
	Share capital
	Share

 premium
	Share 

options 

reserve
	Reserves

(Note 25)
	Treasury shares
	Treasury shares reserve
	Fair value reserve
	Retained earnings
	Sub-total
	
	

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

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as at  31 December 2006
	70,545
	91,040
	965
	36,544
	(20,467)
	3,460
	(286)
	62,583
	244,384
	4,582
	248,966

	
	
	
	
	
	
	
	
	
	
	
	

	Net change in fair value
	-
	-
	-
	-
	-
	-
	3,659
	-
	3,659
	-
	3,659

	
	
	
	
	
	
	
	
	
	
	
	

	Foreign currency translation movements
	-
	-
	-
	(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 100% bonus shares (Note 24)
	14,109
	-
	-
	-
	-
	-
	-
	(14,109)
	-
	-
	-

	Issue of shares under group performance schemes (Note 24)
	1,302
	833
	-
	-
	-
	-
	-
	-
	2,135
	-
	2,135

	Dividends paid (Note 32)
	-
	-
	-
	-
	-
	-
	-
	(34,200)
	(34,200)
	-
	(34,200)

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

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

	Disposal 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)

	Acquisition of subsidiaries
	-
	-
	-
	-
	-
	-
	-
	-
	-
	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


The notes set out on pages 8 to 41 form an integral part of these consolidated financial statements.
Consolidated statement of changes in equity (continued)

	
	Attributable to the shareholders of the parent company
	Minority interest
	Total

	
	Share capital
	Share

 premium
	Share 

options 

reserve
	Reserves

(Note 25)
	Treasury shares
	Treasury shares reserve
	Fair value reserve
	Retained earnings
	Sub-total
	
	

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

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as at  31 December 2005
	27,808
	21,284
	365
	21,802
	(6,990)
	3,280
	-
	52,947
	120,496
	8,608
	129,104

	Net change in fair value
	-
	-
	-
	-
	-
	-
	(286)
	-
	(286)
	-
	(286)

	
	
	
	
	
	
	
	
	
	
	
	

	Foreign currency translation movements
	-
	-
	-
	(70)
	-
	-
	-
	-
	(70)
	-
	(70)

	
	
	
	
	
	
	
	
	
	
	
	

	Net income/(expense) recognised directly in equity
	-
	-
	-
	(70)
	-
	-
	(286)
	-
	(356)
	-
	(356)

	Net profit for the year
	-
	-
	-
	-
	-
	-
	-
	71,410
	71,410
	1,309
	72,719

	
	
	
	
	
	
	
	
	
	
	
	

	Total recognised income and expense for the year
	-
	-
	-
	(70)
	-
	-
	(286)
	71,410
	71,054
	1,309
	72,363

	Issue of share capital 
	13,904
	69,520
	-
	-
	-
	-
	-
	-
	83,424
	-
	83,424

	Issue of 100% bonus shares 
	27,808
	-
	-
	-
	-
	-
	-
	(27,808)
	-
	-
	-

	Issue of shares under group performance schemes 
	1,025
	236
	-
	-
	-
	-
	-
	-
	1,261
	-
	1,261

	Dividends paid 
	-
	-
	-
	-
	-
	-
	-
	(19,154)
	(19,154)
	-
	(19,154)

	Transfer to reserves
	-
	-
	-
	14,812
	-
	-
	-
	(14,812)
	-
	-
	-

	Cost of share based payment 
	-
	-
	600
	-
	-
	-
	-
	-
	600
	-
	600

	Disposal of subsidiaries  
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(5,335)
	(5,335)

	Purchase of treasury shares
	-
	-
	-
	-
	(28,655)
	-
	-
	-
	(28,655)
	-
	(28,655)

	Sale of treasury shares
	-
	-
	-
	-
	15,178
	-
	-
	-
	15,178
	-
	15,178

	Increase in treasury shares reserve
	-
	-
	-
	-
	-
	180
	-
	-
	180
	-
	180

	Balance as at  31 December 2006
	70,545
	91,040
	965
	36,544
	(20,467)
	3,460
	(286)
	62,583
	244,384
	4,582
	248,966


The notes set out on pages 8 to 41 form an integral part of these consolidated financial statements.
Notes to the consolidated financial statements

31 December 2007 

1 Incorporation and activities

The consolidated financial statements of Global Investment House K.S.C. (Closed) (the parent company) and its Subsidiaries for the year ended 31 December 2007 were authorised for issue in accordance with a resolution of the directors on 31 January 2008 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.  The parent company is regulated by the Central Bank of Kuwait as an investment company.  

The group comprises the parent company and its subsidiaries. Details of subsidiaries are set out in note 38.

The group is principally engaged in the provision of investment services.  Its registered office is at Souk Al Safat, Abdulla Mubarak Street, Kuwait City.  

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

2 Adoption of new and revised International Financial Reporting Standards

In the current year, the group has adopted IFRS 7 Financial Instruments: Disclosures which is effective for annual reporting periods beginning on or after 1 January 2007, and the consequential amendments to IAS 1 Presentation of Financial Statements and IFRIC 10 Interim Financial Reporting and Impairment effective for annual reporting periods beginning 1 November 2006.
IFRS 7 Financial Instruments: Disclosures

IFRS 7 Financial Instruments: Disclosures is mandatory for reporting periods beginning on 1 January 2007 or later. The new standard replaces and amends disclosure requirements previously set out in IAS 32 Financial Instruments: Presentation and Disclosures. All disclosures relating to financial instruments including all comparative information have been updated to reflect the new requirements. In particular, the group’s financial statements now feature:
· A sensitivity analysis, to explain the group’s market risk exposure in regards to its financial instruments, and 

· Net gain or loss on each category of financial assets

each at the balance sheet date. The first time adoption of IFRS 7, however, has not resulted in any prior-period adjustments of cash flows, net income or balance sheet line items.

IAS 1 Presentation of Financial Statements

In accordance with the amendments to IAS 1 Presentation of Financial Statements, the group now reports on its capital management’s objectives, policies and procedures in each annual financial report.

3 Adoption of new and revised International Financial Reporting Standards

IFRIC 10 Interim Financial Reporting and Impairment 

IFRIC 10 Interim Financial Reporting and Impairment prohibits the impairment losses recognised in an interim period on goodwill and investments in equity instruments and in financial assets carried at amortised cost to be reversed at a subsequent balance sheet date. This interpretation does not have any impact on the group’s consolidated financial statements.

The following new Standards and Interpretations which are yet to become effective have not been adopted:

· IAS 1 (Revised) Presentation of Financial Statements (effective for annual periods beginning on or after 1 January 2009)

· IFRS 8 Operating Segments (effective for annual periods on or after 1 January 2009)

· IAS 23 (Revised) Borrowing costs (effective for accounting periods beginning on or after 1 January 2009)

· IFRIC 11 IFRS 2 Group and Treasury Share Transactions (effective for annual periods beginning on or after 1 March 2007)

Based on the group’s current business model and accounting policies, management does not expect material impact on the group’s consolidated financial statements in the period of initial applications of the above interpretations.

IAS 1 Presentation of Financial Statements has been revised to require that an entity must present all non-owner changes in equity either in one statement of comprehensive income or in two separate statements (i.e. a statement of income and a statement of comprehensive income). Components of comprehensive income such as changes in revaluation surplus, gains and losses on remeasuring available for sale investments and gains and losses arising from translating the financial statements of foreign operation may not be presented in the statement of changes in equity. The application of the revised standard is not expected to result in any prior period adjustments of cash flow, net income or balance sheet line items in the initial period of application.
IFRS 8 Operating Segments is a disclosure standard which may result in a redesignation of the group’s reportable segments but is not expected to have any impact on the results or financial position of the group.

IAS 23 Borrowing Costs has been amended resulting into elimination of the previously available option to expense all borrowing costs when incurred. Under the revised standard, all borrowing costs that are directly attributable to qualifying assets are to be capitalised. The application of the revised standard is not expected to have a material impact on the consolidated financial statements in the period of initial application.

The group does not intend to apply any of the above pronouncements early. 

The following standards, amendments and interpretations are mandatory for reporting periods beginning on or after 1 January 2007 but they are not relevant to the group’s operations:
· IFRIC 7 Applying the Restatement Approach under IAS 29 Financial Reporting in Hyper-Inflationary Economies; and

· IFRIC 9 Reassessment of Embedded Derivatives.
4 Significant accounting policies

The accounting policies used in the preparation of the consolidated financial statements are consistent with those used in the preparation of the consolidated financial statements for the year ended 31 December 2006. The significant accounting policies adopted in the preparation of the consolidated financial statements are set out below: 

Basis of preparation

The consolidated financial statements of the group have been prepared in accordance with the regulations of the Government 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 IAS 39 requirements 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 financial assets.

The consolidated financial statements are prepared under the historical cost convention modified to include the measurement at fair value of trading securities, investments carried at fair value through statement of income, available-for-sale investments, real estate investments and derivative financial instruments.

The consolidated financial statements have been presented in Kuwaiti Dinars which is the functional currency of the parent company, and all values are rounded to the nearest thousand (KD′000) except when otherwise indicated.
Basis of consolidation

Subsidiaries are those enterprises controlled by the parent company.  Control exists when the group has the power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities.  The financial statements of subsidiaries, other than those that are acquired with a view to disposal within twelve months from the date of acquisition, are included in the consolidated financial statements from the date that control effectively commences until the date that control effectively ceases.

The financial statements of the subsidiaries are consolidated on a line-by-line basis by adding together like items of assets, liabilities, income and expenses.  Any significant intra-group balances and transactions, and any unrealised gains or losses arising from intra-group transactions, are eliminated in preparing the consolidated financial statements.
Minority interests represent the portion of profit or loss and net assets not held by the group and are presented separately in the consolidated statement of income and within equity in the consolidated balance sheet, separately from parent shareholders’ equity. 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. 
Business combinations

Acquisition of subsidiaries and businesses are accounted for using the purchase method. The cost of the business combination is measured as the aggregate of the fair values (at the date of exchange) of assets given, liabilities incurred or assumed, plus any costs directly attributable to the business combination. The acquirer’s identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under IFRS 3 Business Combination are recognised at their fair values at the acquisition date. Goodwill represents the excess of acquisition cost over the fair value of the group’s share of the identifiable net assets of the acquirer at the date of the acquisition. Any excess, at the date of acquisition, of the group’s share in the fair value of the identifiable net assets acquired over the acquisition cost is recognised as negative goodwill in the consolidated statement of income.

Goodwill

Goodwill arising on the acquisition of a subsidiary is recognised as a separate asset in the balance sheet. Goodwill arising on the acquisition of an associate is included within the carrying amount of the investment. Any excess, at the date of acquisition, of the group’s share in the fair value of the net identifiable assets acquired over the cost of the acquisition is recognised as negative goodwill.  

Goodwill is stated at cost less impairment losses. Goodwill is allocated to cash-generating units and is tested annually for impairment. 
3
   Significant accounting policies (continued)

Goodwill (continued)

On disposal of a subsidiary, the attributable amount of goodwill is included in the determination of profit or loss on disposal.
Revenue 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.  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.  The recognition of interest income is suspended when loans become impaired, such as when overdue by more than 90 days.  Notional interest is recognised on impaired loans and other financial assets based on the rate used to discount future cash flows to their net present value.  
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 shareholders’ right to receive the payment is established.

Share-based payment transactions

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 statement of income.
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).
3
   Significant accounting policies (continued)

Taxation
Taxation is provided for in accordance with the fiscal regulations of the respective countries in which the group operates.    
Contribution to KFAS, National Labour Support and Zakat
Contribution to Kuwait Foundation for the Advancement of Sciences (KFAS), National Labour Support Tax and Zakat represent levies/taxes imposed on the parent entity at the flat percentage of net profits less permitted deductions under the prevalent respective fiscal regulations of the State of Kuwait. Under prevalent taxation/levy regulations no carry forward of losses is permitted and there are no significant differences between the tax /levy bases of assets and liabilities and their carrying amount for financial reporting purposes. 
Tax/statutory levy






Rate

The National Labour Support Tax  


2.5% of net profit less permitted deductions  
Contribution to KFAS




1.0% of net profit less permitted deductions 

Zakat







1.0% of net profit less permitted deductions 

Cash and cash equivalents

Cash and cash equivalents are defined as cash on hand, demand deposits and short-term, highly liquid money market investments readily convertible to known amounts of cash and subject to insignificant risk of changes in value.

Financial assets
Financial assets are classified into the following categories:
· Investments at fair value through statement of income

· Loans and advances

· Available for sale 

· Murabaha

The classification depends on the nature and purpose of the financial assets and is determined at the time of initial recognition.

All investments are initially measured at cost which is the fair value, plus transaction costs, except for those investments classified as at fair value through statement of income, which are initially measured at fair value.

Investments at fair value through statement of income

Investments at fair value through statement of income are investments that are either classified as trading securities or are designated by the group to be carried at fair value through statement of income upon initial recognition.

These investments are stated at fair value. Gains or losses arising either from sale or changes in fair value on remeasurement are recognised in the consolidated statement of income.

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 interest suspended and provisions for impairment and credit losses.
Available for sale securities

Available for sale securities are financial assets that do not qualify for inclusion in any of the other categories of the financial assets.

These securities are stated at fair value. Gains or losses arising from changes in fair value are recognised directly in equity in the fair value reserve in equity. Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss previously recognised in the fair value reserve is included in the consolidated statement of income.

3
   Significant accounting policies (continued)

Financial assets (continued)
Murabaha

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.

Fair values


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

For securities traded in organised financial markets, fair value is determined by reference to Stock Exchange quoted market bid prices at the close of business on the balance sheet date.

For securities where there is no quoted market price, a reasonable estimate of the fair value is determined by using valuations implied by significant financial events e.g. indicative bids, partial exits, or by using valuations implied by appropriate valuation techniques such as book to price by reference to market value of similar instruments.
The determination of fair value is done for each investment individually.

Impairment and uncollectability of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific financial asset, or group of similar assets, may be impaired.  If such evidence exists, the estimated recoverable amount of that asset is determined and any impairment loss, based on the net present value of future anticipated cash flows, is recognised in the statement of income.  For assets carried at amortised cost, future anticipated cash flows are discounted at the financial instrument’s original effective interest rate. For assets carried at fair value, impairment is the difference between cost and fair value.

In addition, in accordance with the Central Bank of Kuwait instructions, a minimum general provision of 1% on all credit facilities net of certain restricted categories of collateral, and not subject to specific provision, is provided.
The provision for impairment of loans and advances also covers losses where there is objective evidence that probable losses are present in components of the loans and advances portfolio at the balance sheet date.  These have been estimated based on historical patterns of losses in each component, the credit ratings allocated to the borrowers and reflecting the current economic climate in which the borrowers operate.

Recognition and derecognition of financial assets and liabilities

A financial asset or a financial liability is recognised when the group becomes a party to the contractual provisions of the instrument.  A financial asset (in whole or in part) is derecognised either when the group has transferred substantially all the risks and rewards of ownership or when it has neither transferred nor retained substantially all the risks and rewards and when it no longer has control over the asset or a proportion of the asset.  A financial liability is de-recognised when the obligation specified in the contract is discharged, cancelled or expired.

3
   Significant accounting policies (continued)

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.

Investment in associates

The group’s investments in associates are accounted for under the equity method of accounting.  These are entities in which the group has between 20% to 50% of the voting power or over which it exercises significant influence. Investments in associates are carried in the balance sheet at cost, plus post-acquisition changes in the group’s shares of net assets of the associate, less any impairment in value.  The consolidated statement of income reflects the group’s share of the results of its associates. 

Investment properties
Investment properties represent real estate investments that are initially recorded at cost being its purchase price and any directly attributable acquisition costs.  After initial recognition, investment properties are remeasured at fair value. 
Gain or loss arising either from sale or a change in the fair value of investment properties is recognised in the consolidated statement of income.

The carrying amounts are reviewed at each balance sheet date on an individual basis by reference to their fair value to assess whether they are recorded in excess of their recoverable amount.  Provisions for impairment losses, if any, are made where carrying values exceed the recoverable amount. 
Property and equipment
Property and equipment are recorded at cost less accumulated depreciation and impairment losses.  The carrying amounts are reviewed at each balance sheet date to assess whether they are recorded in excess of their recoverable amounts.  Where carrying values exceed recoverable amounts assets are written down to their recoverable amount.

Capital expenditure on assets in the course of construction is stated at cost. On completion of construction it is capitalised and transferred to an appropriate asset category, from which time depreciation is applied. 

Depreciation

Depreciation is provided on all property and equipment at rates calculated to write off the cost of each asset on a straight line basis over its expected useful life.  The estimated useful lives of equipment are between 3 to 5 years.

Money market borrowings

All money market borrowings are carried 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 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 statement of income 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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   Significant accounting policies (continued)

Provisions

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

Treasury shares

The parent company’s own shares are accounted for as treasury shares and are stated at cost.  When the treasury shares are sold, gains are credited to a separate account in shareholders’ equity (treasury shares reserve) which is non 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 reserves. Gains realised subsequently on the sale of treasury shares are first used to offset any previously recorded losses in the order of reserves, retained earnings and the treasury shares reserve account. No cash dividends are distributed on these shares. The issue of bonus shares increases the number of treasury shares proportionately and reduces the average cost per share without affecting the total cost of treasury shares.

Fiduciary assets

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

Foreign currencies

With the exception of forward contracts, transactions in foreign currencies of the respective group entity are recorded at the rate ruling at the date of transaction.  Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet date.  All differences are taken to the consolidated statement of income.

In the group’s financial statements, all items and transactions of group entities with a functional currency other than Kuwaiti Dinar (KD) are translated into KD upon consolidation. Assets and liabilities are translated into KD at the closing rate at the balance sheet date. Income and expenses are translated into KD at the average rates over the reporting period. Any differences arising from the translation are taken to foreign exchange revaluation reserve in equity.

Forward foreign exchange contracts

Forward foreign exchange contracts outstanding at the year end are translated at the forward rate current at the balance sheet date with any resultant gains or losses being taken to the consolidated statement of income.

5 Critical accounting judgements and key sources of estimation uncertainty

In the application of the group’s accounting polices, which are described in note 3, management is required to make judgements, estimates and assumption about the carrying amounts of assets and liabilities that are not readily apparent from other sources.  The estimates and associated assumptions are based on historical experience and other factors that are considered to be relevant.  Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to accounting estimates are recognised in the period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the revision affects both current and future periods.
Key sources of estimation uncertainty 
The key assumptions concerning the future and other 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:
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Critical accounting judgements and key sources of estimation uncertainty (continued)
Valuation of unquoted equity investments
Valuation of unquoted equity investments is normally based on one of the following: 
recent arm’s length market transactions;
current fair value of another instrument that is substantially the same.

The determination of the cash flows and discount factors for unquoted equity investments requires significant estimation. 
Critical judgements in applying accounting polices
In the process of applying the group’s accounting policies, management has made the following significant judgements, apart from those involving estimations, which have the most significant effect in the amounts recognised in the consolidated financial statements:

Classification of real estate property
Management decides on acquisition of a real estate property whether it should be classified as trading, property held for development or investment property.


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.


Classification of investments 
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 investments as trading if they are acquired primarily for the purpose of making a short term profit by the dealers.

Classification of investments as investment 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 at fair value through statement of income.   

All other investments are classified as available for sale.
6 Fees and commission income
	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Management fees on assets under management 
	16,864
	
	13,625

	Incentive fees on assets under management
	2,752
	
	1,965

	Placement fees-managed funds 
	1,176
	
	3,072

	Investment banking and advisory  fees 
	6,656
	
	12,913

	Brokerage
	688
	
	22

	Other fees and commission
	2,001
	
	-

	
	30,137
	
	31,597


Management fees on assets under management, incentive fees on assets under management and placement fees-managed funds relates to the group’s asset management, custody and similar trust and fiduciary activities.
7 Interest and similar income

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Cash and cash equivalents
	679
	
	1,873

	Financial assets designated at fair value through statement of income
	405
	
	92

	Murabaha receivables
	1,471
	
	355

	Financing of future trades by customers
	6,166
	
	2,329

	Loans and advances
	2,769
	
	4,209

	Others
	954
	
	-

	
	12,444
	
	8,858

	Interest and similar income on financial assets at fair value
	405
	
	92

	Interest and similar income on financial assets not at fair value
	12,039
	
	8,766

	
	12,444
	
	8,858


8 Net gain on financial assets

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

	
	Held for trading
	
	Designated 
at fair value through statement of income
	
	Financial investments 
available-for-sale 
	
	Total

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

	
	
	
	
	
	
	
	

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

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

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

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

	Net unrealised gain recorded directly in equity
	-
	
	-
	
	3,659
	
	3,659

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


Net gain on financial assets, analysed by category for the year ended 31 December 2006, is as follows:

	
	Held for trading
	
	Designated 
at fair value through statement of income
	
	Financial investments 

available-for-sale
	
	Total

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

	
	
	
	
	
	
	
	

	Realised gains
	7,705
	
	20,326
	
	-
	
	28,031

	Unrealised gains-mark-to-market
	950
	
	18,530
	
	-
	
	19,480

	Unrealised gains-mark-to-model
	-
	
	10,295
	
	-
	
	10,295

	Net realised and unrealised gains 
	8,655
	
	49,151
	
	-
	
	57,806

	Net unrealised loss recorded directly in equity
	-
	
	-
	
	(286)
	
	(286)

	
	8,655
	
	49,151
	
	(286)
	
	57,520


The group does not include dividend and interest income in the determination of net gain on financial assets.
‘Unrealised gains-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.  
8
Net gain on investment properties
	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Realised gains arising from disposals 
	730
	
	4,561

	Unrealised gains arising from revaluations
	2,146
	
	-

	
	2,876
	
	4,561


9 Gain on disposal of subsidiaries and associates
9.1
 During the year the group initially reduced its stake in Kadhma Holding Company - KSC (Holding) from 77.5% to 68.11% through multiple sales transactions resulting in net gains of KD0.052 million.  Subsequently, 65.78% of its ownership interest was sold for a consideration of KD13.178 million. The entire consideration was received by means of cash and cash equivalents. The remaining interest of 2.33% is accounted as investments at fair value through statement of income.  The group’s pro rata share in the net income of the subsidiary up to the date of initial multiple sales, and final sale of 65.78% stake to a single party resulted in a net gain of KD9.701 million.

In the group’s 31 December 2006 consolidated financial statements the following results of Kadhma Holding Company – KSC (Holding) were included:

	
	
	
	KD’000

	
	
	
	

	Loss for the year
	
	
	(216)

	Total assets
	
	
	2,396

	Total liabilities
	
	
	38

	Net cash inflow from operating, investing and financing  activities
	
	
	200

	Cash and cash equivalents at end of the year
	
	
	207


The disposal of the group’s stake in Kadma resulted in disposal of the following assets and liabilities:

	
	
	
	KD’000

	
	
	
	

	Cash and cash equivalents
	
	
	377

	Total assets other than cash and cash equivalents
	
	
	6,318

	Total liabilities
	
	
	4,220


9.2
During the year the group sold its 87% of its ownership interest in Nibrass Holding Company KSC (Closed) for a consideration of KD20.5 million resulting in net gain of KD9.274 million. The entire consideration was received by means of cash and cash equivalents. The remaining interest of 1% is accounted as investments at fair value through statement of income. The group’s pro rata share in the net income of the subsidiary up to the date sale of controlling stake resulted in a net gain of KD0.5 million.

In the group’s 30 June 2007 consolidated financial statements the following results of Nibrass Holding Company KSC (Closed) were included:

	
	
	
	KD’000

	
	
	
	

	Loss for the year
	
	
	(406)

	Total assets
	
	
	8,842

	Total liabilities
	
	
	827

	Net cash inflow from operating, investing and financing  activities
	
	
	4,127

	Cash and cash equivalents at end of the year
	
	
	5,966


9
    Gain on disposal of subsidiaries and associates (continued)

The disposal of the group’s stake in Nibrass resulted in disposal of the following assets and liabilities:

	
	
	
	KD’000

	
	
	
	

	Cash and cash equivalents
	
	
	468

	Total assets other than cash and cash equivalents
	
	
	8,597

	Total liabilities
	
	
	971


9.2 During the year, the group also sold, in various transactions, 37.2% of its ownership interest in its associate, Real Estate Development Company - JSC, for an aggregate amount of KD 15.9 million resulting into a gain of KD 6.037 million. The remaining interest of 4.5 % is accounted for as investments at fair value through statement of income.  
9.4
Other insignificant sale of investment in associate resulted in a loss of KD 0.458 million.
All the above sales represent exits under the group’s Principal Investments (Private Equity/Private Investments in Public Equity -PIPE) line of business and not sale of its core operating divisions.
10 Other operating income

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Dividend income
	8,661
	
	3,170

	Rental income
	-
	
	978

	
	8,661
	
	4,148


11 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.

12 Earnings per share

Basic earnings per share is computed by dividing the profit for the year attributable to shareholders of the parent company by the weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share is calculated by dividing the profit attributable to shareholders of the parent company by the weighted average number of ordinary shares outstanding during the year (adjusted for the effects of dilutive options).

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

	
	2007
	
	2006

	
	
	
	

	Profit for the year attributable to the shareholders of the parent company  (KD′000)
	91,365
	
	71,410

	
	
	
	

	Weighted average number of ordinary shares for basic earnings per share  (excluding treasury shares) (′000) 
	837,061
	
	802,348

	
	
	
	

	Effect of dilution from weighted average number of share options outstanding (′000)
	23,117
	
	9,534

	Adjusted weighted average number of ordinary shares for diluted earnings per share (′000)
	860,178
	
	811,882

	Basic earnings per share attributable to the shareholders of the parent company
	109
	
	89

	Diluted earnings per share attributable to the shareholders of the parent company
	106
	
	88


12
    Earnings per share (continued)

The weighted average number of shares for the purpose of calculating both basic and diluted earnings per share have been adjusted to reflect the bonus issue in March 2007 (note 24).

13 Cash and cash equivalents

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

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Bank balances and cash
	66,600
	
	63,634

	Investment in money market instruments
	2,197
	
	3,196

	
	68,797
	
	66,830


14 Financial assets held for trading
	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	GCC and MENA equities 
	18,324
	
	21,968

	International equities
	19,443
	
	8,306

	
	37,767
	
	30,274


15 Financial assets designated at fair value through statement of income 
	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Unquoted debt securities
	9,226
	
	11,023

	Unquoted equity securities
	161,523
	
	135,047

	Quoted equity securities and managed funds
	336,881
	
	267,060

	
	507,630
	
	413,130


The fair values of unquoted equity securities are determined using valuation techniques that are based on recent arm’s length market transactions or current fair value of another instrument that is substantially the same.  
16 Murabaha receivables

Murabaha receivables are classified as receivables originated by the group.

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Gross amount
	16,048
	
	10,385

	Less: Provision for credit losses
	(264)
	
	(208)

	
	15,784
	
	10,177


Murabaha receivable 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 (2006: 6.86%). The balance is stated net of general provision of 1% in accordance with Central Bank of Kuwait instructions.

16
   Murabaha receivables (continued)

16.1
The movement in the provision for credit losses during the period is as follows:
	
	
	2007
	
	2006

	
	
	KD ′000
	
	KD ′000

	
	
	
	
	

	
	Balance beginning of the year
	208
	
	-

	
	Charge for the year
	56
	
	208

	
	
	264
	
	208


17 Loans and advances

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

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Gross amount
	25,287
	
	41,856

	Less: Provision for credit losses
	(672)
	
	(837)

	
	24,615
	
	41,019


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 calculation of the provision for credit losses for 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. 
17.1
The movement in the provision for credit losses during the period is as follows:
	
	
	2007
	
	2006

	
	
	KD ′000
	
	KD ′000

	
	
	
	
	

	
	Balance at the beginning of the year
	837
	
	1,027

	
	Reversed during the year
	(165)
	
	(190)

	
	
	672
	
	837


18 Financial investments available-for-sale
	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Quoted equity securities
	1,616
	
	-

	Unquoted equity securities
	16,471
	
	-

	
	18,087
	
	-


19 Investments in associates
Details of the group’s associates are set out below:
	Name
	Country of incorporation
	
	Voting capital held
	
	Purpose

	
	
	
	%
	
	

	
	
	
	2007
	2006
	
	

	
	
	
	
	
	
	

	National Int’l Holding – KSC (Closed) (quoted)
	Kuwait
	
	31
	36
	
	Investment services

	Real Estate Development Co., (quoted)
	Jordan
	
	-
	42
	
	Real estate services

	JS Global Capital Limited (formerly Jahangir Siddiqui Capital Markets Limited)-quoted
	Pakistan
	
	43
	43
	
	Financial services

	Vision Network Television
	Pakistan
	
	27
	27
	
	Media services

	Barings Asia Private Equity 
	Hong Kong
	
	25
	25
	
	Financial services

	Adari Park
	Bahrain
	
	20
	20
	
	Real estate services

	Fina Corp
	Tunisia
	
	49
	49
	
	Financial services

	Arab East Investment for Real Estate (quoted)
	Jordan
	
	24
	-
	
	Real estate services

	Union Bank for Savings (quoted)
	Jordan
	
	37
	-
	
	Banking

	Al Quds Bank (quoted)
	Jordan
	
	49
	-
	
	Banking

	Investment House Qatar 
	Qatar
	
	22
	-
	
	Financial services


	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	Aggregate share of associates’ balance sheets:
	
	
	

	Total assets
	209,042
	
	39,394

	Total liabilities
	(159,049)
	
	(5,951)

	Net assets
	49,993
	
	33,443

	
	
	
	

	Aggregate share of associates’ revenue and profit:
	
	
	

	Revenue
	12,364
	
	775

	Profit
	4,081
	
	551

	
	
	
	

	Aggregate carrying amount of the unquoted associates
	12,842
	
	11,889

	Aggregate carrying amount of the quoted associates
	82,940
	
	40,173

	
	95,782
	
	52,062

	
	
	
	

	Aggregate fair value of quoted associates
	106,734
	
	42,523


20 Investment properties
	
	
	2007
	
	2006

	
	
	KD ′000
	
	KD ′000

	
	
	
	
	

	
	Carrying amount at 1 January
	414
	
	5,959

	
	Addition relating to subsidiaries
	542
	
	-

	
	Additions
	40,981
	
	49,277

	
	Disposals
	(2,650)
	
	(54,822)

	
	Unrealised profit from fair valuations
	2,146
	
	-

	
	Carrying amount at 31 December
	41,433
	
	414


21 Property and equipment

	
	Furniture 

&  fixtures
	
	Office equipment & computers
	
	Work in progress
	
	Total

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

	
	
	
	
	
	
	
	

	Balance at 1 January 2007, net of accumulated depreciation
	1,229
	
	532
	
	11,307
	
	13,068


	Addition relating to subsidiaries, net
	-
	
	26
	
	-
	
	26

	Additions, net
	44
	
	810
	
	7,386
	
	8,240

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

	Balance at 31 December 2007, net of accumulated depreciation
	919
	
	997
	
	18,693
	
	20,609

	
	
	
	
	
	
	
	

	At cost
	2,508
	
	1,889
	
	18,693
	
	23,090

	Accumulated depreciation
	(1,589)
	
	(892)
	
	-
	
	(2,481)

	Net carrying amount at 31 December 2007
	919
	
	997
	
	18,693
	
	20,609


	
	
	
	
	
	
	
	

	Balance at 1 January 2006, net of accumulated depreciation
	378
	
	329
	
	-
	
	707

	Addition relating to subsidiaries, net
	839
	
	-
	
	-
	
	839

	Additions, net
	254
	
	291
	
	11,307
	
	11,852

	Depreciation for the year
	(242)
	
	(88)
	
	-
	
	(330)

	Balance at 31 December 2006, net of accumulated depreciation
	1,229
	
	532
	
	11,307
	
	13,068

	
	
	
	
	
	
	
	

	At cost
	2,464
	
	1,053
	
	11,307
	
	14,824

	Accumulated depreciation
	(1,235)
	
	(521)
	
	-
	
	(1,756)

	Net carrying amount at 31 December 2006
	1,229
	
	532
	
	11,307
	
	13,068


21.2 Work in progress represents cost incurred to date with respect to the construction of a new Head office building.

22 Goodwill

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	At 1 January
	419
	
	2,003

	Goodwill paid on acquisition of Nibrass Holding Company KSCC
	3,150
	
	-

	Goodwill paid on consolidation of Nibrass Holding Company KSCC 
	758
	
	-

	Goodwill paid on acquisition of Arabian Seas Insurance Co. (SAL) 
	4,018
	
	-

	Arising on acquisition of a Jordan Trade Facilities
	-
	
	419

	Eliminated on part disposal of Nibrass Holding Company KSCC (note 9)
	(3,908)
	
	(2,003)

	At 31 December
	4,437
	
	419


22.2 Acquisition of subsidiary

a) During the period the group obtained the effective control of Nibrass Holding Company KSC (Closed) with 88.2% ownership (previously less than effective control ownership accounted as ‘Investments carried at fair value through statement of income’).  Details of net assets acquired are as follows:
22
    Goodwill (continued)

	
	
	
	
	
	KD’000

	
	
	
	
	
	

	Purchase consideration
	
	
	
	
	10,888

	Share of fair value of net assets acquired
	
	
	
	
	(7,738)

	Goodwill
	
	
	
	
	3,150

	
	
	
	
	
	

	Net cash outflow arising on acquisition:
	
	
	
	
	

	Cash consideration paid
	
	
	
	
	(10,888)

	Cash and cash equivalents acquired
	
	
	
	
	5,967

	
	
	
	
	
	4,921


b) During the period the group also obtained the effective control of Arabian Seas Insurance Co. (SAL) with 65.2% ownership (previously less than effective control ownership accounted as ‘Investments carried at fair value through statement of income’).  Details of net assets acquired are as follows:

	
	
	
	
	
	KD’000

	
	
	
	
	
	

	Purchase consideration
	
	
	
	
	7,690

	Share of fair value of net assets acquired
	
	
	
	
	(3,672)

	Goodwill
	
	
	
	
	4,018

	
	
	
	
	
	

	Net cash outflow arising on acquisition:
	
	
	
	
	

	Cash consideration paid
	
	
	
	
	(7,690)

	Cash and cash equivalents acquired
	
	
	
	
	2,100

	
	
	
	
	
	5,590


23 Other assets

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Accrued income
	10,588
	
	13,045

	Receivables for settlement of sale of securities
	10,561
	
	8,009

	Financing of future trades by customers
	37,913
	
	15,691

	Deposits, prepayments and other receivables
	9,528
	
	13,373

	Advances for purchase of investments
	9,130
	
	13,054

	Amount due from related parties (note 33)
	291
	
	1,326

	Positive fair value of forward foreign exchange contracts (note 36)
	5
	
	-

	
	78,016
	
	64,498


24 Share capital and share premium
	
	Authorised
	
	Issued and fully paid

	
	2007
	
	2006
	
	2007
	
	2006

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

	
	
	
	
	
	
	
	

	Share of KD0.100 each
	85,956
	
	70,545
	
	85,956
	
	70,545


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.  
Share premium is not available for distribution.
25 Reserves

	
	Statutory reserve
	
	General reserve
	
	Foreign exchange revaluation reserve
	
	Total

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

	
	
	
	
	
	
	
	

	Balance as at 31 December 2006
	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

	
	
	
	
	
	
	
	

	Balance as at 31 December 2005
	10,901
	
	10,901
	
	-
	
	21,802

	Transfer from retained earnings
	7,406
	
	7,406
	
	-
	
	14,812

	Foreign exchange differences
	-
	
	-
	
	(70)
	
	(70)

	Balance as at 31 December 2006
	18,307
	
	18,307
	
	(70)
	
	36,544


25.2 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) has been 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.  

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.
25.3 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) should be transferred to a general reserve. There are no restrictions on distribution of general reserve.

26 Treasury shares

	
	2007
	
	2006

	
	
	
	

	Number of shares (′000)
	1,621
	
	17,939

	Percentage of issued shares
	0.19%
	
	2.543%

	Cost of treasury shares (KD’000)
	1,542
	
	20,467

	Market value (KD ′000)
	1,588
	
	19,733


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

27 Fair value reserve

This has arisen on equity accounting of associates and represents group’s share of post-acquisition changes in the financial instruments available for sale. 

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Balance at 1 January
	(286)
	
	-

	Net unrealised gain during the year
	3,659
	
	(286)

	
	
	
	

	Net movement during the year
	3,659
	
	(286)

	Balance at 31 December
	3,373
	
	(286)


28 Short term borrowings and wakala payables

Borrowings are due to local and regional financial institutions with maturities ranging from less than 3 months to 12 months from the date of borrowings and are unsecured.  The average effective interest ranges between 5.81% and 8.25% (2006: 6.32% and 8.25%) per annum.
Wakala payables represent wakala contracts with local financial institutions maturing within 6 months from the balance sheet date.  The average effective cost attributable to these contracts ranges between 6.1% to 8% (2006: 6.35% to 8.25%) per annum. 

29 Medium term borrowings

Medium term borrowings were obtained for general financing purposes and are due to regional and international financial institutions under the following facilities at 31 December 2007: 
	a)
	3 year US$300 million syndicated loan facility, maturing in June 2010; and

	
	

	b)
	US$ 10 million facility maturing in October 2009.  


These facilities carry a floating rate interest of 6 month LIBOR plus a margin ranging from 1% to 1.25%  (2006: 1% to 1.25%) per annum.
As at 31 December 2006 the facilities were as follows:
a) 3 years US$75 million syndicated loan facility, maturing in September 2009

b) 3 years US$ 107 million bilateral lending facility maturing in September 2009 and

c) US$ 10 million facility maturing in October 2009.

30 Bonds

	
	2007
	
	2006

	
	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)
	12,000
	
	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
	
	-    

	·  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
	
	-    

	
	65,000
	
	  20,000


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.

31 Other liabilities

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Accrued expenses
	6,243
	
	9,973

	Payable for settlement of purchase of trading securities
	14,143
	
	12,928

	Other payables
	19,836
	
	7,962

	Negative fair value of forward foreign exchange contracts (note 36)
	-
	
	134

	
	40,222
	
	30,997


32 Proposed dividends

Subsequent to the balance sheet date, the directors have proposed a cash dividend of 50 Fils per share and bonus shares of 10% of paid up share capital which is subject to the approval of the shareholders at the annual general meeting. Total cash dividend is expected to be KD42.978 million.  

During 2007, cash dividends of 50 Fils per share totalling KD34.200 million and bonus shares of 20% of paid up capital for the year ended 31 December 2006 were approved at the shareholders annual general meeting on 14 March 2007 and were paid in 2007 following that approval.  
33 Related party transactions

These represent transactions with certain related parties (directors and executive officers of the parent company and their related concerns) entered into by the group in the ordinary course of business.  

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	Amounts included in the consolidated balance sheet: 
	
	
	

	Loans to directors and senior management 
	1,997
	
	2,369

	Amounts due from related parties (Note 23)
	291
	
	1,326

	Wakala payables
	30,351
	
	7,198


	Transactions included in the consolidated statement of income:
	
	
	

	Interest and similar income
	415
	
	181

	Interest and similar expense
	2,304
	
	2,453

	Gain on disposal of subsidiaries
	-
	
	1,037

	
	
	
	

	Key management compensation
	
	
	

	Salaries and other short term benefits 
	1,480
	
	1,535

	Cost of share based payment
	800
	
	600

	Terminal benefits 
	493
	
	393

	
	2,773
	
	2,528


Information in relation to share options granted prior to 7 November 2002 has been disclosed in note 39.
34 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.   

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

35 Segmental information (continued)

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
	KD ′000
	KD ′000

	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
	49,908
	11,609
	11,850
	2,534
	92,240

	
	
	
	
	
	
	

	Profit for the year
	
	
	
	
	
	92,240

	
	
	
	
	
	
	

	31 December 2006
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment income
	18,662
	65,723
	7,501
	12,935
	5,539
	110,360

	Inter segment income(expense)
	1,865
	(4,674)
	-
	2,809
	-
	-

	Total segment income
	20,527
	61,049
	7,501
	15,744
	5,539
	110,360

	Segment profit
	16,682
	32,177
	4,593
	14,403
	4,864
	72,719

	
	
	
	
	
	
	

	Profit for the year
	
	
	
	
	
	72,719

	
	
	
	
	
	
	

	31 December 2007
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total segmental assets
	-
	773,045
	37,767
	-
	41,433
	852,245

	Total segmental liabilities
	-
	(493,604)
	(23,684)
	-
	(25,982)
	(543,270)

	Net segmental assets
	-
	279,441
	14,083
	-
	15,451
	308,975

	
	
	
	
	
	
	

	Unallocated assets
	
	
	
	
	
	60,712

	Unallocated liabilities
	
	
	
	
	
	(40,222)

	Net Assets
	
	
	
	
	
	329,465

	
	
	
	
	
	
	

	Capital expenditure
	
	
	
	
	
	8,240

	
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	725

	
	
	
	
	
	
	


34
     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
	KD ′000
	KD ′000

	
	
	
	
	
	
	

	31 December 2006
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total segmental assets
	-
	599,328
	30,274
	-
	414
	630,016

	Total segmental liabilities
	-
	(392,608)
	(19,059)
	-
	(261)
	(411,928)

	Net segmental assets
	
	206,720
	11,215
	-
	153
	218,088

	
	
	
	
	
	
	

	Unallocated assets
	
	
	
	-
	
	61,875

	Unallocated liabilities
	
	
	
	
	
	(30,997)

	Net Assets
	
	
	
	
	
	248,966

	
	
	
	
	
	
	

	Capital expenditure
	
	
	
	
	
	11,852

	
	
	
	
	
	
	

	Depreciation
	
	
	
	-
	
	330


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 balance sheet.  Assets under management at              31 December 2007 amounted to KD 2,347.684 million (2006: KD2,084.529 million).

37 Derivative financial instruments

	
	2007
	
	2006
	
	2007
	
	2006

	
	Notional amount
	
	Notional amount
	
	Positive

 fair value
	
	Negative fair value

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

	
	
	
	
	
	
	
	

	Forward foreign exchange contracts
	40,203
	
	97,759
	
	5
	
	(134)


Forward foreign exchange contracts mature within 3 months of the balance sheet date.

Forward foreign exchange contracts comprise of contracts both with clients and offsetting contracts with bank counter parties and to cover the group’s foreign currency needs. 
38 Commitments

At 31 December 2007, the group had commitment to invest in venture capital funds and investments securities amounting to KD 0.581 million (2006: KD 0.616 million), after deducting commitments by the group’s clients. Further, at 31 December 2007, the group had commitments for acquisition of real estate investments aggregating KD 59.012 million payable by:
	
	
	
	KD ′000

	
	
	
	

	31 December 2008
	
	
	33,004

	31 December 2009
	
	
	18,351

	31 December 2010
	
	
	7,657


At 31 December 2006, the group had commitments for acquisition of real estate investments were KD 20.563 million.

39 Subsidiary companies

Details of significant subsidiary companies are set out below:

	Company Name
	County of 
incorporation
	Voting 
capital  held %
	Purpose 

	Safi  Financial Services – KSC (Closed)
	Kuwait
	100
	Financial Brokerage Co, 

	Al Rawabi International Holding Co. – KSC (Closed) 
	Kuwait
	100
	Economic Consultancy 

	Al Safa International Holding Company – KSC (Closed) [formerly: Second Economic Consultancy Co. – WLL] 
	Kuwait
	100
	Economic Consultancy 

	Hanadi International General Trading  & Contracting Company – WLL 
	Kuwait
	100
	General Trading  & Contracting

	Kuwait International Labour  Recruitment Company –WLL 
	Kuwait
	100
	Labour Recruitment 

	Lial for Super Market Company – KSC (Closed) 
	Kuwait
	100
	Investment Activities 

	National Company for Educational Development – WLL 
	Kuwait
	100
	Educational Services 

	Gulf Real Estate Fund Company – WLL 
	Kuwait
	100
	Investment Activities 

	Arabian Hospitality Holding Co. – KSC (Closed) 
	Kuwait
	100
	Investment Activities 

	Eighth Project Management Company – WLL 
	Kuwait
	100
	Project Management Consultancy 

	Tenth Project Management Company – WLL 
	Kuwait
	100
	Project Management Consultancy 

	Eleventh Project Management Company – WLL 
	Kuwait
	100
	Project Management Consultancy 

	Thirteenth Project Management Company – WLL 
	Kuwait
	100
	Project Management Consultancy 

	Fourteenth Project Management Company – WLL
	Kuwait
	100
	Project Management Consultancy 

	Second Computer Consultancy – WLL 
	Kuwait
	100
	Computer Consultancy 

	Al Saif National Holding Company – KSC (Closed) [formerly: Third Marketing Consultancy Company – WLL]
	Kuwait
	100
	Marketing Consultancy 

	Fourth Marketing Consultancy Company – WLL
	Kuwait
	100
	Marketing Consultancy 

	Fifth Economic Consultancy Company – WLL 
	Kuwait
	100
	Economic Consultancy 

	Sixth Economic Consultancy Company – WLL
	Kuwait
	100
	Economic Consultancy 

	Global Investment House – BSC (Closed)
	Bahrain
	100
	Investment Activities 

	Global Investment House – JSC  (Closed) 
	Jordan
	100
	Investment Activities 

	Shurooq Investment Services Company – SAOG 
	Oman
	65
	Investment Activities 

	Shurooq Securities Company – LLC 
	Oman
	50
	Brokerage Activities

	Global Investment House (Qatar)-LLC
	Qatar
	100
	Investment Banking & Advisory

	Jordan Trade Facilities – JSC 
	Jordan
	70
	Financing Activities

	Global Investment House, Dubai
	UAE
	100
	Investment Activities

	Global Investment House, Abu Dhabi
	UAE
	100
	Investment Activities

	Global Investment House, Yemen
	Yemen
	100
	Investment Activities

	Global Investment House, Mumbai
	India
	100
	Investment Activities

	Global Investment House, Riyadh
	Saudi Arabia
	100
	Investment Activities

	Arabian Sea Insurance, Amman
	Jordan
	65
	Insurance services

	Global Investment House, Sudan
	Sudan
	76
	Investment Activities


40 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 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.

39
Profit-sharing schemes (continued)

	
	2007
	
	2006

	
	Number of options
	
	Weighted average exercise price 
	
	Number of options
	
	Weighted average exercise price 

	
	
	
	KD
	
	
	
	KD

	
	
	
	
	
	
	
	

	Outstanding at the beginning of the year
	16,144,347
	
	0.177
	
	-
	
	-

	Granted during the year
	29,008,954
	
	0.164
	
	26,401,787
	
	0.156

	Forfeited during the year
	(209,185)
	
	1.000
	
	-
	
	-

	Exercised during the year
	(13,013,617)
	
	0.164
	
	(10,257,440)
	
	0.123

	Expired during the year
	-
	
	-
	
	-
	
	-

	Outstanding at the end of the year
	31,930,499
	
	0.165
	
	16,144,347
	
	0.177

	Exercisable at the end of the year
	-
	
	-
	
	-
	
	-


The weighted average strike price at the date of exercise of share options exercised during the year which were all vested at 17 March 2007 was KD0.123, whereas the weighted average market price at the time of exercise was KD0.730. The options outstanding at 31 December 2007 had a weighted average exercise price of KD0.165 and a weighted average remaining contractual life of 0.5 year.
The fair value of share options granted during the year is KD25.295 million (2006: KD22.157 million) for which an expense of KD0.800 million (2006: KD0.600 million) was recognised in the consolidated statement of income.

During the year 13,013,617 shares (2006: 10,257,440 shares) were exercised under the PBS at a price of KD0.164 per share (2006: KD0.123).  During the year no options were exercised under SOS scheme. (2006: Nil options at average strike price of KD Nil).
At 31 December 2007, options outstanding under the SOS amounted to 31,139,683 shares (2006: 16,144,347) exercisable after the Annual General Meeting relating to the approval of 2007 financial statements. Included within this outstanding balance are options of 29,534,178 shares that have not been expensed in accordance with IFRS 2 as the options related to schemes on or before 7 November 2002. These options have not been subsequently modified and therefore do not need to be accounted for in accordance with IFRS 2.

Share options outstanding at the end of the year have the following exercise prices:

	Expiry Date
	2007
	
	2006

	
	Number of options
	
	Weighted average exercise price 
	
	Number of options
	
	Weighted average exercise price 

	
	
	
	KD
	
	
	
	KD

	
	
	
	
	
	
	
	

	30 June 2008
	31,139,683
	
	0.144
	
	15,144,347
	
	0.123

	30 June 2009
	790,816
	
	1.000
	
	1,000,000
	
	1.000

	
	31,930,499
	
	
	
	16,144,347
	
	


41 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.
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       Risk management objectives and policies (continued)

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);

· maintaining shareholders’ contributions above minimum thresholds (currently 30 percent) of total assets;

· 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 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.
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       Risk management objectives and policies (continued)

41.2 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:

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	US Dollar
	(169,421)
	
	(108,282)

	Jordanian Dinar
	164,958
	
	108,189

	Euro
	9,091
	
	306

	Bahraini Dinar
	21,096
	
	11,523

	Qatari Riyals
	15,146
	
	9,402

	UAE Dirhams
	46,889
	
	20,167

	Pakistan Rupee
	11,862
	
	12,655


The foreign currency sensitivity is determined on the following assumptions:

	Currency
	2007 %
	
	2006 %

	
	
	
	

	US Dollar
	5.58%
	
	0.98%

	Jordanian Dinar
	5.35%
	
	1.05%

	Bahraini Dinar
	5.33%
	
	1.00%

	Qatari Riyals
	6.00%
	
	1.00%

	UAE Dirhams
	5.59%
	
	0.97%

	Pakistan Rupee
	6.27%
	
	1.19%


The above percentages have been determined based on the average market movement in exchange rates in the previous twelve months. 
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      Risk management objectives and policies (continued)

40.1

Market risk

a)
Foreign currency risk (continued)
If the Kuwaiti Dinar had strengthened against the foreign currencies assuming the above sensitivity, then this would have the following impact on the profit for the year and equity:

	
	Profit for the year
	
	Equity

	
	2007
	
	2006
	
	2007
	
	2006

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

	
	
	
	
	
	
	
	

	US Dollar
	10,398
	
	1,059
	
	(946)
	
	(82)

	Jordanian Dinar
	(5,435)
	
	(1,141)
	
	(3,383)
	
	(144)

	Bahraini Dinar
	(1,078)
	
	(115)
	
	-
	
	-

	Qatari Riyals
	(729)
	
	(92)
	
	(112)
	
	-

	UAE Dirhams
	(2,621)
	
	(196)
	
	-
	
	-

	Pakistan Rupee
	-
	
	-
	
	(775)
	
	(160)

	
	535
	
	(485)
	
	(5,216)
	
	(386)


If the Kuwaiti Dinar had weakened against the foreign currencies assuming the above sensitivity, then this would have the following impact on the profit for the year and equity:

	
	Profit for the year
	
	Equity

	
	2007
	
	2006
	
	2007
	
	2006

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

	
	
	
	
	
	
	
	

	US Dollar
	(10,398)
	
	(1,059)
	
	946
	
	82

	Jordanian Dinar
	5,435
	
	1,141
	
	3,383
	
	144

	Bahraini Dinar
	1,078
	
	115
	
	-
	
	-

	Qatari Riyals
	729
	
	92
	
	112
	
	-

	UAE Dirhams
	2,621
	
	196
	
	-
	
	-

	Pakistan Rupee
	-
	
	-
	
	775
	
	160

	
	(535)
	
	485
	
	5,216
	
	386


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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40.1
 
Market risk

b)
Interest rate risk (continued)
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 investments 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
	-

	Goodwill
	-
	-
	-
	-
	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
	

	
	
	
	
	
	
	
	

	Short term borrowings
	135,956
	58,886
	49,507
	-
	-
	244,349
	5.81-8.25

	Wakala payables
	77,022
	36,835
	35,310
	-
	-
	149,167
	6.10-8.00

	Medium term borrowings
	-
	-
	-
	84,754
	-
	84,754
	5.67-6.46

	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
	


The group’s interest rate exposure based on earlier of contractual repricing arrangements and maturity at 31 December 2006 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
	25,292
	7,474
	-
	-
	34,064
	66,830
	5.75-7.00

	Financial assets held for trading
	-
	-
	-
	-
	30,274
	30,274
	-

	Financial assets designated at fair value through statement of income 
	-
	-
	-
	8,554
	404,576
	413,130
	5.00-7.50

	Murabaha receivables
	-
	-
	-
	10,177
	-
	10,177
	6.83-6.89

	Loans and advances
	10,829
	4,177
	22,952
	3,061
	-
	41,019
	4.25-9.25

	Investments in associates
	-
	-
	-
	-
	52,062
	52,062
	-

	Investment properties
	-
	-
	-
	-
	414
	414
	-

	Property and equipment
	-
	-
	-
	-
	13,068
	13,068
	-

	Goodwill
	
	
	
	
	419
	419
	-

	Other assets
	-
	-
	-
	-
	64,498
	64,498
	13 – 18

	Total assets
	36,121
	11,651
	22,952
	21,792
	599,375
	691,891
	

	
	
	
	
	
	
	
	

	Short term borrowings
	83,574
	59,142
	58,954
	-
	-
	201,670
	6.32-8.25

	Wakala payables
	47,175
	26,678
	60,433
	-
	-
	134,286
	6.32-8.25

	Medium term borrowings
	-
	2,896
	53,076
	-
	-
	55,972
	6.36-7.00

	Bonds
	-
	-
	12,000
	8,000
	-
	20,000
	5.00-7.13

	Other liabilities
	-
	-
	-
	-
	30,997
	30,997
	-

	Total liabilities
	130,749
	88,716
	184,463
	8,000
	30,997
	442,925
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Market risk

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 +100 bps (1%) and –100 bps (1%) (2006: +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. 

	
	2007
	
	2006

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

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

	
	
	
	
	
	
	
	

	Profit for the year
	(4,931)
	
	4,931
	
	(3,194)
	
	3,194

	Equity
	-
	
	-
	
	-
	
	-


c)
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:

	
	2007 
%
	
	2006 

%

	
	
	
	

	Kuwait market
	3%
	
	4%

	Rest of GCC  market
	17%
	
	10%

	MENA market
	7%
	
	12%

	Other international markets
	12%
	
	10%


The above percentages have been determined based on basis of the average market movements over a 90 days period of October to December 2006 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.
	
	Profit for the year
	
	Equity

	
	2007
	
	2006
	
	2007
	
	2006

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

	
	
	
	
	
	
	
	

	Financial assets held for trading 
	3,359
	
	2,649
	
	-
	
	-

	Financial assets designated at fair value through statement of income
	29,616
	
	20,770
	
	-
	
	-

	Financial investments available-for-sale
	-
	
	-
	
	201
	
	-

	Total
	32,975
	
	23,419
	
	201
	
	-


Negative changes to equity prices in accordance with above mentioned sensitivity assumptions will have exactly the apposite impact on the profit for the year and equity as reflected in the above table.

41.3 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. 
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Credit risk (continued)
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: 

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Cash and cash equivalents
	68,797
	
	66,830

	Murabaha receivables
	15,784
	
	10,177

	Loans and advances
	24,615
	
	41,019

	
	109,196
	
	118,026


Information on other significant concentrations of credit risk is set out in note 40.3.

41.4 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 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

	Goodwill
	-
	
	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

	
	
	
	
	
	
	
	
	
	

	At 31 December 2006
	
	
	
	
	
	
	
	
	

	Geographic region:
	
	
	
	
	
	
	
	
	

	Cash and cash equivalents
	59,622
	
	3,228
	
	18
	
	3,962
	
	66,830

	Financial assets held for trading
	18,157
	
	7,584
	
	1,292
	
	3,241
	
	30,274

	Financial assets designated at fair value through statement of income 
	246,567
	
	154,920
	
	2,332
	
	9,311
	
	413,130

	Murabaha receivables
	10,177
	
	-
	
	-
	
	-
	
	10,177

	Loans and advances
	41,019
	
	-
	
	-
	
	-
	
	41,019

	Investments in associates
	16,418
	
	35,644
	
	-
	
	-
	
	52,062

	Investment properties
	-
	
	414
	
	
	
	
	
	414

	Property and equipment
	12,247
	
	821
	
	-
	
	-
	
	13,068

	Goodwill
	-
	
	419
	
	-
	
	-
	
	419

	Other assets
	64,498
	
	-
	
	-
	
	-
	
	64,498

	
	468,705
	
	203,030
	
	3,642
	
	16,514
	
	691,891

	
	
	
	
	
	
	
	
	
	

	Industry sector
	
	
	
	
	
	
	
	
	

	Trading and manufacturing
	19,457
	
	7,146
	
	46
	
	4,054
	
	30,703

	Banks and financial institutions
	161,720
	
	103,725
	
	165
	
	4,032
	
	269,642

	Real estate
	108,451
	
	36,785
	
	-
	
	-
	
	145,236

	Others
	179,077
	
	55,374
	
	3,431
	
	8,428
	
	246,310

	
	468,705
	
	203,030
	
	3,642
	
	16,514
	
	691,891
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41.5 Credit risk from lending activities

The group selectively provides credit facilities in form of short-term (maturity up to 12 months) loans and advances 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 2007 none of credit facilities granted by the group were impaired, past due, subject to renegotiation or subject to specific provisions for impairment.   As at 31 December 2007, 94% of the loans and advances were more that 150% collateralized (fair value of collateral held: KD71.3 million). The collateral typically covers listed equities in Kuwait market and managed funds.

	Collateral coverage ratio
	Percentage of total (%)

	
	

	Less than 150%
	6%

	150% - 300%
	69%

	More than 300%
	25%


41.6 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.    As at 31 December, all credit exposures were performing and were deemed as high grade. The details by financial asset class are given below:
	
	2007
	
	2006

	
	
	
	

	
	
	
	

	Cash and cash equivalents
	High
	
	High

	Murabaha receivables
	High
	
	High

	Loans and advances
	High
	
	High


40.6

Liquidity risk

Liquidity risk is the risk that the group will be unable to meet its liabilities when they fall due.   To limit this risk, management has arranged diversified funding sources, manages assets with liquidity in mind, and monitors liquidity on a daily basis. 

The table below summarises the maturity profile of the group’s assets and liabilities.  Except for investments designated at fair value through statement of income, financial investments 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 investments designated at fair value through statement of income, financial investments available-for-sale and investment properties is determined based on management's estimate of liquidation of those investments.
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Liquidity risk (continued)
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 statement of income 
	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

	Investments 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
	
	82,588
	
	699,139
	
	912,957

	
	
	
	
	
	
	
	
	
	

	Liabilities
	
	
	
	
	
	
	
	
	

	Short term borrowings
	135,956
	
	58,886
	
	49,507
	
	-
	
	244,349

	Wakala payables
	77,022
	
	36,835
	
	35,310
	
	-
	
	149,167

	Medium term borrowings
	-
	
	-
	
	-
	
	84,754
	
	84,754

	Bonds
	-
	
	-
	
	-
	
	65,000
	
	65,000

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

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


Maturity profile of assets and liabilities at 31 December 2006:

	
	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
	25,292
	
	41,538
	
	-
	
	-
	
	66,830

	Financial assets held for trading
	-
	
	30,274
	
	-
	
	-
	
	30,274

	Financial assets designated at fair value through statement of income 
	-
	
	-
	
	-
	
	413,130
	
	413,130

	Murabaha receivables
	-
	
	-
	
	-
	
	10,177
	
	10,177

	Loans and advances
	10,829
	
	4,177
	
	22,952
	
	3,061
	
	41,019

	Investment in associates
	-
	
	-
	
	-
	
	52,062
	
	52,062

	Investment properties
	-
	
	-
	
	-
	
	414
	
	414

	Property and equipment
	-
	
	-
	
	-
	
	13,068
	
	13,068

	Goodwill
	-
	
	-
	
	-
	
	419
	
	419

	Other assets
	-
	
	-
	
	-
	
	64,498
	
	64,498

	
	36,121
	
	75,989
	
	22,952
	
	556,829
	
	691,891

	
	
	
	
	
	
	
	
	
	

	Liabilities
	
	
	
	
	
	
	
	
	

	Short term borrowings
	83,574
	
	59,142
	
	58,954
	
	-
	
	201,670

	Wakala payables
	47,175
	
	26,678
	
	60,433
	
	-
	
	134,286

	Medium term borrowings
	-
	
	-
	
	-
	
	55,972
	
	55,972

	Bonds
	-
	
	-
	
	-
	
	20,000
	
	20,000

	Other liabilities
	-
	
	9,280
	
	20,963
	
	754
	
	30,997

	
	130,749
	
	95,100
	
	140,350
	
	76,726
	
	442,925
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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 2007
	
	
	
	
	
	
	
	
	

	Short term borrowings
	136,478
	
	59,788
	
	51,214
	
	-
	
	247,480

	Wakala payables
	77,317
	
	37,399
	
	36,527
	
	-
	
	151,243

	Medium term borrowings
	8
	
	45
	
	4,667
	
	91,918
	
	96,638

	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

	
	
	
	
	
	
	
	
	
	

	As at 31 December 2006
	
	
	
	
	
	
	
	
	

	Short term borrowings
	83,906
	
	60,082
	
	61,062
	
	-
	
	205,050

	Wakala payables
	47,362
	
	26,784
	
	60,673
	
	-
	
	134,819

	Medium term borrowings
	9
	
	243
	
	3,573
	
	62,062
	
	65,887

	Bonds
	-
	
	-
	
	1,227
	
	21,884
	
	23,111

	Other liabilities
	-
	
	9,280
	
	20,963
	
	754
	
	30,997

	
	131,277
	
	96,389
	
	147,498
	
	84,700
	
	459,864


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

	
	
	
	2007
	
	2006

	
	
	
	KD ′000
	
	KD ′000

	
	
	
	
	
	

	Cash and equivalents
	
	
	68,797
	
	66,830

	Quoted securities and managed funds
	
	
	374,648
	
	297,334

	Total
	
	
	443,445
	
	364,164


Total liquid assets exclude investments amounting to KD14.247 million (2006: KD12.940 million) in the  managed funds representing the regulatory minimum 5 percent investment in such funds.
42 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:

	
	2007
	2007
	2006
	2006

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	Fair value
	Amortized cost
	Fair value
	Amortized cost

	
	
	
	
	

	Cash and cash equivalents
	2,197
	66,600
	3,196
	63,634

	Financial assets held for  trading
	37,767
	-
	30,274
	-

	Financial assets designated at fair value through statement of income
	507,630
	-
	413,130
	-

	Murabaha receivables-at amortised cost
	-
	15,784
	-
	10,177

	Loans and advances-at amortised cost
	-
	24,615
	-
	41,019

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

	Other assets-at amortised cost
	-
	78,016
	-
	64,498

	
	565,681
	185,015
	446,600
	179,328

	
	
	
	
	

	Financial liabilities at amortised cost:
	
	
	
	

	· Short term borrowings
	-
	244,349
	-
	201,670

	· Wakala payable
	-
	149,167
	-
	134,286

	· Medium term borrowings
	-
	84,754
	-
	55,972

	· Bonds
	-
	65,000
	-
	20,000

	Other liabilities-at amortised cost
	-
	40,222
	-
	30,997

	
	-
	    583,492
	-
	442,925


43 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:

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Short term borrowings (note 28)
	244,349
	
	201,670

	Wakala payables (note 28)
	149,167
	
	134,286

	Medium term borrowings (note 29)
	84,754
	
	55,972

	Bonds (note 30)
	65,000
	
	20,000

	Less: Cash and cash equivalents (note 13)
	(68,797)
	
	(66,830)

	Net debt
	474,473
	
	345,098

	
	
	
	

	Equity attributable to the shareholders of the parent company
	323,051
	
	244,384


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.
This ratio is calculated as net debt divided by equity attributable to the shareholders of the parent company as follows:

	
	2007
	
	2006

	
	KD ′000
	
	KD ′000

	
	
	
	

	Net debt
	474,473
	
	345,098

	Equity attributable to the shareholders of the parent company
	323,051
	
	244,384

	
	
	
	

	Net debt to equity ratio
	1.47
	
	1.41


44 Comparative amounts

Certain prior year amounts have been reclassified to conform to the current year presentation. These reclassifications were made in order to more appropriately present the items of balance sheet and statement of income as a result of adoption of IFRS 7. Such reclassifications do not affect previously reported total assets, total equity, total liabilities and profit reported in the prior year. 
