


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

CONSOLIDATED STATEMENT OF INCOME 

For the year ended 31 December 2011
	
	
	2011
	2010

	
	Notes
	KD ′000
	KD ′000

	
	
	
	

	Fees and commission income
	3
	14,105
	20,693

	Interest and similar income
	4
	2,766
	2,823

	Net loss on financial assets held for trading
	5
	(285)
	(3,604)

	Net loss on financial assets designated at fair value through profit or loss 
	5
	(2,064)
	(35,616)

	Net (loss) gain on sale of financial assets available for sale
	
	(1,023)
	361

	Net loss on investment properties
	16
	(5,224)
	(291)

	Net loss on properties under development
	16
	-  
	(2,625)

	Share of results of associates
	15(b)
	(22,702)
	(7,610)

	Loss on disposal of associates
	15(d)
	(2,535)
	(2,350)

	Gain on disposal and liquidation of subsidiaries
	20
	-  
	1,034

	Change in fair value of derivative financial instruments
	
	1,817
	1,422

	Foreign exchange gain (loss)
	
	588
	(164)

	Other operating income
	6
	3,707
	4,051

	
	
	────────
	────────

	REVENUE
	
	(10,850)
	(21,876) 

	
	
	────────
	────────

	
	
	
	

	Personnel expenses
	
	11,512
	11,821

	Other expenses
	
	10,865
	13,322

	Interest and similar expense
	7
	24,283
	23,757

	Impairment charge (reversal) for credit losses
	12,13
	661
	(230)

	Impairment of financial assets, investment in associates and

  intangibles
	8
	757
	4,769

	
	
	────────
	────────

	EXPENSES
	
	48,078
	53,439

	
	
	────────
	────────

	
	
	
	

	LOSS FOR THE YEAR 
	
	(58,928)
	(75,315)

	
	
	════════
	════════

	Attributable to:
	
	
	

	Equity holders of the Parent Company
	 
	(57,506)
	(73,206)

	Non-controlling interests
	
	(1,422)
	(2,109)

	
	
	────────
	────────

	
	
	(58,928)
	(75,315)

	
	
	════════
	════════

	BASIC AND DILUTED LOSS PER SHARE ATTRIBUTABLE TO THE EQUITY HOLDERS OF THE PARENT COMPANY
	9
	(47) fils
	(60) fils

	
	
	════════
	════════


Global Investment House – K.S.C. (Closed) and its Subsidiaries 
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME 
For the year ended 31 December 2011
	
	
	2011
	2010

	
	Note
	KD ′000
	KD ′000

	
	
	
	

	Loss for the year
	
	(58,928) 
	(75,315) 

	
	
	─────────
	─────────

	Other comprehensive income:
	
	
	

	Net unrealised loss on financial assets available for sale
	
	(3,838)
	(8,218)

	Transferred to consolidated statement of income on sale of financial
  assets available for sale
	
	1,023
	(361)

	Transferred to consolidated statement of income on impairment of
  financial assets available for sale
	8
	935
	850

	
	
	─────────
	─────────

	Net loss on financial assets available for sale
	
	(1,880)
	(7,729)

	Exchange differences on translation of foreign operations
	
	(2,608)
	(3,078)

	Share of other comprehensive income of associates
	15
	160
	(1,267)

	
	
	─────────
	─────────

	Other comprehensive loss for the year 
	
	(4,328)
	 (12,074)

	
	
	─────────
	─────────

	Total comprehensive loss for the year
	
	(63,256)
	 (87,389)

	
	
	═════════
	═════════

	Attributable to:
	
	
	

	Equity holders of the Parent Company
	
	(61,143)
	(83,448)

	Non-controlling interests
	
	(2,113)
	(3,941)

	
	
	─────────
	─────────

	
	
	(63,256)
	(87,389)

	
	
	═════════
	═════════


Global Investment House – K.S.C. (Closed) and its Subsidiaries 
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
At 31 December 2011
	
	
	2011
	2010

	
	Notes
	KD’000
	KD’000

	ASSETS
	
	
	

	Cash and cash equivalents
	10
	71,749
	70,819

	Financial assets held for trading  
	
	7,849
	9,322

	Financial assets designated at fair value through profit or loss
	11
	103,302
	145,207

	Murabaha receivables
	12
	6,788
	12,108

	Loans and advances
	13
	12,128
	18,625

	Financial assets available for sale
	14
	37,147
	44,898

	Investment in associates
	15
	136,818
	162,551

	Investment properties and properties under development
	16
	56,584
	59,836

	Property and equipment
	17
	16,389
	18,221

	Intangible assets
	18
	18,029
	18,048

	Other assets
	19
	97,053
	115,308

	
	
	─────────
	─────────

	Total assets
	
	563,836
	674,943

	
	
	═════════
	═════════

	EQUITY AND LIABILITIES
	
	
	

	
	
	
	

	Equity
	
	
	

	Share capital
	21
	131,243
	131,243 

	Share premium
	21
	58,998
	230,323

	Treasury shares
	21
	(58,998)
	(58,998)

	Treasury shares reserve
	
	1,059
	1,059

	Cumulative changes in fair values
	
	(3,457)
	(2,894)

	Foreign currency translation reserve
	
	(2,390)
	684

	Accumulated losses 
	21
	(108,213)
	(222,032)

	
	
	─────────
	─────────

	Equity attributable to the equity holders of the Parent Company
	
	18,242
	79,385

	Non-controlling interests
	
	27,510
	29,623

	
	
	─────────
	─────────

	Total equity
	
	45,752
	109,008

	
	
	─────────
	─────────

	Liabilities
	
	
	

	Short term borrowings 
	23
	425,445
	106,374

	Medium term borrowings
	23
	-    
	339,696

	Bonds
	24
	74,929
	74,976

	Other liabilities
	25
	17,710
	44,889

	
	
	─────────
	─────────

	Total liabilities
	
	518,084
	565,935

	
	
	─────────
	─────────

	Total equity and liabilities
	
	563,836
	674,943

	
	
	═════════
	═════════


	Maha Khaled Al-Ghunaim
Chairperson and Managing Director
	
	Hamad Tarek Al-Homaizi
Vice Chairman and Director


Global Investment House – K.S.C. (Closed) and its Subsidiaries 
CONSOLIDATED STATEMENT OF CASH FLOWS 
For the year ended 31 December 2011

	
	
	2011
	2010

	
	Notes
	KD ′000
	KD ′000


	OPERATING ACTIVITIES
	
	
	

	Loss for the year
	
	(58,928)
	(75,315)

	Adjustments for:
	
	
	

	Depreciation of property and equipment
	17
	2,219
	2,695

	Impairment charge/(reversal) for credit losses
	12, 13
	661
	(230)

	Impairment of financial assets, investment in associates and

  intangibles
	8
	757
	4,769

	Interest and similar income
	4
	(2,766)
	(2,823)

	Dividend income
	6
	(1,916)
	(2,395)

	Interest and similar expense
	7
	24,283
	23,757

	Unrealised loss on revaluation of investment properties
	16
	5,224
	291

	Net loss on properties under development
	16
	-   
	2,625 

	Share of results of associates
	15(b)
	22,702
	7,610

	Loss on disposal of associates
	15(d)
	2,535
	2,350

	Gain on disposal and liquidation of subsidiaries
	
	-   
	(1,034)

	Change in fair value of derivative financial instruments
	
	(1,817)
	(1,422)

	
	
	─────────
	─────────

	
	
	(7,046)
	(39,122)

	Changes in operating assets and liabilities:
	
	
	

	  Financial assets held for trading
	
	1,473
	5,792

	  Financial assets designated at fair value through profit or loss
	
	15,010
	63,107

	  Murabaha receivables
	
	5,962
	-    

	  Loans and advances
	
	1,690
	2,051

	  Financial assets available for sale 
	
	3,164
	3,345

	  Other assets
	
	11,694
	5,844

	  Other liabilities
	
	427
	10,284

	
	
	─────────
	─────────

	Cash flows from operations
	
	32,374
	51,301

	Interest and similar income received
	
	2,782
	2,922

	Dividend income received
	
	1,916
	2,395

	Interest and similar expenses paid
	
	(20,425)
	(20,806)

	
	
	─────────
	─────────

	Net cash flows from operating activities
	
	16,647
	35,812

	
	
	─────────
	─────────

	INVESTING ACTIVITIES
	
	
	

	Proceeds from disposal and liquidation of subsidiaries, net of cash

  disposed off
	20
	-   
	(18,170)

	Purchase of investment in associates
	
	(73)
	(419)

	Proceeds from capital redemption / disposal of associates
	15(b)(ii)
	6,035
	8,338

	Dividend received from associates
	15(b)
	77
	382

	Purchase of property and equipment
	17
	(183)
	(1,668)

	Purchase of investment properties and properties under 
  development
	16
	(2,231)
	(1,110)

	Proceeds from disposal of investment properties
	
	384
	-    

	
	
	─────────
	─────────

	Net cash flows from (used in) investing activities
	
	4,009
	(12,647)

	
	
	─────────
	─────────

	FINANCING ACTIVITIES
	
	
	

	Repayment of medium term borrowing
	
	-   
	(2,715)

	Repayment of short term borrowing
	
	(19,726)
	(50,800)

	
	
	─────────
	─────────

	Net cash flows used in financing activities
	
	(19,726)
	(53,515)

	
	
	─────────
	─────────

	NET INCREASE (DECREASE) IN CASH AND CASH 

  EQUIVALENTS
	
	930
	(30,350)

	Cash and cash equivalents at 1 January 
	
	70,819
	101,169

	
	
	─────────
	─────────

	CASH AND CASH EQUIVALENTS AT 31 DECEMBER
	10
	71,749
	70,819

	
	
	═════════
	═════════


Global Investment House – K.S.C. (Closed) and its Subsidiaries 
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2011
	
	Attributable to the equity holders of the Parent Company
	


	
	Share

 capital
	Share
premium
	Treasury shares
	Treasury shares reserve
	Cumulative changes in fair values
	Foreign currency translation
reserve
	Accumulated losses
	Sub-total
	Non-controlling interests
	Total

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

	
	
	
	
	
	
	
	
	
	
	

	As at 1 January 2011  
	131,243
	230,323
	(58,998)
	1,059
	(2,894)
	684
	(222,032)
	79,385
	29,623
	109,008

	Loss for the year
	-    
	-    
	-    
	-    
	-    
	-    
	(57,506)
	(57,506)
	(1,422)
	(58,928)

	Other comprehensive loss
	-    
	-    
	-    
	-    
	(563)
	(3,074)
	-    
	(3,637)
	(691)
	(4,328)

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

	Total comprehensive loss for the year
	-    
	-    
	-    
	-    
	(563)
	(3,074)
	(57,506)
	(61,143)
	(2,113)
	(63,256)

	Write-off of accumulated losses (Note 21)
	-    
	(171,325)
	-    
	-    
	-    
	-    
	171,325
	-    
	-    
	-    

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

	At 31 December 2011
	131,243
	58,998
	(58,998)
	1,059
	(3,457)
	(2,390)
	(108,213)
	18,242
	27,510
	45,752

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

	
	
	
	
	
	
	
	
	
	
	

	As at 1 January 2010 
	131,243
	230,323
	(58,998)
	1,059
	4,407
	3,625
	(148,826)
	162,833
	59,945
	222,778

	Loss for the year
	-    
	-    
	-    
	-    
	-    
	-    
	(73,206)
	(73,206)
	(2,109)
	(75,315)

	Other comprehensive loss
	-    
	-    
	-    
	-    
	(7,301)
	(2,941)
	-    
	(10,242)
	(1,832)
	(12,074)

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

	Total comprehensive loss for the year
	-    
	-    
	-    
	-    
	(7,301)
	(2,941)
	(73,206)
	(83,448)
	(3,941)
	(87,389)

	Due to disposal of subsidiaries  
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	-    
	(26,381)
	(26,381)

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

	At 31 December 2010
	131,243
	230,323
	(58,998)
	1,059
	(2,894)
	684
	(222,032)
	79,385
	29,623
	109,008

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


1
CORPORATE INFORMATION
The consolidated financial statements of Global Investment House K.S.C. (Closed) (the ‘Parent Company’) and its Subsidiaries (collectively the ‘Group’) for the year ended 31 December 2011 were authorised for issue in accordance with a resolution of the Board of Directors of the Parent Company on ........... 2012 and are subject to the approval of the general assembly of shareholders. The annual general meeting of the shareholders of the Parent Company has the power to amend these consolidated financial statements.
The Parent Company is a closed shareholding company incorporated on 16 June 1998 under the Commercial Companies Law No. 15 of 1960 and amendments thereto. The Parent Company’s shares are listed on Kuwait Stock Exchange, Bahrain Stock Exchange and Dubai Financial Market. Further, the Parent Company’s shares in the form of Global Depository Receipts (GDRs) are listed on London Stock Exchange (LSE). The Parent Company is regulated by the Central Bank of Kuwait and Capital Market Authority as an investment company.
The Group is principally engaged in the provision of asset management, investment banking, principal investments, real estate and brokerage activities.  Its registered office is at Global Tower, Sharq, Al Shuhada St, P.O. Box 28807, Safat 13149, Kuwait.
The Group primarily operates in the Gulf Cooperation Council (GCC) and other Middle East and North Africa (MENA) countries.
2.1
FUNDAMENTAL ACCOUNTING CONCEPT
The Group has incurred a loss of KD 58,928 thousand (2010: KD 75,315 thousand) for the year ended 
31 December 2011 and as at that date, the Group has accumulated losses of KD 108,213 thousand (2010: KD 222,032 before write-off of KD 171,325 against share premium). Furthermore, as stated in note 23, the Parent Company has obtained approval from its lenders and bondholders to defer repayment of principal and contractual increase in interest rate and waiver of compliance with certain financial covenants until June 2012. The management of the Parent Company is actively seeking a consensual resolution of the issues and is currently encouraged by progress as described in detail in Note 23.

The ability of the Group to continue as a going concern is dependent on restructuring of its debt obligations with the lenders, continued support from shareholders and future profitability which is dependent on adoption and implementation of the restructuring plan currently in discussions with the Group’s lenders.  The management is currently encouraged by the progress, and therefore, has prepared the consolidated financial statements under the going concern concept of accounting.

The consolidated financial statements do not include any adjustments relating to the recoverability and classification of the recorded assets amount and classification of liabilities that may be necessary if the Group is unable to continue as a going concern.
2.2
BASIS OF PREPARATION
The consolidated financial statements are prepared under the historical cost convention except for the financial assets held for trading, financial assets designated at fair value through profit or loss, financial assets available for sale, investment properties, property under development and derivative financial instruments that have been measured at fair value.
The consolidated financial statements are presented in Kuwaiti Dinars (KD) which is the functional currency of the Parent Company, and all amounts are rounded to the nearest KD thousand except when otherwise stated.
The consolidated financial statements of the Group have been prepared in accordance with the regulations of the State of Kuwait for financial services institutions regulated by the Central Bank of Kuwait. These regulations require adoption of all International Financial Reporting Standards (IFRS) except for the International Accounting Standard (IAS) 39 requirement for a collective provision, which has been replaced by the Central Bank of Kuwait’s requirement for a minimum general provision as described under the accounting policy for impairment of financial assets.
2.3
BASIS OF CONSOLIDATION
The consolidated financial statements comprise the financial statements of the Parent Company and its subsidiaries. The financial statements of the subsidiaries are prepared for reporting dates which are typically not more than three months from that of the Parent Company, using consistent accounting policies. Adjustments are made for the effect of any significant transactions or events that occur between that date and the reporting date of the Parent Company’s financial statements. All inter-group balances and transactions, including inter-group profits and unrealised profits and losses and dividends are eliminated on consolidation. 

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. Control is achieved where the Parent Company has the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. The results of the subsidiaries acquired or disposed off during the year are included in the consolidated statement of income from the date of acquisition or up to the date of disposal, as appropriate. The Parent Company is the majority shareholder in certain limited liability companies that are Special Purpose Vehicles (SPVs) either for the Parent Company’s investment banking mandates or for the Parent Company’ assets management activities. These SPVs are used to raise funds from the Group’s clients on basis of product offering memorandum with eventual objectives of providing equity financing to start up companies or to invest in specified asset classes as defined in the offering documents of the SPVs or to manage the asset management activities. These SPVs are managed on a fiduciary basis by the Parent Company’s investment banking or asset management teams and are not consolidated into the Group financial statements.
Non-controlling interests represents the equity in the subsidiaries not attributable directly, or indirectly, to the equity holders of the Parent Company. Equity and net income attributable to non-controlling interests are shown separately in the consolidated statement of financial position, consolidated statement of income, consolidated statement of comprehensive income and consolidated statement of changes in equity. 

Total comprehensive income within a subsidiary is attributed to the non-controlling interest even if that results in a deficit balance.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity transaction. If the Group loses control over a subsidiary, it:
· Derecognises the assets (including goodwill) and liabilities of the subsidiary.
· Derecognises the carrying amount of any non-controlling interest.
· Derecognises the cumulative translation differences recorded in equity.
· Recognises the fair value of the consideration received.
· Recognises the fair value of any investment retained.
· Recognises any surplus or deficit in profit or loss.
· Reclassifies the parent’s share of components previously recognised in other comprehensive income to profit or loss or retained earnings, as appropriate.
Those subsidiaries that contribute to either of the following are considered as principal subsidiaries:

a) 5% of total assets of the Group

b) 5% of total liabilities of the Group

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

The principal subsidiaries of the Group are as follows:

	
	Effective equity interest
	
	

	Name of subsidiary
	31 December 
2011
	31 December 2010
	Principal activities
	Country of incorporation

	
	
	
	
	

	National International Holding 
 Company KSC (Closed)
	65%
	65%
	Investment activities 

 and real estate
	Kuwait

	Taj Land Holding Company KSC

 (Holding)
	100%
	100%
	Investment activities 

 and real estate
	Kuwait

	Mushaa Islamic Real Estate

 Company KSC (Closed)
	100%
	100%
	Real estate and

 investment activities
	Kuwait


2.3
BASIS OF CONSOLIDATION (continued)
Based on the terms of the formal debt restructuring agreements entered into by the Parent Company on 10 December 2009 (refer note 23: Interest Bearing Loans and Borrowings), “Taj Land Holding Company KSC (Holding)” acts solely as the holding company for the investments in Global Macro Fund (“the Fund”), a fund incorporated in the Kingdom of Bahrain to which substantially all the non-strategic principal investments of the Parent Company were transferred. The lenders were granted a security over the units of the Fund. Taj Land Holding Company KSC (Holding) owns all the issued units of the Fund. 

Further, based on the terms of the formal debt restructuring agreements entered into by the Parent Company on 10 December 2009 (refer note 23: Interest Bearing Loans and Borrowings), “Mushaa Islamic Real Estate Company KSC (Closed)” acts solely as the holding company for the investments in certain real estate transferred to it either legally or beneficially by the Parent Company. The lenders have been granted a security over these real estate assets. Both Taj Land Holding Company KSC (Holding)” and “Mushaa Islamic Real Estate Company KSC (Closed)” are signatories to the debt restructuring agreements as original obligors and have offered an irrevocable, unconditional, joint and several guarantee to the Security Trustee of the entire lenders group, including the bondholders.

2.4
SUMMARY OF SIGNIFICANT ACCOUNTING POLICES 
a)  Business combinations and goodwill

A business combination is the bringing together of separate entities or businesses into one reporting entity as a result one entity, the acquirer, obtaining control of one or more other businesses. The acquisition method of accounting is used to account for business combinations. The cost of an acquisition is measured as the aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any non-controlling interests in the acquiree. Under this method, the Group recognises, separately from goodwill, identifiable assets acquired, liabilities assumed and any non-controlling interests in the acquiree at the acquisition date. For each business combination, the Group elects to measure the non-controlling interests in the acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net assets. Acquisition costs incurred are expensed and included in other expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate classification and designation in accordance with the contractual terms, economic circumstances and pertinent conditions as at the acquisition date. This includes the separation of embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s previously held equity interest in the acquiree is remeasured to fair value at the acquisition date through profit or loss.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at the acquisition date. Subsequent changes to the fair value of the contingent consideration which is deemed to be an asset or liability will be recognised in accordance with IAS 39 either in profit or loss or as a change to other comprehensive income. If the contingent consideration is classified as equity, it will not be remeasured. Subsequent settlement is accounted for within equity. In instances where the contingent consideration does not fall within the scope of IAS 39, it is measured in accordance with the appropriate IFRS.
Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred and the amount recognised for non-controlling interest over the net identifiable assets acquired and liabilities assumed. If this consideration is lower than the fair value of the net assets of the subsidiary acquired, the difference is recognised in profit or loss.
After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of the Group’s cash-generating units that are expected to benefit from the combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those units.

Where goodwill forms part of a cash-generating unit (group of cash generating units) and part of the operations within that unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying amount of the operation when determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is measured based on the relative values of the operation disposed of and the portion of the cash-generating unit retained.
2.4
SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
b) Financial instruments - initial recognition and subsequent measurement 

i) Financial assets – initial recognition and measurement
Financial assets within the scope of IAS 39 are classified as “financial assets held for trading”, financial assets designated at fair value through profit or loss”, “Loans and receivables” (“murabaha receivables”, “loans and advances”) and “financial assets available for sale”. The Group determines the classification of its financial assets at initial recognition.

All financial assets are recognised initially at fair value plus, in the case of investments not at fair value through profit or loss, directly attributable transaction costs.

Purchases or sales of financial assets that require delivery of assets within a time frame established by regulation or convention in the market place (regular way trades) are recognised on the trade date, i.e., the date that the Group commits to purchase or sell the asset.
ii) Subsequent measurement
The subsequent measurement of financial assets depends on their classification as follows:

Financial assets at fair value through profit or loss 

Financial assets at fair value through profit or loss includes financial assets held for trading and financial assets designated upon initial recognition as at fair value through profit or loss. Financial assets are classified as held for trading if they are acquired for the purpose of selling or repurchasing in the near term.

Financial assets are designated upon initial recognition at fair value through profit or loss if they are managed and their performance is evaluated on fair value basis in accordance with documented investment strategy. 
After initial recognition financial assets at fair value through profit or loss are remeasured at fair value with all changes in fair value recognised in the consolidated statement of income.

The Group evaluates its financial assets held for trading, other than derivatives, to determine whether the intention to sell them in the near term is still appropriate. When in rare circumstances the Group is unable to trade these financial assets due to inactive markets and management’s intention to sell them in the foreseeable future significantly changes, the Group may elect to reclassify these financial assets. The reclassification to loans and receivables, available-for-sale or held to maturity depends on the nature of the asset. This evaluation does not affect any financial assets designated at fair value through profit or loss using the fair value option at designation, these instruments cannot be reclassified after initial recognition.
Derivative instruments are categorised as held for trading unless they are designated as effective hedging instruments as defined by IAS 39.
Derivative financial instruments

The Group uses derivative financial instruments, such as interest rate swaps to hedge its interest rate risks. Such derivative financial instruments are initially recognised at fair value on the date on which a derivative contract is entered into and are subsequently remeasured at fair value. All derivative financial instruments are recognised in the consolidated statement of financial position as either assets (positive fair values) or liabilities (negative fair values). 
Derivative financial instruments used by the Group comprise of interest rate swaps. 

Swaps

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

2.4
SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
b)  Financial instruments - initial recognition and subsequent measurement (continued)

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. After initial measurement, such financial assets are subsequently measured at amortised cost using the effective interest rate method (EIR), less impairment. Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are an integral part of the EIR.

Loans and receivables comprises of following:

Cash and cash equivalents

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

Murabaha receivables

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

Murabaha receivables which arise from the Group’s financing transactions on an Islamic basis are classified as Murabaha receivables by the Group and are carried at the principal amount less repayment, less provision for credit risks to meet any decline in value. 

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

Loans and advances

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

Financial assets available for sale

Financial assets available for sale are those non-derivative financial assets that are designated as available for sale or are not classified as financial assets at fair value through profit or loss, financial assets held to maturity or loans and receivables.
After initial recognition, financial assets available for sale are measured at fair value with unrealised gains and losses being recognised as other comprehensive income in the cumulative changes in fair value reserve until the investment is derecognised or until the investment is determined to be impaired at which time the cumulative gain and loss previously reported in equity is recognised in the consolidated statement of income. Financial assets whose fair value cannot be reliably measured are carried at cost less impairment losses, if any.

The Group evaluates whether the ability and intention to sell its available-for-sale financial assets in the near term is still appropriate. When, in rare circumstances, the Group is unable to trade these financial assets due to inactive markets and management’s intention to do so significantly changes in the foreseeable future, the Group may elect to reclassify these financial assets. Reclassification to loans and receivables is permitted when the financial assets meet the definition of loans and receivables and the Group has the intent and ability to hold these assets for the foreseeable future or until maturity. Reclassification to the held-to-maturity category is permitted only when the entity has the ability and intention to hold the financial asset accordingly.
For a financial asset reclassified from the available-for-sale category, the fair value carrying amount at the date of reclassification becomes its new amortised cost and any previous gain or loss on the asset that has been recognised in equity is amortised to profit or loss over the remaining life of the investment using the EIR. Any difference between the new amortised cost and the maturity amount is also amortised over the remaining life of the asset using the EIR. If the asset is subsequently determined to be impaired, then the amount recorded in equity is reclassified to the statement of income.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)

b)  Financial instruments - initial recognition and subsequent measurement (continued)

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

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

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

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

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

Where the Group has transferred its rights to receive cash flows from an asset or has entered into a pass- through arrangement and has neither transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of the Group’s continuing involvement in the asset. In that case, the Group also recognises an associated liability. The transferred asset and the associated liability are measured on a basis that reflects the rights and obligations that the Group has retained.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the original carrying amount of the asset and the maximum amount of consideration that the Group could be required to repay.
iv) Financial liabilities - Initial recognition and measurement
Financial liabilities within the scope of IAS 39 are classified as financial liabilities at fair value through profit or loss and loans and borrowings as appropriate. The Group determines the classification of its financial liabilities at initial recognition.

All financial liabilities are recognised initially at fair value and in the case of borrowings, plus directly attributable transaction costs. 
v) Subsequent measurement
The measurement of financial liabilities depends on their classification as follows:

Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss include financial liabilities held for trading and financial liabilities designated upon initial recognition as at fair value through profit or loss.

Financial liabilities are classified as held for trading if they are acquired for the purpose of selling in the near term. This category includes derivative financial instruments entered into by the Group that are not designated as hedging instruments in hedge relationships as defined by IAS 39. Separated embedded derivatives are also classified as held for trading unless they are designated as effective hedging instruments. Gains or losses on liabilities held for trading are recognised in the consolidated statement of income.

Financial liabilities designated upon initial recognition at fair value through profit and loss so designated at the initial date of recognition, and only if criteria of IAS 39 are satisfied. The Group has not designated any financial liability as at fair value through profit or loss.

Loans and borrowings
After initial recognition, loans and borrowings are subsequently measured at amortised cost using the EIR method. “Borrowings” and “Bonds” are classified as loans and borrowings.

Borrowings (conventional and Islamic)

All borrowings are subsequently measured at amortised cost using the effective interest rate method. Gains and losses are recognised in the consolidated statement of income when the liabilities are derecognised as well as through the EIR amortisation process.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
b)  Financial instruments - initial recognition and subsequent measurement (continued)

v) 
Subsequent measurement (continued)

Loans and borrowings (continued)
Wakala payables

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

Bonds

Bonds are carried on the consolidated statement of financial position 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 EIR method.

Interest is charged as an expense as it accrues, with unpaid amounts included in other liabilities.

Amortised cost of financial instruments

Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are an integral part of the EIR. The EIR amortisation is included in finance costs in the consolidated statement of income.
vi) Derecognition of financial liabilities 
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires. When an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised in consolidated statement of income.

c)  Offsetting of financial instruments
Financial assets and financial liabilities are offset and the net amount reported in the consolidated statement of financial position if, and only if, there is a currently enforceable legal right to offset the recognised amounts and there is an intention to settle on a net basis, or to realise the assets and settle the liabilities simultaneously.

d)  Fair value of financial instruments

The fair value of financial instruments that are traded in active markets at each reporting date is determined by reference to quoted market prices or dealer price quotations (bid price for long positions and ask price for short positions), without any deduction for transaction costs. 

For financial instruments not traded in an active market, the fair value is determined using appropriate valuation techniques. Such techniques may include using recent arm’s length market transactions; reference to the current fair value of another instrument that is substantially the same; a discounted cash flow analysis or other valuation models.

An analysis of fair values of financial instruments and further details as to how they are measured are provided in Note 33.

e)  Impairment of financial instruments

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

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

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

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

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

Loans and advances

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

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

Financial assets available for sale

For financial assets available for sale, the Group assesses at each reporting date whether there is objective evidence that a financial asset available for sale or a group of financial assets available for sale is impaired.

In the case of equity investments classified as financial assets available for sale, objective evidence would include a significant or prolonged decline in the fair value of the equity investment below its cost. ‘Significant’ is evaluated against the original cost of the investment and ‘prolonged’ against the period in which the fair value has been below its original cost. When there is evidence of impairment, the cumulative loss - measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that investment previously recognised in the consolidated statement of income - is removed from other comprehensive income and recognised in the consolidated statement of income. Impairment losses on equity investments are not reversed through consolidated statement of income; increases in their fair value after impairment are recognised directly in consolidated statement of comprehensive income.

f)  Investment in associates

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

Under the equity method, investment in an associate is initially recognised at cost and adjusted thereafter for the post-acquisition change in the Group’s share of net assets of the associate. Goodwill relating to the associate is included in the carrying amount of the investment and is neither amortised nor individually tested for impairment.

The Group recognises in the consolidated statement of income its share of the total recognised profit or loss of the associate from the date that influence or ownership effectively commenced until the date that it effectively ceases. Distributions received from an associate reduce the carrying amount of the investment. Adjustments to the carrying amount may also be necessary for changes in the Group’s share in the associate arising from changes in the associate’s equity that have not been recognised in the associate’s statement of income. The Group’s share of those changes is recognised directly in equity. Unrealised gains on transactions with an associate are eliminated to the extent of the Group’s share in the associate. Unrealised losses are also eliminated unless the transaction provides evidence of impairment in the asset transferred. 
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
f)  Investment in associates (continued)
An assessment of investment in an associate is performed when there is an indication that the asset has been impaired, or that impairment losses recognised in prior years no longer exist. Whenever impairment requirements of IAS 36, indicate that investment in an associate may be impaired, the entire carrying amount of investment is tested by comparing its recoverable amount with its carrying value.

The difference in reporting dates of the associates and the Group is not more than three months. Adjustments are made for the effects of significant transactions or events that occur between that date and the date of the Group’s consolidated financial statements. The associate’s accounting policies conform to those used by the Group for like transactions and events in similar circumstances.

Upon loss of significant influence over the associate, the Group measures and recognises any retaining investment at its fair value. Any differences between the carrying amount of the associate upon loss of significant influence and the fair value of the remaining investment and proceeds from disposal are recognised in the consolidated statement of income.

g)  Investment properties and properties under development
Investment properties are initially measured at cost, including transaction costs. Subsequent to initial recognition, all investment properties are carried at fair value that is determined based on valuations performed by independent valuers at the end of each year using valuation methods consistent with the market conditions at the reporting date. Gains or losses from change in the fair value are recognised in the consolidated statement of income.  

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

Transfers are made to or from investment property only when there is a change in use. For a transfer from investment property to owner-occupied property, the deemed cost for subsequent accounting is the fair value at the date of change in use. If owner-occupied property becomes an investment property, the Group accounts for such property in accordance with the policy stated under property, plant and equipment up to the date of change in use. Transfer from properties under development are made upon completion of the work and the property being ready for the its intended use at carrying value and subsequently fair valued at reporting date.  
Property under development represents property held for future use as investment property and is initially measured at cost. Subsequently, property under development are carried at fair value that is determined based on valuations performed by independent valuers at the end of each year using valuation methods consistent with the market conditions at the reporting date. Gains or losses from change in the fair value are recognised in the consolidated statement of income. If the Group determines that the fair value of an investment property under development is not reliably determinable but expects the fair value of the property to be reliably determinable when construction is complete, the Group measures that investment property under development at cost until either its fair value become reliably determinable or development is completed (whichever is earlier).
h)   Property and equipment
Property and equipment are stated at cost less accumulated depreciation and impairment losses, if any. When assets are sold or retired, their cost and accumulated depreciation are eliminated from the accounts and any gain or loss resulting from their disposal is recognised in the consolidated statement of income.

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

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

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

The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial year end and adjusted prospectively, if appropriate.
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i)   Intangible assets
Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets acquired in a business combination is the fair value as at the date of acquisition. Following initial recognition, intangible assets are carried at cost less any accumulated amortisation and impairment losses. Internally generated intangible assets, excluding capitalised development costs, are not capitalised and expenditure is reflected in the consolidated statement of income in the year in which the expenditure is incurred. 

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

Gains or losses arising from derecognition of an intangible asset are measured as the difference between the net disposal proceeds and the carrying amount of the asset and are recognised in the statement of income when the asset is derecognised.

j)   Impairment of non-financial assets
The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any indication exists, or when annual impairment testing for an asset is required, the Group estimates the asset’s recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s (CGU) fair value less costs to sell and its value in use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely independent of those from other assets or groups of assets. When the carrying amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its recoverable amount. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. In determining fair value less costs to sell, recent market transactions are taken into account, if available. If no such transactions can be identified, an appropriate valuation model is used. These calculations are corroborated by valuation multiples, quoted share prices for publicly traded subsidiaries or other available fair value indicators.

The Group bases its impairment calculation on detailed budgets and forecast calculations, which are prepared separately for each of the Group’s CGUs to which the individual assets are allocated. These budgets and forecast calculations generally cover a period of seven years. For longer periods, a long-term growth rate is calculated and applied to projected future cash flows after the seventh year.

Impairment losses of continuing operations are recognised in the consolidated statement of income in expense categories consistent with the function of the impaired asset.

For assets excluding goodwill, an assessment is made at each reporting date whether there is any indication that previously recognised impairment losses may no longer exist or may have decreased. If such indication exists, the Group estimates the asset’s or CGUs recoverable amount. A previously recognised impairment loss is reversed only if there has been a change in the assumptions used to determine the asset’s recoverable amount since the last impairment loss was recognised. The reversal is limited so that the carrying amount of the asset does not exceed its recoverable amount, nor exceed the carrying amount that would have been determined, net of depreciation, had no impairment loss been recognised for the asset in prior years. Such reversal is recognised in the statement of income unless the asset is carried at a revalued amount, in which case, the reversal is treated as a revaluation increase.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
j)   Impairment of non-financial assets (continued)
The following assets have specific characteristics for impairment testing:

Goodwill
Goodwill is tested for impairment annually (as at 31 December) and when circumstances indicate that the carrying value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of each CGU (or group of CGUs) to which the goodwill relates. When the recoverable amount of the CGU is less than its carrying amount, an impairment loss is recognised. Impairment losses relating to goodwill cannot be reversed in future periods.
Intangible assets
Intangible assets with indefinite useful lives are tested for impairment annually as at 31 December either individually or at the CGU level, as appropriate, and when circumstances indicate that the carrying value may be impaired.
k) Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the obligation.
l)  End of service indemnity
Provision is made for amounts payable to employees under the Kuwaiti Labour Law, employee contracts and applicable labour laws in the countries where the subsidiaries operate. This liability, which is unfunded, represents the amount payable to each employee as a result of termination on the reporting date.
m)  Treasury shares
Treasury shares consist of the Parent Company’s own issued shares that have been reacquired by the Group and not yet reissued or cancelled. The treasury shares are accounted for using the cost method. Under this method, the weighted average cost of the shares reacquired is charged to a contra account in equity. When the treasury shares are reissued, gains are credited to a separate account in equity, (the “treasury shares reserve”), which is not distributable. Any realised losses are charged to the same account to the extent of the credit balance on that account. Any excess losses are charged to retained earnings then to the voluntary reserve and statutory reserve. No cash dividends are paid on these shares. The issue of bonus shares increases the number of treasury shares proportionately and reduces the average cost per share without affecting the total cost of treasury shares.
n)  Foreign currency translation
Each entity in the Group determines its own functional currency and items included in the financial statements of each entity are measured using that functional currency.
Transactions and balances 
Transactions in foreign currencies are initially recorded by the Group entities at their respective functional currency rates prevailing at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency spot rate of exchange ruling at the reporting date. All differences are taken to the consolidated statement of income. Tax charges and credits attributable to exchange differences on those monetary items are also recorded in consolidated statement of income.
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign currency are translated using the exchange rates at the date when the fair value is determined . The gain or loss arising on retranslation of non-monetary items is treated in line with the recognition of gain or loss on change in fair value of the item (i.e., translation differences on items whose fair value gain or loss is recognised in other comprehensive income or profit or loss is also recognised in other comprehensive income or profit or loss, respectively).
Group companies 
The assets and liabilities of foreign operations are translated into Kuwaiti Dinars at the rate of exchange prevailing at the reporting date and their statement of incomes are translated at average exchange rates during the period where such averages are reasonable approximation of actual rates. The exchange differences arising on the translation are recognised in other comprehensive income. On disposal of a foreign operation, the component of other comprehensive income relating to that particular foreign operation is recognised in the consolidated statement of income.
2.4
SUMMARY OF SIGNIFICANT ACCOUNTING POLICES (continued)
o)  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, regardless of when payment is made. Revenue is measured at the fair value of the consideration received or receivable. 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, brokerage 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, murabaha and similar income  
Interest and murabaha income are considered as an integral part of the effective yield of a loan and murabaha receivable, is recognised using the effective yield method, which is the rate that exactly discounts the estimated future cash payments or receipts through the expected life of the financial instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or liability. Interest income is included in interest and similar income in the consolidated statement of income. 
Dividends
Dividend income is recognised when the Group’s right to receive the payment is established.
p)  Borrowing costs 
Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized as part of the cost of respective assets. All other borrowing costs are expensed in the period they occur. Borrowing costs consists of interest and other costs that an entity incurs in connection with the borrowing of funds.
q)  Taxation
National Labour Support Tax (NLST)
NLST is calculated in accordance with Law No. 19 of 2000 and the Minister of Finance Resolutions No. 24 of 2006 at 2.5% of taxable profit of the Group after deducting directors’ fees for the year. As per law, income from associates and subsidiaries, cash dividends from listed companies which are subjected to NLST have to be deducted from the profit for the year.
Kuwait Foundation for the Advancement of Sciences (KFAS)
The contribution to KFAS is calculated at 1% of taxable profit of the Group in accordance with the modified calculation based on the Foundation’s Board of Directors’ resolution, which states that income from associates and subsidiaries, Board of Directors’ remuneration, transfer to statutory reserve should be excluded from profit for the year when determining the contribution.
Zakat
Contribution to Zakat is calculated at 1% of the profit of the Group in accordance with the Ministry of Finance resolution No. 58/2007 effective from 10 December 2007.
For the year ended 31 December 2011, the Parent Company has no liability towards NLST, KFAS and Zakat due to losses incurred. Under the NLST, KFAS and Zakat regulations no carry forward of losses to the future years nor any carry back to prior years is permitted.
Taxation on overseas subsidiaries
Taxation on overseas subsidiaries is calculated on the basis of the tax rates applicable and prescribed according to the prevailing laws, regulations and instructions of the countries where these subsidiaries operate.
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r)   Fiduciary assets
Assets and related deposits held in trust or in a fiduciary capacity are not treated as assets or liabilities of the Group and accordingly are not included in the consolidated statement of financial position.
s)   Contingencies
Contingent liabilities are not recognised in the consolidated statement of financial position, but are disclosed unless the possibility of an outflow of resources embodying economic benefits is remote.
Contingent assets are not recognised in the consolidated financial statements, but are disclosed when an inflow of economic benefits is probable.
2.5
SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS
The preparation of the Group’s consolidated financial statements requires management to make judgments, estimates and assumptions that affect the reported amount of revenues, expenses, assets  and liabilities and the disclosure of contingent liabilities, at the end of the reporting period. However uncertainty about these assumptions and estimates could result in outcomes that require a material adjustment to the carrying amount of the asset or liability affected in future periods.
Judgments 
In the process of applying the Group’s accounting policies, management has made the following judgments, which have the most significant effect on the amounts recognised in the consolidated financial statements:
Classification of financial instruments
Judgements are made in the classification of financial instruments based on management’s intention at acquisition.
The Group classifies financial assets as held for trading if they are acquired primarily for the purpose of short term profit making.
Classification of financial assets as fair value through profit or loss depends on how management monitors the performance of these financial assets. When they are not classified as held for trading but have readily available fair values and the changes in fair values are reported as part of profit or loss in the management accounts, they are classified as fair value through profit or loss.
Classification of assets as loans and receivables depends on the nature of the asset. If the Group is unable to trade these financial assets due to inactive market and the intention is to receive fixed or determinable payments the financial asset is classified as loans and receivables.
All other financial assets are classified as available for sale.
Classification of real estate 
Management decides on acquisition of a real estate whether it should be classified as trading, property held for development or investment property.
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.
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SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS
(continued)
Judgments (continued)

Fair values of assets and liabilities acquired 
The determination of the fair value of the assets, liabilities and contingent liabilities as a result of business combination requires significant judgement.
Impairment of available for sale equity investments
The Group treats available for sale equity investments as impaired when there has been a significant or prolonged decline in the fair value below its cost or where other objective evidence of impairment exists. The determination of what is “significant” or “prolonged” requires considerable judgment.
Impairment of associates
After application of the equity method, the Group determines whether it is necessary to recognise any impairment loss on the Group’s investment in its associated companies, at each reporting date based on existence of any objective evidence that the investment in the associate is impaired. If this is the case the Group calculates the amount of impairment as the difference between the recoverable amount of the associate and its carrying value and recognises the amount in the consolidated statement of income.
Estimates and assumptions 
The key assumptions concerning the future and key sources of estimation uncertainity at the reporting date, that have a significant risk of causing a material adjustment to the carrying amount of the assets and liabilities within the next financial year are discussed below: The Group based its assumptions and estimates on parameters available when the consolidated financial statements were prepared. Existing circumstances and assumptions about future developments, however, may change due to market changes or circumstances arising beyond the control of the Group. Such changes are reflected in the assumptions when they occur.
Impairment of intangible assets 
The Group determines whether goodwill and intangible assets are impaired at least on an annual basis. This requires an estimation of the value in use of the cash-generating units to which the goodwill is allocated. Estimating the value in use requires the Group to make an estimate of the expected future cash flows from the cash-generating unit and also to choose a suitable discount rate in order to calculate the present value of those cash flows (Note 18).
Valuation of unquoted investments
Valuation of unquoted equity investments is normally based on one of the following:
· Recent arm’s length market transactions;
· Price to book value or earnings model;
· The expected cash flows discounted at current rates applicable for items with similar terms and risk characteristics; and
· Other valuation models.
Valuation of derivative financial instruments
Valuation of derivative financial instruments is normally based on one of the following:
· Active market quoted price for the exchange traded derivative financial instrument; and
· Active market quoted prices for the valuation drivers of the derivative instruments e.g. foreign currency rates, equity prices and interest rates.
2.6
CHANGES IN ACCOUNTING POLICY AND DISCLOSURES 
New and amended standards and interpretations 

The accounting policies adopted are consistent with those of the previous financial year, except for the following new and amended IFRS and IFRIC interpretations effective as of 1 January 2011:
IAS 24 Related Party Disclosures (amendment) effective 1 January 2011
IAS 32 Financial Instruments: Presentation (amendment) effective 1 February 2010
IFRIC 14 Prepayments of a Minimum Funding Requirement (amendment) effective 1 January 2011
The adoption of the standards or interpretations is described below: 
IAS 24 Related Party Transactions (Amendment)
The IASB issued an amendment to IAS 24 that clarifies the definitions of a related party. The new definitions emphasise a symmetrical view of related party relationships and clarifies the circumstances in which persons and key management personnel affect related party relationships of an entity. In addition, the amendment introduces an exemption from the general related party disclosure requirements for transactions with government and entities that are controlled, jointly controlled or significantly influenced by the same government as the reporting entity. The adoption of the amendment did not have any impact on the financial position or performance of the Group.
IAS 32 Financial Instruments: Presentation (Amendment)
The IASB issued an amendment that alters the definition of a financial liability in IAS 32 to enable entities to classify rights issues and certain options or warrants as equity instruments. The amendment is applicable if the rights are given pro rata to all of the existing owners of the same class of an entity’s non-derivative equity instruments, to acquire a fixed number of the entity’s own equity instruments for a fixed amount in any currency. The amendment has had no effect on the financial position or performance of the Group because the Group does not have these type of instruments.
IFRIC 14 Prepayments of a Minimum Funding Requirement (Amendment)
The amendment removes an unintended consequence when an entity is subject to minimum funding requirements and makes an early payment of contributions to cover such requirements. The amendment permits a prepayment of future service cost by the entity to be recognised as a pension asset. The Group is not subject to minimum funding requirements, therefore the amendment of the interpretation has no effect on the financial position nor performance of the Group.
Improvements to IFRSs
In May 2010, the IASB issued its third omnibus of amendments to its standards, primarily with a view to removing inconsistencies and clarifying wording. There are separate transitional provisions for each standard. The adoption of the following amendments resulted in changes to accounting policies, but no impact on the financial position or performance of the Group.
IFRS 7 Financial Instruments — Disclosures
The amendment to standard was intended to simplify the disclosures provided by reducing the volume of disclosures around collateral held and improving disclosures by requiring qualitative information to put the quantitative information in context. 

IAS 1 Presentation of Financial Statements
The amendment to standard clarifies that an entity may present an analysis of each component of other comprehensive income maybe either in the statement of changes in equity or in the notes to the financial statements. The Group provides this analysis in the consolidated statement of comprehensive income. 

Other amendments resulting from Improvements to IFRSs to the following standards did not have any impact

on the accounting policies, financial position or performance of the Group:

· IFRS 3 Business Combinations (Contingent consideration arising from business combination prior to adoption of IFRS 3 (as revised in 2008))

· IFRS 3 Business Combinations (Un-replaced and voluntarily replaced share-based payment awards) 

· IAS 27 Consolidated and Separate Financial Statements

· IAS 34 Interim Financial Statements

2.7
STANDARDS ISSUED BUT NOT YET EFFECTIVE
Standards issued but not yet effective up to the date of issuance of the Group’s financial statements are listed below. This listing is of standards and interpretations issued, which the Group reasonably expects to be applicable at a future date. The Group intends to adopt those standards when they become effective.
IAS 1 Financial Statement Presentation – Presentation of Items of Other Comprehensive Income
The amendment becomes effective for annual periods beginning on or after 1 July 2012. The amendments to IAS 1 change the grouping of items presented in OCI. Items that could be reclassified (or ‘recycled’) to profit or loss at a future point in time and would be presented separately from items that will never be reclassified. The amendment affects presentation only and will have no impact on the Group’s financial position or performance. 
IAS 27 Separate Financial Statements (as revised in 2011)
The amendment becomes effective for annual periods beginning on or after 1 January 2013. As a consequence of the new IFRS 10 and IFRS 12, what remains of IAS 27 is limited to accounting for subsidiaries, jointly controlled entities, and associates in separate financial statements. The Group does not present separate financial statements. 
IAS 28 Investments in Associates and Joint Ventures (as revised in 2011)
The amendment becomes effective for annual periods beginning on or after 1 January 2013. As a consequence of the new IFRS 11 and IFRS 12. IAS 28 has been renamed IAS 28 Investments in Associates and Joint Ventures, and describes the application of the equity method to investments in joint ventures in addition to associates. 
IFRS 7 Financial Instruments: Disclosures — Enhanced Derecognition Disclosure Requirements
The amendment becomes effective for annual periods beginning on or after 1 July 2011. The amendment requires additional disclosure about financial assets that have been transferred but not derecognised to enable the user of the Group’s financial statements to understand the relationship with those assets that have not been derecognised and their associated liabilities. In addition, the amendment requires disclosures about continuing involvement in derecognised assets to enable the user to evaluate the nature of, and risks associated with, the entity’s continuing involvement in those derecognised assets. The amendment affects disclosure only and will have no impact on the Group’s financial position or performance.
IFRS 9 Financial Instruments: Classification and Measurement
The standard is effective for annual periods beginning on or after 1 January 2015. IFRS 9 as issued reflects the first phase of the IASBs work on the replacement of IAS 39 and applies to classification and measurement of financial assets and financial liabilities as defined in IAS 39. In subsequent phases, the IASB will address hedge accounting and impairment of financial assets. The completion of this project is expected over the course of 2011 or the first half of 2012. The adoption of the first phase of IFRS 9 will have an effect on the classification and measurement of the Group’s financial assets, but will potentially have no impact on classification and measurements of financial liabilities. The Group will quantify the effect in conjunction with the other phases, when issued, to present a comprehensive picture.
2.7
STANDARDS ISSUED BUT NOT YET EFFECTIVE (continued)

IFRS 10 Consolidated Financial Statements
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 10 replaces the portion of IAS 27 Consolidated and Separate Financial Statements that addresses the accounting for consolidated financial statements. It also includes the issues raised in SIC-12 Consolidation -Special Purpose Entities.
It establishes a single control model that applies to all entities including special purpose entities. The changes introduced by IFRS 10 will require management to exercise significant judgement to determine which entities are controlled, and therefore, are required to be consolidated by a parent, compared with the requirements that were in IAS 27.
IFRS 11 Joint Arrangements
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly-controlled Entities - Non-monetary Contributions by Ventures.
IFRS 11 removes the option to account for jointly controlled entities (JCEs) using proportionate consolidation. Instead, JCEs that meet the definition of a joint venture must be accounted for using the equity method. The amendment is deemed to have no impact on the financial statements of the Group.
IFRS 12 Disclosure of Involvement with Other Entities
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 12 includes all of the disclosures that were previously in IAS 27 related to consolidated financial statements, as well as all of the disclosures that were previously included in IAS 31 and IAS 28. These disclosures relate to an entity’s interests in subsidiaries, joint arrangements, associates and structured entities. 
IFRS 13 Fair Value Measurement
This standard becomes effective for annual periods beginning on or after 1 January 2013. IFRS 13 establishes a single source of guidance under IFRS for all fair value measurements. The standard does not change when an entity is required to use fair value, but rather provides guidance on how to measure fair value under IFRS when fair value is required or permitted. The Group is currently assessing the impact that this standard will have on the financial position and performance. 
Improvements
IFRS 3 Business Combinations

The amendment to IFRS 3 is effective for annual periods beginning on or after 1 July 2011. The amendment provides guidance on the measurement options available for non-controlling interest (NCI). The components of NCI that constitute a present ownership interest that entitles their holder to a proportionate share of the entity’s net assets in the event of liquidation should be measured at either fair value or at the present ownership instruments’ proportionate share of the acquiree’s identifiable net assets. All other components are to be measured at their acquisition date fair value. 
3
FEES AND COMMISSION INCOME
	
	2011
	2010

	
	KD ‘000
	KD ‘000

	
	
	

	Management fees on assets under management 
	11,017
	15,665

	Incentive fees on assets under management
	1,469
	48

	Placement fees - managed funds 
	190
	676

	Investment banking and advisory fees 
	285
	1,969

	Brokerage fees
	1,144
	2,335

	
	─────────
	─────────

	
	14,105
	20,693

	
	═════════
	═════════


4
INTEREST AND SIMILAR INCOME
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Interest on cash and cash equivalents
	928
	1,169

	Interest on financial assets designated at fair value through profit or loss
	28
	48

	Profit on murabaha receivables
	641
	675

	Interest on loans and advances
	1,169
	931

	
	─────────
	─────────

	
	2,766
	2,823

	
	═════════
	═════════

	Interest and similar income on financial assets carried at fair value
	28
	48

	Interest and similar income on financial assets not carried at fair value
	2,738
	2,775

	
	─────────
	─────────

	
	2,766
	2,823

	
	═════════
	═════════


5
 NET (LOSS) GAIN ON FINANCIAL ASSETS HELD FOR TRADING AND DESIGNATED AT

 FAIR VALUE THROUGH PROFIT OR LOSS
	
	Held for 
trading
	
	Designated at fair value
through profit or loss

	
	2011
	2010
	
	2011
	2010

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

	
	
	
	
	
	

	Net (loss) gain (Level 1) 
	(285)
	(3,604)
	
	11,435
	(34,201)

	Net loss - (Level 2 and Level 3)
	-
	-    
	
	(13,499)
	(1,415)

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

	Net realised and unrealised loss 
   recognised in consolidated 
   statement of income
	(285)
	(3,604)
	
	(2,064)
	(35,616)

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


6
OTHER OPERATING INCOME     
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Dividend income 
	1,916
	2,395

	Rental income
	29
	606

	Other income
	1,762
	1,050

	
	─────────
	─────────

	
	3,707
	4,051

	
	═════════
	═════════


7
INTEREST AND SIMILAR EXPENSE
	
	2011
	2010

	 
	KD ′000
	KD ′000

	
	
	

	Interest expense on borrowings
	18,432
	15,913

	Interest expense on bonds
	3,968
	4,176

	Interest and similar expense on interest rate swaps
	1,883
	3,668

	
	─────────
	─────────

	
	24,283
	23,757

	
	═════════
	═════════



8
IMPAIRMENT OF FINANCIAL ASSETS, INVESTMENT IN ASSOCIATES AND INTANGIBLES 
	
	2011
	2010

	 
	KD ′000
	KD ′000

	
	
	

	Impairment of financial assets available for sale (Note 14)
	935
	850

	Impairment of investment in associates (Note 15)
	  131
	-

	Provision for impairment of other assets (Note 19)
	(309)
	3,919

	
	─────────
	─────────

	
	757
	4,769

	
	    ═════════
	    ═════════


9
BASIC AND DILUTED LOSS PER SHARE ATTRIBUTABLE TO THE EQUITYHOLDERS OF THE PARENT COMPANY
Basic loss per share is computed by dividing the loss for the year attributable to the equity holders of the Parent Company by the weighted average number of shares outstanding during the year less treasury shares.
Diluted loss per share is calculated by dividing the loss for the year attributable to the equity holders of the Parent Company by the weighted average number of shares. The Parent Company had no outstanding dilutive potential shares. 
The following reflects the loss and share data used in the basic and diluted loss per share computations:
	
	
	

	
	2011
	2010

	
	
	

	Loss for the year attributable to the equity holders of the Parent Company (KD’000)
	(57,506) 
	 (73,206)

	
	═════════
	═════════

	Weighted average number of ordinary shares for basic loss per share (excluding treasury shares) (in ‘000’)
	 1,223,409
	 1,223,409

	
	═════════
	═════════

	
	
	

	Basic and diluted loss per share attributable to the equity holders of the parent company
	(47) fils
	(60) fils

	
	═════════
	═════════


10
CASH AND CASH EQUIVALENTS
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Bank balances and cash
	23,618
	25,092

	Bank balances and cash arising on consolidation
	17,579
	18,442

	Deposits with original maturities up to three months
	            30,552
	27,285

	
	─────────
	─────────

	
	71,749
	70,819

	
	═════════
	═════════


Bank balances earn interest at floating rates. Deposits are made for varying periods of between one day and three months, depending on the immediate cash requirements of the Group, and earn interest at the respective short-term deposit rates.
11
FINANCIAL ASSETS DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Unquoted debt securities
	1,190
	2,245

	Unquoted equity securities
	38,814
	43,977

	Quoted equity securities 
	24,807
	35,964

	Managed funds and portfolios
	38,491
	63,021

	
	─────────
	─────────

	
	103,302
	145,207

	
	═════════
	═════════


12
MURABAHA RECEIVABLES  
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Gross amount
	6,910
	12,230

	Less: provision for credit losses
	(122)
	(122)

	
	─────────
	─────────

	
	6,788
	12,108

	
	═════════
	═════════


Murabaha receivables arise from murabaha transactions 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    5.4%. (2010: 5.29 %) per annum. The balance is stated net of general provision of 1% in accordance with Central Bank of Kuwait instructions.
The movement in the provision for credit losses related to murabaha receivables during the year is as follows:
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	At 1 January 
	122
	134

	Reversal for the year
	-
	(12)

	
	─────────
	─────────

	At 31 December 
	122
	122

	
	═════════
	═════════


13
LOANS AND ADVANCES  
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Gross amount
	20,886 
	27,419

	
	─────────
	─────────

	Less: General provision for credit losses (see below)
	(99)
	(135)

	Less: Specific provision for credit losses
	(8,659)
	(8,659)

	
	─────────
	─────────

	Total provision
	(8,758)
	 (8,794)

	
	─────────
	─────────

	
	12,128
	18,625 

	
	═════════
	═════════


Loans and advances are classified as receivables originated by the Group.
Loans are granted to GCC companies and individuals and are secured against investments in the funds and securities held in fiduciary portfolios on behalf of the borrowers.  
The policy of the Group for calculating the provision for credit losses over loans and advances complies in all material respects with the specific and general provision requirements of Central Bank of Kuwait. In this respect the Central Bank of Kuwait requires a general provision of at least 1% on all credit facilities not subject to specific provision. 
The movement in the provision for credit losses relating to loans and advances during the year are as follows:
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	At  1 January
	8,794
	9,012

	Reversal of general provision during the year
	(36)
	(218)

	
	─────────
	─────────

	At 31 December 
	8,758
	8,794

	
	═════════
	═════════


14
FINANCIAL ASSETS AVAILABLE FOR SALE
	
	
	

	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Quoted equity securities
	7,413
	11,955

	Unquoted equity securities
	29,734
	32,943

	
	─────────
	─────────

	
	37,147
	44,898

	
	═════════
	═════════


Impairment loss of KD 0.935 million (31 December 2010: KD 0.850 million) (note 8) has been made against certain quoted securities on which there has been a significant or prolonged decline in value.
Unquoted equity securities include investments amounting to KD 16,029 (2010: KD 16,090) that are carried at cost less impairment because fair value could not be reliably measured. Management is not aware of any circumstances that would indicate any impairment in the value of these investments as at the reporting date.
15
INVESTMENT IN ASSOCIATES
a) Associates with a carrying value above KD 10 million are considered as principal associates and these are listed below: 
	Name
	Country of incorporation
	Ownership
%
	Principal activities 

	
	
	2011
	2010
	

	Quoted
	
	
	
	

	Al Mazaya Holding Co K.S.C (Closed) (i)
	Kuwait
	26
	22
	Real estate services

	International Finance Co K.S.C (Closed) (iii)
	Kuwait
	21
	37
	Financial services

	First Dubai Real Estate Company K.S.C.(Closed) (i)
	Kuwait
	-
	15
	Real estate services

	
	
	
	
	

	Unquoted
	
	
	
	

	Global MENA Financial Assets (ii)
	Guernsey
	42
	36
	Financial services

	Real Estate Finance Company
	Bahrain
	47
	47
	Financial Services


Classification of associates where the Group holds less than 20 percent of the voting power of the investee is based on the existence of significant influence exercised by the Group. This is evidenced by the Group’s representation on the board of directors and participation in policy and decision making process of the investee with sufficient degree for the Group to demonstrate that it has significant influence over the respective associates. 
b) The movement in the carrying value of investment in associates is as follows:
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Opening balance
	162,551
	171,845

	Additions (refer note below)
	19,614
	13,438

	Disposals (refer note below)
	(21,193)
	(10,688)

	Transfers to financial assets designated at fair value through profit or loss
	(36)
	(48)

	Share of results
	(22,702)
	(7,610)

	Dividend received
	(77)
	(382)

	Share of other comprehensive income
	160
	(1,267)

	Impairment (Note 8)
	(131)
	-    

	Foreign currency translation adjustments
	(1,368)
	(2,737)

	
	─────────
	─────────

	
	136,818
	162,551

	
	═════════
	═════════


i)   During the year, the Parent Company entered into a share swap transaction whereby it swapped its entire stake of First Dubai Real Estate Company K.S.C. (Closed) (FDRE) with an additional stake in Al Mazaya Holding Company K.S.C (Closed) (MHRE). As a result of the swap transaction, the Group has derecognised its investment in FDRE with a carrying value of KD 12.66 million and recorded an additional stake of 4% in MHRE. No gain or loss was recorded on derecognition of FDRE as the net assets of FDRE is deemed to be equal to fair value of stake acquired MHRE (Note 26).
ii)  During the year, the Parent Company acquired additional stake of 6% in Global MENA Financial Assets (GMFA) for a purchase consideration of KD 6.31 million from various customers. The purchase consideration was settled against loans and advances and other receivable.
Further during the current year, the Parent Company has received an amount of KD 5.81 million (2010: Nil) as capital redemption of GMFA shares. 
iii) During the current year, the Parent Company’s effective ownership in International Finance Co K.S.C (Closed) (IFC) was reduced from 36.78% to 21.34% as a result of merger of IFC with other entities and equity shares of IFC were issued to the other entities in consideration of merger. The Parent Company recorded a loss of KD 2.54 million during the year in the consolidated statement of income as loss on deemed disposal.
15
INVESTMENT IN ASSOCIATES (continued)

During the year, the Parent Company’s management reclassified its equity interest in Investment in associates amounting to KD 0.036 million (2010: KD 0.048 million) to financial assets designated at fair value through profit or loss as the Group lost its ability to exercise significant influence over the operations of the investee resulting from decrease in voting power below 20%. 
c)  Summarised financial information of associates is as follows:
	
	2011
	2010

	
	KD’000
	KD’000

	Share of associates’ assets and liabilities:
	
	

	Total assets
	205,193
	247,020

	Total liabilities
	(78,677)
	(92,228)

	
	─────────
	─────────

	Equity
	126,516
	154,792

	
	═════════
	═════════

	Share of associates’ revenue and results:
	
	

	Revenue
	(89,808)
	(28,510)

	
	═════════
	═════════

	Loss
	(22,702)
	(7,610)

	
	═════════
	═════════

	
	
	

	Carrying amount of the unquoted associates
	54,033
	56,409

	Carrying amount of the quoted associates
	82,785
	106,142

	
	─────────
	─────────

	
	136,818
	162,551

	
	─────────
	─────────

	Fair value of quoted associates
	37,430
	79,315

	
	═════════
	═════════


d)  Loss on disposal of associates   
	Associates
	% of ownership

 sold/redeemed
	Sales/ redemption 
proceeds
KD’000
	Loss
KD’000
	Loss
KD’000

	
	2011
	2010
	2011
	2011
	2010

	
	
	
	
	
	

	First Dubai Real Estate Company

  K.S.C.(closed) (Closed) (15 (b)(i))
	15%
	-
	12,622
	-    
	-   

	Global MENA Financial Assets 

   (15 (b)(ii))
	-
	-
	5,811
	-    
	-    

	International Finance Company K.S.C
  (Closed) (15 (b)(iii))
	16%
	0.7%
	-    
	(2,535)
	-    

	Al Buraq investment Company K.S.C.
  (Closed)
	-
	-
	225
	-    
	-   

	Societe Generale De Banque-Jordan
	-
	30%
	-    
	-    
	(2,347)

	Others
	-
	-
	-    
	-    
	(3)

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

	 
	 
	
	18,658
	(2,535)
	(2,350)

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


16
INVESTMENT PROPERTIES AND PROPERTIES UNDER DEVELOPMENT
	
	2011
	
	2010

	
	Investment properties
	Properties under development
	Total
	
	Investment properties
	Properties under development
	Total

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

	
	
	
	
	
	
	
	

	Carrying amount at 1 January
	21,408
	38,428
	59,836
	
	28,847
	39,943
	68,790

	Additions
	1,974
	257
	2,231
	
	1,368
	1,110
	2,478

	Disposals
	(947)
	-    
	(947)
	
	(8,291)
	-   
	(8,291)

	Reclassification 
	13,136
	(13,136)
	-    
	
	-   
	-   
	-   

	Transfer from property and
  equipment
	688
	-    
	688
	
	-   
	-   
	-   

	Change in fair value
	(5,224)
	-    
	(5,224)
	
	(516)
	(2,625)
	(3,141)

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

	Carrying amount at 

   31 December
	31,035
	25,549
	56,584
	
	21,408
	38,428
	59,836

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


Investment properties are stated at fair values which have been determined based on valuations performed by accredited independent valuers as at 31 December 2011 and 31 December 2010. The fair values of the properties have been determined based on transactions observable in the market. Properties under development are carried at cost until either its fair value becomes reliably determinable or development is completed (whichever is earlier).

Net loss arising from investment properties and properties under development are as follows: 
	
	2011
	
	2010

	
	Investment properties
	Properties under development
	
	Investment properties
	Properties under development

	
	KD’000
	KD’000
	
	KD’000
	KD’000

	
	
	
	
	
	

	Realised gain arising from disposals
	-
	-
	
	225
	-

	Unrealised loss arising from revaluations
	(5,224)
	-
	
	(516)
	(2,625)

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

	
	(5,224)
	-
	
	(291)
	(2,625)

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


17
PROPERTY AND EQUIPMENT
	
	Land
	Building
	Furniture & fixtures
	Office equipment, computers & vehicles
	Total

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

	Cost: 
	
	
	
	
	

	At  1 January 2011
	2,929
	13,644
	7,277
	3,954
	27,804

	Reclassification
	580
	1,100
	(1,680)
	-    
	-    

	Transfer from other assets
	-    
	1,028
	-    
	-    
	1,028

	Additions 
	-    
	-    
	-    
	183
	183

	Transfer to investment properties 

(note 16)
	(295)
	(561)
	-    
	-    
	(856)

	Disposals
	-    
	-    
	(222)
	(2)
	(224)

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

	At 31 December 2011
	3,214
	15,211
	5,375
	4,135
	27,935

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

	Accumulated depreciation:
	
	
	
	
	

	At  1 January 2011
	-    
	(3,205)
	(3,817)
	(2,561)
	(9,583)

	Reclassification
	-    
	(69)
	69
	-    
	-    

	Depreciation for the year
	-    
	(1,150)
	(656)
	(413)
	(2,219)

	Depreciation on assets transfer to investment properties
	-    
	168
	-    
	-    
	168

	Disposals
	-    
	-    
	86
	2
	88

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

	At 31 December 2011
	-    
	(4,256)
	(4,318)
	(2,972)
	(11,546)

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

	Net book value:
	
	
	
	
	

	
	
	
	
	
	

	At 31 December 2011
	3,214
	10,955
	1,057
	1,163
	16,389

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


	
	Land
	Building
	Furniture & fixtures
	Office equipment, computers & vehicles
	Total

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

	Cost: 
	
	
	
	
	

	At  1 January 2010
	2,929
	13,553
	5,994
	3,919
	26,395

	Additions 
	-    
	91
	1,494
	83
	1,668

	Due to disposal of subsidiaries
	-    
	-    
	(70)
	-    
	(70)

	Disposals
	-    
	-    
	(141)
	(48)   
	 (189)

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

	At 31 December 2010
	2,929
	13,644
	7,277
	3,954
	27,804

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

	Accumulated depreciation:
	
	
	
	
	

	At  1 January 2010
	-    
	(1,936)    
	(2,908)
	(2,129)
	(6,973)

	Depreciation for the year
	-    
	(1,269)
	(946)
	(480)
	(2,695)

	Disposals
	-    
	-    
	37
	48
	85

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

	At 31 December 2010
	-    
	(3,205)
	(3,817)
	(2,561)
	(9,583)

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

	Net book value:
	
	
	
	
	

	
	
	
	
	
	

	At 31 December 2010
	2,929
	10,439
	3,460
	1,393
	18,221

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


18
INTANGIBLE ASSETS
	 
	Goodwill
	Other 
intangible 
assets
	Total

	
	KD’000
	KD’000
	KD’000

	Cost less amortisation: 
	
	
	

	At 1 January 2011
	7,438
	25,542
	32,980

	Amortisation
	-    
	(16)
	(16)

	Foreign currency translation adjustments
	(2)
	(1)
	(3)

	
	──────────
	──────────
	──────────

	At 31 December 2011
	7,436
	25,525
	32,961

	
	──────────
	──────────
	──────────

	Impairment:
	
	
	

	At 1 January 2011
	(7,281)
	(7,651)
	(14,932)

	
	──────────
	──────────
	──────────

	At 31 December 2011
	(7,281)
	(7,651)
	(14,932)

	
	──────────
	──────────
	──────────

	Net book value: 
	
	
	

	At 31 December 2011
	155
	17,874
	18,029

	
	══════════
	══════════
	══════════


	
	Goodwill
	Other 

intangible 

assets
	Total

	
	KD’000
	KD’000
	KD’000

	Cost less amortisation:
	
	
	

	At 1 January 2010
	7,442
	25,561
	33,003

	Amortisation
	-    
	(15)    
	(15)

	Foreign currency translation adjustments
	(4)
	(4)
	(8)

	
	──────────
	──────────
	──────────

	At 31 December 2010
	7,438
	25,542
	32,980

	
	──────────
	──────────
	──────────

	Impairment:
	
	
	

	At 1 January 2010
	(7,281)
	(7,651)
	(14,932)

	
	──────────
	──────────
	──────────

	At 31 December 2010
	(7,281)
	(7,651)
	(14,932)

	
	──────────
	──────────
	──────────

	Net book value: 
	
	
	

	At 31 December 2010
	157
	17,891
	18,048

	
	══════════
	══════════
	══════════


Other intangible asset includes the cost of acquiring a stock brokerage license, acquired through a business combination and is subject to impairment testing on an annual basis. 

Impairment testing of goodwill and intangible assets
The recoverable amount of goodwill and intangible assets is more than the carrying amount of the cash generating unit which has been determined based on a value in use calculation using cash flow projections based on financial estimates approved by senior management on 31 December 2011. The pre-tax discount rate applied to cash flow projections for cash generating unit is 9% (2010: 9%). The growth rate used to arrive at the terminal value is in the range of  5%-6% (2010: 5%-6%).
Key assumptions used in value in use calculations
The calculation of value in use is most sensitive to the following assumptions:
· Discount rates:
· Growth rate used to extrapolate cash flows beyond the budget period;
· Local inflation rates.
Discount rates
Discount rates are calculated by using risk free rate, equity market risk premium, beta factor and company specific risk premium (alpha factor). This is the benchmark used by management to assess operating performance and to evaluate future investment proposals.
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INTANGIBLE ASSETS (continued)
Market share assumptions
These assumptions are important because, as well as using industry data for growth rates, management assess how the unit’s relative position to its competitors might change over the budget period.
Projected growth rates and local inflation rates
Assumptions are based on management estimates based on reference to published industry research reports.
During 2011, KD Nil (31 December 2010: Nil) of intangible assets was considered impaired and charged to the consolidated statement of income (Note 8).
Intangible asset with indefinite life
Intangible asset with indefinite life of KD 17.7 million (2010: KD 17.7 million) represents the brokerage license which has been tested for impairment at the reporting date. 
Sensitivity to changes in assumptions
Management has determined that the potential effect of using reasonably possible alternatives as inputs to the valuation model does not materially affect the amount of goodwill using less favourable assumptions.
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OTHER ASSETS 
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Accrued income
	4,438
	10,512

	Receivables for settlement of sale of securities
	17,715
	22,248

	Deposit (see note below)
	69,740
	70,250

	Prepayments and other receivables
	17,323
	25,111

	Deferred expenses
	3,624
	3,363

	
	─────────
	─────────

	
	112,840
	131,484

	Less: provision for impairment
	(15,787)
	(16,176)

	
	─────────
	─────────

	
	97,053
	115,308

	
	═════════
	═════════


Movement in the provision for impairment of other assets was as follows:
	
	2011
	2010

	
	KD 000
	KD 000

	
	
	

	At 1 January
	16,176
	15,190

	(Reversal) charge for the year (Note 8)
	(309)
	3,919

	Written off during the year
	(80)
	(2,933)

	
	─────────
	─────────

	
	15,787
	16,176

	
	═════════
	═════════


Deposit represents USDollar 250 million deposited with a bank in United Arab Emirates (‘UAE’). The bank refused to release this deposit alleging that it represents an advance for a potential acquisition of a bond convertible into 330 million shares of the same bank with a total value of AED 2,359,500,000 equivalent to KD 184.5 million.  The Parent Company had filed a lawsuit against the bank for the recovery of the deposit. On 19 July 2010, the Court of First Instance in Dubai, UAE, ruled in favour of the Parent Company and ordered the bank to repay the full amount of USD 250 million with interest, at the rate of 9% from 8 February 2009 until the date of payment and expenses. The court judgement also rejected the counter claim filed by the bank against the Parent Company.
The Bank filed an appeal against the court of First Instance judgement. On 25 April 2011 the Court of Appeal passed its verdict and ordered the bank to repay the Parent Company USD 250 million deposit with interest, at the rate of 9% per annum with effect from 3 December 2008 until the date of payment plus expenses. The Bank approached the Court of Cassation on 28 June 2011 and the Court of Cassation on 15 November 2011 decided to revert case back to the Court of Appeal.
The Parent Company and its legal advisors are confident of its strong legal position and are vigorously pursuing this litigation towards its successful conclusion.
20
GAIN ON DISPOSAL AND CLOSE OUT OF SUBSIDIARIES
	Name of the subsidiaries
	% of ownership sold
	Sales proceeds
	Sales

proceeds
	             Gain (Loss) 

	
	
	2011
	2010
	2011
	2010

	
	
	KD'000
	KD'000
	KD'000
	KD'000

	
	
	
	
	
	

	Real Estate Mortgage House
	100
	-    
	2,407
	-    
	210

	Al Thouraiya Project Management 

   Company
	87
	-    
	139,908
	-    
	824

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

	 
	 
	-    
	142,315
	-    
	1,034

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


The net cash inflow from the disposal of Real Estate Mortgage House was KD 0.555 million during the year ended 31 December 2010.
On 14 March 2010, the Parent Company distributed all the assets and liabilities of its subsidiary, Al Thouraiya Project Management Company. Upon close out the Parent Company’s short-term borrowings of KD 83.246 million and other payables of KD 43.271 million were offset against the deposits and other assets of the subsidiary. The net cash outflow on close out was KD 18.725 million. 
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SHARE CAPITAL, SHARE PREMIUM AND ACCUMULATED LOSSES
a)  Share capital, share premium and accumulated losses;
	
	Authorised
	
	Issued and fully paid


	
	2011
	
	2010
	
	2011
	
	2010

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

	
	
	
	
	
	
	
	

	Shares of KD 0.100 each
	131,243
	
	131,243
	
	131,243
	
	131,243

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


The extra-ordinary annual general meeting of the shareholders held on 28 April 2011 approved the write-off of accumulated losses of KD 171.325 million against share premium.
The annual general meeting held on 28 April 2011 approved the consolidated financial statements for the year ended 31 December 2010. They also approved not to distribute any dividend for the year ended 31 December 2010 (2009: Nil).
The board of directors of the Parent Company propose not to distribute any dividends for the year ended 31 December 2011.
b) Treasury shares
	
	2011
	2010

	
	
	

	Number of shares (′000)
	89,018
	89,018

	Percentage of issued shares
	6.78%
	6.78%

	Cost of treasury shares (KD’000)
	58,998
	58,998

	Market value (KD ′000) (See below)
	-
	4,629


Reserves (share premium) of the Parent Company equivalent to the cost of treasury shares have been earmarked as non-distributable. 
The management has not disclosed market value of the treasury shares held as the Parent Company’s shares are suspended from trading on the stock exchanges in Kuwait, Dubai and Bahrain as its accumulated losses exceeded 75% of share capital as at 30 September 2011. The market value of treasury shares on the Kuwait Stock Exchange based on the last trade price dated 14 November 2011 was KD 4.273 million.
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RESERVES
i) 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) is required to be transferred to statutory reserve. The Parent Company may resolve to discontinue such annual transfers when the reserve totals 50% of the paid up share capital. No transfer has been made for the year ended 31 December 2011 as the Group has incurred losses.
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. 
ii) General reserve
The Parent Company’s Articles of Association require that 10% of the profit for the year attributable to the shareholders of the Parent Company (before contributions to KFAS, NLST, directors’ fees and Zakat) to be transferred to a general reserve. There are no restrictions on distribution of general reserve. No transfer has been made for the year ended 31 December 2011 as the Group has incurred losses.
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INTEREST BEARING LOANS AND BORROWINGS 
	
	2011
	2010

	
	KD’000
	KD’000

	Short term borrowings 
	
	

	
	
	

	Bank and financial institution loans- conventional
	403,970
	98,302

	Bank and financial institution facilities - Islamic 
	21,475
	8,072

	
	─────────
	─────────

	
	425,445
	106,374

	
	─────────
	─────────

	
	
	

	Medium term borrowings
	
	

	
	
	

	Bank and financial institution loans – conventional
	-    
	323,631

	Bank and financial institution facilities – Islamic
	-    
	16,065

	
	─────────
	─────────

	
	-    
	339,696

	
	─────────
	─────────

	
	
	


On 10 December 2009, the Parent Company entered into formal restructuring agreement with a group of 53 banks and financial institutions covering almost its entire short and medium term borrowigs. New multicurrency, conventional, Islamic and bilateral facilities aggregating to KD 485.34 million (USD 1.727 billion) were fully utilised to discharge the facilities under default. The new facilities were granted a security over substantially all of Group’s non-strategic investments held by “Principal Investments and Group Treasury”, “Proprietary Trading” and “Real Estate” business segments. The facilities were to be repaid over three years. The mandated minimum principal repayments are:
	
	Principal
repayment %
	
	Cumulative principal
repayment %

	
	
	
	

	Year 1:
	10%
	
	10%

	Year 2:
	20%
	
	30%

	First half of year 3:
	15%
	
	45%

	Second half of year 3:
	20%
	
	65%

	End of year 3:
	35%
	
	100%


The facility has an embedded principal repayment grace mechanism and an event of default for non-payments does not occur so long as the following cumulative minimum principal repayment thresholds are met:
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INTEREST BEARING LOANS AND BORROWINGS (continued)
	
	Minimum Cumulative principal
repayment %

	
	

	12 months
	7.5%

	18 months
	10.0%

	24 months
	20.0%

	27 months
	30.0%

	33 months
	45.0%


The initial facility pricing was relevant benchmark (LIBOR, EIBOR and Central Bank of Kuwait discount rate) plus a margin of 1.5%. The margin was increased to 2.5% with effect from 10 December 2010 and was expected to increase to 3.5% with effect from 10 December 2011. The facilities earned a flat fee of 1% and a time proportionate fee (from the date of default on 15 December 2008 until the date of signing the restructured facility agreement) of 0.25%. All such fees was capitalised i.e. added to the outstanding loan amount of each lender on the facility effective date on 21 January 2010. On a date falling 24 months after the date of restructured facilities agreement dated 10 December 2009, the facilities earned a deferral fee at the rate of 1% on the loans outstanding as at such dates. This fee also to be capitalised i.e. added to the outstanding loan amount of each lender. The terms of the facilities include, among other things, certain restrictions on the payment of dividends, the incurrence of additional financial indebtedness and capital expenditure and a requirement to maintain a minimum ratio of asset value to debt outstanding under the new facilities at 0.75 times. Commencing 30 June 2010, the Parent Company committed to maintain a minimum capital adequacy ratio of 5% calculated on the basis of guidelines issued by the Central Bank of Kuwait, which was to increase to 7% from 
1 July 2011 until the final repayment date of the facility on 10 December 2012.
To the extent that the Parent Company fails to repay 40% of the original facility amount by the second anniversary of the signing of the new facilities the Parent Company has agreed to grant the banks an option to convert debt (equal to the value of the shortfall to the KD 194.1 million repayment threshold) into shares in Parent Company, on terms to be agreed and subject to shareholders and other relevant regulatory approvals at the time. Further, under the terms of the facility agreement all net proceeds from any capital increase should be applied towards prepayment of outstanding loans.
The facility became effective on 21 January 2010, when the Group met all the conditions precedent that primarily included completion of relevant documentation, obtaining satisfactory legal opinions and achieving specified thresholds for grant of security.
The ordinary general meeting of the shareholders of the Parent Company held on 12 January 2010 approved the transfer of the non-strategic principal investments and real estate investments owned by the Parent Company to ‘Global Macro Fund’ (‘the Fund’), a Fund established in the Kingdom of Bahrain, a wholly owned subsidiary of the Group and to ‘Mushaa Islamic Real Estate Company KSC (Closed)’, a wholly owned subsidiary of the Group respectively based on the terms of the restructuring agreement.
On 13 July 2011 the majority lenders approved an amendment to the facilities agreement to waive until 31 March 2012 a condition that might have restricted negotiations for the rescheduling or restructuring of the Group’s indebtedness. This has now been extended to 10 June 2012 pursuant to the 12 December 2011 waiver consent.
On 15 September 2011, in light of the ongoing challenges in the financial markets, the Parent Company requested the lending banks for the near-term deferral of principal repayments due in December 2011, deferral of any increase in rate of interest from December 2011 onwards and waiver/deferral of certain covenants applicable to the Parent Company under its debt arrangements. A formal request for these waivers was circulated to the lending banks on 3 November 2011. On 12 December 2011, the lending banks agreed to grant all the requested deferrals and waivers.
The Parent Company is in constructive discussions with the co-ordinating committee established on behalf of the lending banks, bondholders and regulators to arrive at an acceptable and consensual debt restructuring that would bring a long term and sustainable solution to the Parent Company’s capital structure.
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INTEREST BEARING LOANS AND BORROWINGS (continued)

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

 Rate
	Short term  borrowings
	Medium term borrowings
	Total

	
	%
	KD’000
	KD’000
	KD’000

	
	
	
	
	

	Kuwaiti Dinars
	5
	42,711
	-    
	42,711

	US Dollars
	3
	281,854
	-    
	281,854

	UAE Dirham
	4
	100,880
	-    
	100,880

	
	
	────────
	────────
	────────

	As at 31 December 2011 
	
	425,445
	-    
	425,445

	
	
	════════
	════════
	════════

	
	
	
	
	

	Kuwaiti Dinars
	5
	15,993
	29,543
	45,536

	US Dollars
	2.8
	66,860
	228,043
	294,903

	UAE Dirham
	4.6
	23,062
	82,110
	105,172

	Others
	9
	459
	-    
	459

	
	
	────────
	────────
	────────

	As at 31 December 2010
	
	106,374
	339,696
	446,070

	
	
	════════
	════════
	════════
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BONDS 
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	On 25 April 2007, the Parent Company issued unsecured bonds in the principal 
 amount of KD 45,000,000 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)
	19,900
	19,900

	
	
	

	·  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)
	20,950
	20,950

	
	
	

	
	
	

	On 24 November 2008, the Parent Company issued unsecured bonds in dual currency for the principal amount of KD 50,000,000 composed of bonds in four series as follows:

	
	

	· USD Fixed rate bonds  due on 25 Nov 2013 (bearing fixed interest rate of  5% payable semi annually)
	6,399
	6,446

	· KWD Fixed rate bonds  due on 25 Nov 2013 (bearing fixed interest rate of  7% payable semi annually)
	23,180
	23,180

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

	· KWD Floating  rate bonds  due on 25 Nov 2013 (bearing interest at the rate of  1.5% per annum over six-month KIBOR in effect on the rate fixing date payable semi-annually)
	4,500
	4,500

	
	─────────
	─────────

	
	74,929 
	74,976

	
	═════════
	═════════


From each series of bonds, ownership interest of the Parent Company and its subsidiaries has been eliminated.
The Parent Company has the option of early redemption on all bonds (together) at any time after two years from the date of issue at face value plus accrued interest. On 10 December 2009, while entering into formal debt  restructuring agreement with a group of 53 banks and financial institutions, all the bondholders were granted a security on a pari passu  basis to the interest bearing loans from the banks and financial institutions. (refer note 23: Interest Bearing Loans and Borrowings).
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BONDS (continued)
On 5 December 2011, the Parent Company held separate meetings with the holders of its KD 50 million bond issue due on 24 November 2013 and the holders of its KD 45 million bond issue due on 25 April 2012. The holders of both the bonds issues voted in favour of all the agenda items including a request to approve the deferral of principal payments due to bank lenders to 10 June 2012, deferral of the upcoming 25 April 2012 bond maturity to 10 June 2012, deferral of an increase in interest margins on the bank debt to 10 June 2012, and a cash payment to bank lenders equal to 25 basis points in lieu of a portion of a pre-existing deferral fee.
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OTHER LIABILITIES 
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Payable for property under development
	359
	1,486

	Accrued interest on borrowings
	1,526
	1,525

	Fair value of interest rate swaps (Note 29) 
	-
	1,858

	Accrued expenses, provisions and other payables
	15,825
	40,020

	
	──────────
	──────────

	
	17,710
	44,889

	
	══════════
	══════════
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Related party transactions and balances
In the normal course of business, the Group entered into various transactions with related parties (i.e. associates, shareholders, directors and executive officers of the Parent Company) concerning financing and other related services. Prices and terms of payment are approved by the Group’s management. Significant related party transactions and balances are as follows:
	
	Key
management personnel
	Associates
	2011
	2010

	
	KD’000
	KD’000
	KD’000
	KD’000

	Consolidated statement of financial position 
	
	
	
	

	Loans and advances
	26
	61
	87
	1,658

	Other assets
	-
	1,839
	1,839
	4,317

	
	
	
	
	

	Transactions included in consolidated
 statement of income
	
	
	
	

	Interest and similar income
	-
	5
	5
	233

	Interest and similar expense
	-
	-
	-
	(2)

	Fee and commission income
	-
	-
	-
	2,144

	
	
	
	
	

	Key management personnel compensation
	
	
	
	

	Short-term employee benefits
	
	
	972
	970

	Termination benefits
	
	
	76
	75

	
	
	
	 ────────
	 ────────

	
	
	
	1,048 
	1,045

	
	
	
	════════
	════════


Other assets receivable from the related partied do not bear any interest and are repayable on demand. Loans and advances carry a interest rate of 5.53% (2010: 5%) and are repayable in accordance with the contractual repayment terms.
Other transactions with associated companies:

During the year, the Parent Company entered into a share swap transaction whereby it swapped its entire stake of FDRE with an additional stake in MHRE (Note 15).
During the year, the Parent Company acquired additional stake of 3.7% in GMFA from related parties for a consideration of KD 3.6 million in settlement of Loans and advances and other receivables (Note 15). 
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SEGMENTAL INFORMATION
For management purposes the Group is organised into five major business segments:
-
Assets Management: Managing of GCC, MENA and international managed funds, discretionary and non-discretionary portfolio management and custody services.
-
Principal investments and Group Treasury: Comprises of investing of company funds in private equity and quoted securities, equity trading in GCC, MENA and other emerging markets, lending to corporate and individual customers and managing the company’s liquidity requirements.
-
Investment banking and advisory: Venture capital, private placement of equities and debt, advising and managing listings, initial public offerings (IPOs), arranging conventional and Islamic debt and equity advising, advising on strategy, privatisation, mergers and reverse mergers and acquisitions.   
-    Brokerage: Quoted and unquoted equity and debt instruments brokerage.
-
Real estate: sale and purchase of real estate and property development.
	
	Asset
management
	Principal  investments & group treasury  
	Investment banking and advisory
	Brokerage 
	Real
estate
	Total

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

	31 December 2011   
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment income (loss)
	12,676
	(22,967)
	285
	1,144
	(1,988)
	(10,850)

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

	Segment profit (loss)
	4,947
	(55,216)
	(1,502)
	(2,226)
	(4,931)
	(58,928)

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

	
	
	
	
	
	
	

	Other disclosures
	
	
	
	
	
	

	Share of results of associates
	
	
	
	
	
	(22,702)

	
	
	
	
	
	
	═════════

	Depreciation
	
	
	
	
	
	2,219

	
	
	
	
	
	
	═════════

	Impairment of financial assets, investment in associates and intangibles
	
	
	
	
	
	757

	
	
	
	
	
	
	═════════

	31 December 2010   
	
	
	
	
	
	

	
	
	
	
	
	
	

	Segment income (loss)
	16,389
	(42,885)
	1,969
	2,335
	316
	(21,876)

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

	Segment profit (loss)
	10,676
	(83,266)
	805
	(920)
	(2,610)
	(75,315)

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

	
	
	
	
	
	
	

	Other disclosures
	
	
	
	
	
	

	Share of results of associates 
	
	
	
	
	
	(7,610)

	
	
	
	
	
	
	═════════

	Depreciation
	
	
	
	
	
	2,695

	
	
	
	
	
	
	═════════

	Impairment of financial assets, investment in associates and intangibles
	
	
	
	
	
	4,769

	
	
	
	
	
	
	═════════
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SEGMENTAL INFORMATION (continued)
	
	Asset
management
	Principal  investments & group treasury  
	Investment banking and advisory
	Brokerage 
	Real
estate
	Total

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


	31 December 2011 
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total segmental assets
	-
	458,141
	-
	27,509
	56,584
	542,234

	Total segmental
  liabilities
	-
	(457,043)
	-
	(873)
	(45,216)
	(503,132)

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

	Net segmental assets
	-
	1,098
	-
	26,636
	11,368
	39,102

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

	Unallocated assets
	
	
	
	
	
	21,602

	Unallocated liabilities
	
	
	
	
	
	(14,952)

	
	
	
	
	
	
	═════════

	Net Assets
	
	
	
	
	
	45,752

	
	
	
	
	
	
	═════════

	    
	
	
	
	
	
	

	Other disclosures
	
	
	
	
	
	

	
	
	
	
	
	
	

	Investment in associates
	
	
	
	
	
	136,818

	
	
	
	
	
	
	═════════

	Capital expenditure
	
	
	
	
	
	183

	
	
	
	
	
	
	═════════


	31 December 2010 
	
	
	
	
	
	

	
	
	
	
	
	
	

	Total segmental assets
	-    
	556,270
	-    
	28,230
	59,836
	644,336

	Total segmental

  liabilities
	-    
	(506,072)
	-    
	(3,091)
	(46,343)
	(555,506)

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

	Net segmental assets
	-    
	50,198
	-    
	25,139
	13,493
	88,830

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

	Unallocated assets
	
	
	
	
	
	30,607

	Unallocated liabilities
	
	
	
	
	
	(10,429)

	
	
	
	
	
	
	═════════

	Net Assets
	
	
	
	
	
	109,008

	
	
	
	
	
	
	═════════

	    
	
	
	
	
	
	

	Other disclosures
	
	
	
	
	
	

	
	
	
	
	
	
	

	Investment in associates
	
	
	
	
	
	162,551

	
	
	
	
	
	
	═════════

	Capital expenditure
	
	
	
	
	
	1,668

	
	
	
	
	
	
	═════════


Geographical information

Revenue
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Kuwait
	(29,800)
	4,420

	Others
	18,950
	(26,296)

	
	─────────
	─────────

	
	(10,850)
	(21,876)

	
	═════════
	═════════


The revenue information above is based on the location where the revenue is generated.
Information on geographical allocation of assets and liabilities is given in Note 31.3.
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FIDUCIARY ACCOUNTS
The Group manages portfolios on behalf of others, mutual funds, and maintains cash balances and securities in fiduciary accounts, which are not reflected in the Group’s consolidated statement of financial position.
The aggregate value of assets held in a fiduciary capacity by the Group at 31 December 2011 amounted to       KD 1,045.545 million (31 December 2010: KD 1,429.342 million). 
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DERIVATIVE FINANCIAL INSTRUMENTS
	
	2011
	
	2010


	
	Notional amount
	Negative
fair value
	
	Notional 
amount
	Negative
fair value

	
	KD’000
	KD’000
	
	KD’000
	KD’000

	
	
	
	
	
	

	Interest rate swaps
	-
	-
	
	84,300
	(1,858)

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

	
	-
	-
	
	84,300
	(1,858)

	
	═════════
	═════════
	
	═════════
	═════════
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CONTINGENT LIABILITIES & COMMITMENTS
The total outstanding contingent liabilities and commitments are as follows.
	
	2011
	2010

	
	KD’000
	KD’000

	Commitments
	
	

	Commitments to invest in private equity funds
	2,232
	4,356

	Undrawn commitments to lend
	27,896
	28,100

	Irrevocable and unconditional bank guarantee
	1,776
	1,267

	Commitments to buy securities
	2,070
	2,070


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

Undrawn commitments to lend
Undrawn commitments to lend represent a commitment made by the Group to make available a credit facility to Global MENA Financial Assets Limited (a related party), to borrow up to a maximum aggregate principal amount of KD 27.896 million (2010: KD 28.100 million).
Commitments to buy securities
The Parent Company has commitment to buy securities amounting to KD 2.070 million (31 December 2010:  KD 2.070 million) from a related party. 
Legal claims
Legal claims are related to claims for compensation by two individuals raised in Turkey for a cancelled private equity acquisition transaction. The total claims amounted to KD 2.65 million (2010: KD 2.65 million). The Parent Company has been advised by its legal advisors that it is possible, but not probable, that the action will succeed.
31 
FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The recognition and management of risk is an essential element of Group’s risk strategy. The Board, being ultimately responsible for the management of risks associated with Group’s activities, has established a framework of Board Committees, policies and controls to identify, assess, monitor and manage risk.
Risk strategies and policies are approved by the Board. The Head of Risk Management reports directly to the Chairperson and has access to the Board of Directors.
Group’s risk policies and processes aim to protect the asset values and income streams such that the interests of shareholders and external fund providers are protected and shareholders’ return is optimised.
Group’s key quantitative risk policies include:
· maximum size limits for principal investments, trading book and the real-estate line of business linked to the size of total assets and shareholders’ equity (size limits are reviewed on an annual basis);
· country, economic sector and single obligor exposure restricted to specified percentages of shareholders’ equity;
· maximum book-size limit for lending products linked to the shareholders’ equity;
· tenor limits for credit products; and
· maximum overnight FX exposure limits.
The Board is responsible for the overall process and structure of corporate governance. The Board achieves compliance with corporate governance guidelines through its various committees (see further below). Management believes that Group’s corporate governance culture is in line with other leading international financial services companies.
The Board Committees have specific terms of reference, independent non-executive director membership, Senior Management participation and access to specialist advice when necessary. The Group currently has the following Board Committees:
· Audit Committee:
The Audit Committee is responsible for considering the annual consolidated financial statements for approval by the Board, overseeing the external and internal audit processes, focusing on compliance with legal requirements, accounting standards and listing requirements and implementing effective systems of internal control. The Audit Committee meets at least four times a year.  
· Credit Committee:
The Credit Committee sets the maximum level of acceptable counterparty exposures and reviews and approves changes to credit policy and methodologies. The Committee also deals with the approval of excess over approved credit limits, classification of past due amounts and creation/ change or release of specific provisions. The Credit Committee meets monthly or more frequently if required. 
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
· Proprietary Planning & Performance Committee (“PPP”):
PPP reviews Global’s funding and liquidity policy, non-trading interest rate risk policy and reviews regional strategies, taking market conditions into account. PPP meets quarterly, or more frequently if required. 
The most significant financial risks to which the Group is exposed to are described below.

31.1  
Market risk
Market risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market prices. Market prices comprise three types of risk: foreign currency risk interest rate risk, and equity price risk.
a) Foreign currency risk
Foreign currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of change in foreign exchange rates. The Group mainly operates in the GCC 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, Jordanian Dinars, Bahraini Dinars, Qatari Riyals, UAE Dirham and Pakistani Rupee. 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-functional currency cash flows are monitored. 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. 
The Group had the following significant exposures denominated in foreign currencies, translated into Kuwaiti Dinar at the closing rate:
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	US Dollar
	(70,189)
	(77,994)

	Jordanian Dinar
	40,577
	39,826

	Bahraini Dinar
	27,910
	35,185

	Qatari Riyals
	8,815
	15,443

	UAE Dirhams
	(59,830)
	(62,754)

	Pakistan Rupee
	12,182
	7,196


The foreign currency sensitivity is determined on the following assumptions:
	Currency
	2011
	2010

	
	
	

	US Dollar
	0.7%
	2.2%

	Jordanian Dinar
	0.8%
	2.2%

	Bahraini Dinar
	0.7%
	2.2%

	Qatari Riyals
	0.7%
	2.2%

	UAE Dirhams
	0.7%
	2.2%

	Pakistan Rupee
	5.1%
	4.0%


The above percentages have been determined based on the average market movement in exchange rates in the previous twelve months. 
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31.1  
Market risk (continued)
a) Foreign currency risk (continued)
If the Kuwaiti Dinar had strengthened or weakened against the foreign currencies assuming the above sensitivity, then this would have the following impact on the consolidated statement of income and equity:
	
	Consolidated 
statement of income
	
	Other component of 

equity

	
	2011
	
	2010
	
	2011
	
	2010

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

	
	
	
	
	
	
	
	

	US Dollar
	±865
	
	±2,503
	
	±355
	
	±819

	Jordanian Dinar
	±28
	
	±640
	
	±351
	
	±248

	Bahraini Dinar
	±106
	
	±528
	
	±96
	
	±233

	Qatari Riyals
	±49
	
	±285
	
	±14
	
	±48

	UAE  Dirhams
	±436
	
	±1,354
	 
	           -
	
	           -  

	 Pakistan Rupee
	           -  
	
	           -  
	
	±620
	
	±289


There has been no change during the year in the methods and assumptions used in preparing the above sensitivity analysis. Exposures to foreign exchange rates vary during the year depending on the volume and nature of the transactions. 
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. 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.  
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. The Group is exposed to interest rate risk on its cash and cash equivalents, bonds classified as designated as fair value through profit or loss, murabaha receivables, loans and advances and bank borrowings and bonds.
The following table illustrates the sensitivity of the loss for the year and equity to a reasonably possible change in interest rates of  +200 bps (2%) and –200 bps (2%) (2010: +200 bps (2%) and –200 bps (2%)) 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 consolidated statement of financial position date. All other variables are held constant. There has been no change during the year in the methods and assumptions used in preparing the below sensitivity analysis.
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31.1  
Market risk (continued)
b) Interest rate risk (continued)
	
	2011
	
	2010

	
	Increase/ decrease in interest rate
	Effect on loss for the year
	
	Increase/ decrease in interest rate
	Effect on loss for the year

	
	
	
	
	
	

	
	KD’000
	KD’000
	
	
	KD’000

	
	
	
	
	
	

	(Loss) / gain for the year
	± 2%
	7,520
	
	± 2%
	± 8,223


c)
Equity price risk
The Group is exposed to equity price risk with respect to its equity investments. Equity investments are classified either as financial assets at fair value through profit or loss (including trading securities) or financial assets available for sale.
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:
	
	2011
	2010

	
	%
	%

	
	
	

	Kuwait market
	20%
	20%

	Rest of GCC  market
	11%
	15%

	MENA market
	16%
	6%

	Other international markets
	20%
	16%


The above percentages have been determined based on the average market movements over the year. The sensitivity analyses below have been determined based on the exposure to equity price risks at the reporting date. The analysis reflects the impact to equity prices in accordance with the above-mentioned equity price risk sensitivity assumptions. There has been no change during the year in the methods and assumptions used in the preparation of the sensitivity analysis.
The effect on consolidated statement of income and equity as a result of change in the fair value of quoted equity instruments at the reporting date due to a reasonable possible change in the equity indices, with all other variables held as constant, is as follows:
	
	Consolidated 
statement of income
	
	Other component of 

equity

	 
	2011
	2010
	
	2011
	2010

	
	KD’000
	KD’000
	
	KD’000
	KD’000

	
	
	
	
	
	

	
	
	
	
	
	

	Financial assets held for trading
	±1,354
	±905
	
	-    
	    -    

	Financial assets designated at fair value through profit or loss
	±10,590
	±16,969
	
	-    
	    -    

	Financial assets available for sale
	-    
	-    
	
	±1,315
	±2,555 

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

	Total
	11,944
	         17,874
	
	1,315
	2,555

	
	═════════
	═════════
	
	═════════
	═════════
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31.2
Credit risk 
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss. The Group credit policy and exposure to credit risk is monitored on an ongoing basis. The Group seeks to avoid concentrations of risks with individuals or groups of customers in specific locations or business through diversification of its activities. It also obtains security when appropriate. 
The Group’s exposure to credit risk is limited to the carrying amounts of financial assets recognised at the reporting date, as summarized below: 
	
	2011
	2010

	
	KD’000
	KD’000

	
	
	

	Cash and cash equivalents
	71,749
	70,819

	Murabaha receivables
	6,788
	12,108

	Loans and advances
	12,128
	18,625

	Financial assets designated at fair value through profit or loss (unquoted
  debt securities)
	1,190
	2,245

	Other assets (excluding deferred expenses)
	93,429
	111,945

	
	──────────
	──────────

	
	185,284
	215,742

	
	══════════
	══════════


The figures above show the maximum exposure to credit risk before the effect of mitigation through the use of master netting and collateral agreements if any.
Where the financial instruments are recorded at fair value, the amounts shown above represent the current credit risk exposure but not the maximum risk exposure that could arise as a result in change in fair values.
Information on other significant concentrations of credit risk is set out in Note 31.3.
31.2.1 
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 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.
31.2.2
Credit quality per financial asset category
In accordance with the Group’s credit risk management policies all performing credits are graded as: high or medium grade. Whereas non-performing credit exposures are graded as past due or impaired. 
The table below shows the credit quality of gross maximum exposure by class of asset for related consolidated statement of financial position lines, based on the Group’s credit rating system.
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31.2
Credit risk (continued)
	
	 Neither past due nor impaired


	At 31 December 2011
	High
grade
	Medium grade
	Past due but not impaired
	Impaired
	Total

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

	
	
	
	
	
	

	Cash and cash equivalents
	71,749
	-    
	-    
	-    
	71,749

	Murabaha receivables
	-   
	-    
	6,910
	-    
	6,910

	Loans and advances
	1,805
	9,659
	763
	8,659
	20,886

	Financial assets designated at fair
 value through profit or loss
 (unquoted debt securities)
	1,190
	-    
	-    
	-    
	1,190

	Other assets (excluding deferred

  expenses)
	15,068
	2,799
	75,562
	15,787
	109,216

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

	
	89,812
	12,458
	83,235
	24,446
	209,951

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


                                                              Neither past due nor impaired     
	At 31 December 2010
	High
grade
	Medium grade
	Past due but not impaired
	Impaired
	Total

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

	
	
	
	
	
	

	Cash and cash equivalents
	70,819
	-    
	-    
	-    
	70,819

	Murabaha receivables
	               -    
	12,230
	-    
	-    
	12,230

	Loans and advances
	2,646
	13,254
	2,860    
	8,659
	27,419

	Financial assets designated at fair

 value through profit or loss
 (unquoted debt securities)
	2,245
	-    
	-    
	-    
	2,245

	Other assets (excluding deferred

  expenses) 
	31,708
	2,796
	77,441
	16,176
	128,121

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

	
	107,418
	28,280
	80,301
	24,835
	240,834

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


Other assets which are past due but not impaired are due for more than one year and include a deposit amounting to KD 69.7 million (31 December 2010: KD 70.3 million) with a bank in United Arab Emirates (‘UAE’) (Note 19).
The fair value of collateral against the loans and advances are amounting to KD 33.94 million (2010: KD 44.71 million). The collateral typically includes listed and unlisted equity securities in Kuwait market and units in managed funds.
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31.3 
Concentration of assets
The distribution of assets by geographic region and industry sector was as follows:
	
	Kuwait
	GCC
	Asia & 
Africa
	Europe
	Americas
	Total

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

	At 31 December 2011
	
	
	
	
	
	

	Geographic region:
	231,650
	186,001
	67,183
	49,698
	29,304
	563,836

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

	Industry sector
	
	
	
	
	
	

	Trading and manufacturing
	1,249
	-
	-
	-
	-
	1,249

	Banks and financial institutions
	97,092
	112,273
	35,556
	49,232
	26,553
	320,706

	Real estate
	69,058
	42,403
	6,974
	-
	-
	118,435

	Others
	64,251
	31,325
	24,653
	466
	2,751
	123,446

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

	
	231,650
	186,001
	67,183
	49,698
	29,304
	563,836

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


	
	Kuwait
	GCC
	Asia & 
Africa
	Europe
	Americas
	Total

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

	At 31 December 2010
	
	
	
	
	
	

	Geographic region:
	
	
	
	
	
	

	
	314,686
	205,826
	74,540
	40,281
	39,610
	674,943

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

	Industry sector:
	
	
	
	
	
	

	Trading and manufacturing
	1,316
	-    
	-    
	-    
	-    
	1,316

	Banks and financial institutions
	149,341
	122,471
	35,662
	39,721
	32,831
	380,026

	Real estate
	86,896
	48,127
	6,909
	-    
	-    
	141,932

	Others
	77,133
	35,228
	31,969
	560
	6,779
	151,669

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

	
	314,686
	205,826
	74,540
	40,281
	39,610
	674,943

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


31.4
Liquidity risk
Liquidity risk is the risk that the Group will be unable to meet its liabilities when they fall due.
The table below summarises the maturity profile of the Group’s assets and liabilities. Except for financial assets designated at fair value through profit or loss, financial assets available for sale and investment properties, the maturities of assets and liabilities have been determined on the basis of the remaining period from the reporting date to the contractual maturity date. The maturity profile for financial assets held for trading, financial assets designated at fair value through profit or loss, financial assets available for sale, investments in associates, investment properties and properties under development, property and equipment and intangible assets is determined based on management's estimate of liquidation of those investments. The actual maturities may differ from the maturities shown below since borrowers may have the right to prepay obligations with or without prepayment penalties.
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31.4
Liquidity risk (continued)
	
	Maturing within one year 
	
	
	

	31 December 2011
	Up to 1 
month
	1-3
months
	3-12
months
	Sub-
total
	Over
1 year
	Total

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

	Assets
	
	
	
	
	
	

	Cash and cash equivalents
	45,188
	26,561
	-   
	71,749
	-   
	71,749

	Financial assets held for trading
	-   
	-   
	7,849
	7,849
	-   
	7,849

	Financial assets designated at fair value through profit or loss
	-   
	-   
	103,302
	103,302
	-   
	103,302

	Murabaha receivables
	6,788
	-   
	-   
	6,788
	-   
	6,788

	Loans and advances
	1,543
	679
	9,906
	12,128
	-   
	12,128

	Financial assets available
 for sale
	-   
	-   
	-   
	-   
	37,147
	37,147

	Investments in associates
	-   
	-   
	-   
	-   
	136,818
	136,818

	Investment properties and properties

  under development
	-   
	-   
	-   
	-   
	56,584
	56,584

	Property and equipment
	-   
	-   
	-   
	-   
	16,389
	16,389

	Intangible assets
	-   
	-   
	-   
	-   
	18,029
	18,029

	Other assets
	-   
	-   
	97,053
	97,053
	-   
	97,053

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

	
	53,519
	27,240
	218,110
	298,869
	264,967
	563,836

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

	Liabilities
	
	
	
	
	
	

	Interest bearing loans and 
 borrowings 
	7,823
	-   
	417,622
	425,445
	-   
	425,445

	Bonds
	-   
	-   
	40,850
	40,850
	34,079
	74,929

	Other liabilities
	-   
	-   
	15,472
	15,472
	2,238
	17,710

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

	
	7,823
	-   
	473,944
	481,767
	36,317
	518,084

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


	
	Maturing within one year 
	
	
	

	31 December 2010
	Up to 1 

Month
	1-3

months
	3-12

months
	Sub-

total
	Over

1 year
	Total

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

	Assets
	
	
	
	
	
	

	Cash and cash equivalents
	53,106
	17,713
	-    
	70,819
	-    
	70,819

	Financial assets held for trading
	-    
	-    
	9,322
	9,322
	-    
	9,322

	Financial assets designated at fair value through profit or loss
	-    
	-    
	145,207
	145,207
	-    
	145,207

	Murabaha receivables
	-    
	12,108
	-    
	12,108
	-    
	12,108

	Loans and advances
	6,776
	1,569
	10,280
	18,625
	-    
	18,625

	Financial assets available

 for sale
	-    
	-    
	44,898
	44,898
	-    
	44,898

	Investments in associates
	-    
	-    
	-    
	-    
	162,551
	162,551

	Investment properties and properties

  under development
	-    
	-    
	-    
	-    
	59,836
	59,836

	Property and equipment
	-    
	-    
	-    
	-    
	18,221
	18,221

	Intangible assets
	-    
	-    
	-    
	-    
	18,048
	18,048

	Other assets
	-    
	-    
	115,308
	115,308
	-    
	115,308

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

	
	59,882
	31,390
	325,015
	416,287
	258,656
	674,943

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

	Liabilities
	
	
	
	
	
	

	Interest bearing loans and 

 borrowings 
	7,404
	750
	98,220
	106,374
	339,696
	446,070

	Bonds
	-    
	-    
	-    
	-    
	74,976
	74,976

	Other liabilities
	-    
	-    
	44,889
	44,889
	-    
	44,889

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

	
	7,404
	750
	143,109
	151,263
	414,672
	565,935

	
	═══════
	═══════
	═══════
	═══════
	═══════
	═══════
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31.4
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
	Sub-

Total
	Over
1 year
	Total

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

	As at 31 December 2011
	
	
	
	
	
	

	Interest bearing loans and borrowings
	7,823
	-    
	430,347
	438,170
	-    
	438,170

	Bonds
	-    
	-    
	      43,527
	43,527
	36,007
	79,534

	Other liabilities
	-    
	-    
	15,472
	15,472
	2,238
	17,710

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

	
	7,823
	-    
	489,346
	497,169
	38,245
	535,414

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

	
	
	
	
	
	
	

	As at 31 December 2010
	
	
	
	
	
	

	Interest bearing loans and borrowings
	7,404
	5,608
	112,795
	125,807
	360,748
	486,555

	Bonds
	-    
	-    
	3,972
	3,972
	79,801
	83,773

	Other liabilities
	-    
	-    
	43,031
	43,031
	-    
	43,031

	Financial derivatives
	-    
	-    
	1,858
	1,858
	-    
	1,858

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

	
	  7,404
	5,608
	161,656
	174,668
	440,549
	615,217

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


In accordance with the Group’s liquidity management policies a minimum percentage of total assets are maintained in financial assets for which there is a liquid market.  
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Cash and cash equivalents
	71,749
	70,819

	Quoted securities 
	29,390
	44,929

	Managed funds
	28,290
	45,944

	
	───────
	───────

	Total
	129,429
	161,692

	
	═══════
	═══════


Total liquid assets exclude investments amounting to KD 7.058 million (2010: KD 11.972 million) in the managed funds representing the regulatory minimum investment in these funds. Quoted securities and managed funds have been included in the liquid assets after applying a 10% (2010: 10%) liquidity discount.
The interest on the borrowings up to date of maturity of the interest bearing loans and borrowings is around KD 17.330 million (2010: KD 40.485 million).
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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. 
No changes were made in objectives, policies or processes for managing capital during the year ended 31 December 2011 and 31 December 2010.

The capital structure of the Group consists of the following:
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Interest bearing loans and borrowings  (Note 23)
	425,445
	446,070

	Bonds (Note 24)
	74,929
	74,976

	Less: Cash and cash equivalents (Note 10)
	(71,749)
	(70,819)

	
	────────
	────────

	Net debt
	428,625
	450,227

	
	════════
	════════

	Total Equity 
	45,752
	109,008

	
	════════
	════════


Consistent with others in the industry, the Group monitors capital on the basis of the gearing ratio. Under the Group’s funding and risk policies the leverage ratio (debt to equity ratio) is capped at 2.25 times. However, due to decline in shareholders’ equity resulting from accumulated losses, the Group’s leverage increased significantly refer note 23.
This ratio is calculated as net debt divided by equity as follows:
	
	2011
	2010

	
	KD ′000
	KD ′000

	
	
	

	Net debt
	428,625
	450,227

	Total equity
	45,752
	109,008

	
	
	

	Net debt to equity ratio
	9.37
	4.13
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FAIR VALUE OF FINANCIAL INSTRUMENTS 
Financial instruments comprise of financial assets and financial liabilities.
Financial assets consist of cash and cash equivalents, financial assets held for trading, financial assets designated at fair value through profit or loss, murabaha receivables, loans and advances and other assets.
Financial liabilities consist of short term borrowings, medium term borrowings, bonds and other liabilities.
Fair values of all financial instruments, except for certain available for sale investments which are carried at cost less impairment (Note 14) are not materially different from their carrying values.
The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments by valuation technique:
Level 1: 
quoted (unadjusted) prices in active markets for identical assets or liabilities.
Level 2:
other techniques for which all inputs which have a significant effect on the recorded fair value are 
observable, either directly or indirectly.
Level 3:
techniques which use inputs which have a significant effect on the recorded fair value that are not 
based on observable market data.
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Financial instruments measured at fair value

	At 31 December 2011
	Level 1
	Level 2
	Level 3
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	
	
	
	

	Financial assets 
Financial assets held for trading : 
	7,849
	-    
	-    
	7,849

	 Financial assets designated at fair value
 through profit or loss :
	
	
	
	

	  Unquoted debt securities
	-    
	-    
	1,190
	1,190

	  Unquoted equity securities
	-    
	-    
	38,814
	38,814

	  Quoted equity securities 
	24,807
	-    
	-    
	24,807

	  Managed funds
	80
	22,175
	16,236
	38,491

	 Financial assets available for sale :
	
	
	
	

	   Quoted equity securities
	7,413
	-    
	-    
	7,413

	   Unquoted equity securities
	-    
	-    
	13,705
	13,705


	At 31 December 2010
	Level 1
	Level 2
	Level 3
	Total

	
	KD ′000
	KD ′000
	KD ′000
	KD ′000

	
	
	
	
	

	Financial assets 

Financial assets held for trading : 
	9,322
	-   
	-   
	9,322

	 Financial assets designated at fair value

 through profit or loss :
	
	
	
	

	  Unquoted debt securities
	-   
	-   
	2,245
	2,245

	  Unquoted equity securities
	-   
	-   
	43,976
	43,976

	  Quoted equity securities
	37,665
	-   
	-   
	37,665

	  Managed funds
	2,919
	34,253
	26,849
	64,021

	 Financial assets available for sale :
	
	
	
	

	   Quoted equity securities
	15,936
	-   
	-   
	15,936

	   Unquoted equity securities
	-   
	-   
	16,853
	16,853

	Financial liabilities

 Financial liabilities designated at fair 

 value through profit or loss:
	
	
	
	

	   Interest rate swaps
	-   
	1,858
	-   
	1,858


During the year ended 31 December 2011, there were no transfer between level 1 and level 2 fair value measurement.

33
FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)
The following table shows a reconciliation of the opening and closing amount of level 3 financial assets which are recorded at fair value.
	
	At 1 January
2011
	Loss
recorded in the consolidated statement of income
	Gain / (loss) recorded in other comprehensive income
	Net purchases, sales and settlements
	At 
31 December 2011

	
	KD 000’s
	KD 000’s
	KD 000’s
	KD 000’s
	KD 000’s

	
	
	
	
	
	

	Financial assets designated at fair value through income statement :
	
	
	
	

	Unquoted debt securities                 
	2,244
	(330)
	-
	(724)
	1,190

	Unquoted equity securities          
	43,976
	(5,265)
	-
	103
	38,814

	Managed Funds and portfolio
	26,849
	(8,134)
	-
	(2,479)
	16,236

	Financial assets available for sale 
	
	
	
	
	

	Unquoted equity securities
	16,853
	-
	-
	(3,148)
	13,705

	
	
	
	
	
	


	
	At 1 January

2010
	Loss

recorded in the consolidated statement of income
	Gain / (loss) recorded in other comprehensive income
	Net purchases, sales and settlements
	At 

31 December 2010

	
	KD 000’s
	KD 000’s
	KD 000’s
	KD 000’s
	KD 000’s

	
	
	
	
	
	

	Financial assets designated at fair value through income statement :
	
	
	
	

	Unquoted debt securities                 
	3,558
	(102)
	-
	(1,211)
	2,245

	Unquoted equity securities          
	74,282
	(8,580)
	-
	(21,726)
	43,976

	Managed Funds and portfolio
	33,675
	(5,535)
	-
	(1,291)
	26,849

	Financial assets available for sale 
	
	
	
	
	

	Unquoted equity securities
	16,805
	-
	-
	48
	16,853

	
	
	
	
	
	


The fair values of Level 3 financial instruments are determined using valuation techniques that are based on discounted cash flow model, price to book value or earnings model and recent arm’s length market transactions after discounting for subsequent lack of marketability by 15% to 50% (2010: 15% to 25%).
A change in assumptions used for valuing the Level 3 financial instruments, by possible using an alternative +-5% higher or lower liquidity and market discount could have resulted in increase or decrease in the profit or loss by KD 1,893 million (2010: KD 1.967 million) and the carrying value of financial assets designated at fair value through profit or loss by the same amount.
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