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Auditors' report 

To the shareholders of

International Financial Advisers – KSC (Closed)

Kuwait

We have audited the accompanying consolidated balance sheet of International Financial Advisers (A Kuwaiti Closed Shareholding Company) and its subsidiaries (the group) as at 31 December 2005, and the related consolidated statements of income, changes in equity and cash flows for the year then ended.  These consolidated financial statements are the responsibility of the group's management. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements present fairly, in all material respects, in accordance with the basis of presentation explained in note 2, the financial position of the group as at 31 December 2005, and the results of its operations and its cash flows for the year then ended in accordance with International Financial Reporting Standards as applied in the State of Kuwait..

We have also reviewed the translation of the consolidated financial statements into U.S. Dollars. In our opinion, the consolidated financial statements expressed in U.S. Dollars have been properly translated on the basis described in note 2. 

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

We further report that, during the course of our review, we have not become aware of any material violations of the provisions of Law No. 32 of 1968, as amended, concerning currency, the Central Bank of Kuwait and the organisation of banking business, and its related regulations.
Anwar Y. Al-Qatami, F.C.C.A.
Ali Abdul Rahman Al Hasawi
(Licence No. 50-A)
(Licence No. 30-A)

of Grant Thornton – Anwar Al-Qatami & Co. 
of BDO Burgan International Accountants
Consolidated statement of income 

	
	Notes
	
	Year ended 31 Dec. 2005
	
	Year ended 31 Dec. 2004

	
	
	
	USD’000
	
	USD’000

	
	
	
	
	
	

	Income
	
	
	
	
	

	Interest income
	
	
	3,188
	
	2,916

	Fees and commissions
	
	
	15,897
	
	17,594

	Net income from hoteliers and related services
	
	
	3,978
	
	2,730

	Dividend income
	
	
	1,979
	
	9,575

	Net gain from investments at fair value through statement of income
	6
	
	184,837
	
	58,527

	Gain on sale of investment properties
	
	
	6,142
	
	-

	Unrealised gain on investment properties
	12
	
	84,125
	
	199

	Gain on sale of investments available for sale
	
	
	-
	
	27,967

	Gain on sale of shares in subsidiaries
	3
	
	350,483
	
	-

	Share of profit of an associate
	
	
	5,678
	
	15,014

	Gain on sale of trading properties
	
	
	8,880
	
	7,982

	Loss on sale of shares in an associate
	13
	
	(3,180)
	
	-

	Other income
	
	
	4,610
	
	1,643

	Total income
	
	
	666,617
	
	144,147

	
	
	
	
	
	

	Expenses and other charges
	
	
	
	
	

	Interest expenses
	
	
	14,399
	
	10,377

	Staff cost and related expenses
	
	
	8,953
	
	6,452

	Other operating expenses
	
	
	20,308
	
	10,404

	Depreciation
	
	
	1,586
	
	1,495

	Amortisation of goodwill
	
	
	-
	
	17,850

	Loss on legal case
	17
	
	17,333
	
	-

	Total expenses and other charges
	
	
	62,579
	
	46,578

	Profit before KFAS, National Labour Support Tax, Directors’ remuneration and taxation on overseas subsidiaries
	
	
	604,038
	
	97,569

	Board of directors remuneration
	
	
	(342)
	
	(342)

	Taxation on overseas subsidiaries
	
	
	(2,102)
	
	(1,162)

	Contribution to KFAS
	
	
	(3,511)
	
	(662)

	National Labour Support Tax
	
	
	(8,444)
	
	(2,139)

	Profit for the year
	
	
	589,639
	
	93,264

	
	
	
	
	
	

	Attributable to :
	
	
	
	
	

	Shareholders of the parent company
	
	
	522,470
	
	93,037

	Minority interest
	
	
	67,169
	
	227

	Profit for the year
	
	
	589,639
	
	93,264

	
	
	
	
	
	

	EARNINGS PER SHARE OF THE PARENT COMPANY
	4
	
	1.79 USD
	
	0.31 USD


The notes set out on pages 7 to 27 form an integral part of these consolidated financial statements.

Consolidated balance sheet
	
	Notes
	
	31 Dec. 2005
	
	31 Dec. 2004

	
	
	
	USD’000
	
	USD’000

	Assets
	
	
	
	
	

	Cash and short term deposits
	5
	
	184,987
	
	87,505

	Investments at fair value through statement of income
	6
	
	504,196
	
	90,052

	Other assets
	7
	
	206,303
	
	29,237

	Loans receivable
	8
	
	4,406
	
	4,212

	Due from related parties
	9
	
	18,766
	
	2,160

	Investments available for sale
	10
	
	146,615
	
	56,874

	Trading properties
	11
	
	10,343
	
	13,575

	Investment properties
	12
	
	101,875
	
	15,154

	Investment in associated companies
	13
	
	4,749
	
	367,963

	Investment in unconsolidated subsidiaries
	14
	
	2,210
	
	21

	Goodwill
	
	
	365
	
	402

	Advances for purchase of properties
	15
	
	60,974
	
	14,885

	Property, plant and equipment
	16
	
	137,800
	
	75,819

	Total assets
	
	
	1,383,589
	
	757,859

	
	
	
	
	
	

	Liabilities and equity
	
	
	
	
	

	Liabilities
	
	
	
	
	

	Other liabilities
	17
	
	135,632
	
	47,889

	Due to related parties
	9
	
	25,962
	
	76,937

	Due to shareholders
	18
	
	567
	
	570

	Term loans from a related party
	19
	
	115,811
	
	124,510

	Bank loans
	20
	
	105,041
	
	87,329

	Advances received from customers
	21
	
	140,905
	
	109,999

	Total liabilities
	
	
	523,918
	
	447,234

	
	
	
	
	
	

	Equity
	
	
	
	
	

	Equity attributable to the shareholders of the parent company
	
	
	
	
	

	Share capital 
	22
	
	102,717
	
	82,169

	Share premium
	22
	
	41,004
	
	41,004

	Treasury shares
	22
	
	(106,399)
	
	(987)

	Statutory and voluntary reserve
	23
	
	154,535
	
	47,601

	Cumulative changes in fair value
	
	
	19,364
	
	23,307

	Treasury share profit reserve
	
	
	22,664
	
	1,393

	Foreign exchange translation reserve
	
	
	102
	
	(188)

	Retained earnings
	
	
	480,181
	
	97,522

	Total equity of the parent company shareholders
	
	
	714,168
	
	291,821

	Minority interest
	
	
	145,503
	
	18,804

	Total equity
	
	
	859,671
	
	310,625

	Total liabilities  and equity
	
	
	1,383,589
	
	757,859

	Fiduciary accounts
	24
	
	556,880
	
	262,629


	Jassem Mohammed Al-Bahar

Chairman and Managing Director
	
	Saleh Saleh Al-Selmi

Vice-Chairman and General Manager


The notes set out on pages 7 to 27 form an integral part of these consolidated financial statements.

Consolidated statement of changes in equity

	
	Equity attributable to shareholders of the parent company
	
	

	
	Share capital
	Share premium
	Treasury shares
	Statutory 

and 

voluntary

reserve
	Cumulative changes in fair value
	Treasury shares profit reserve
	Foreign exchange translation reserve
	Retained earnings
	Total
	Minority interest
	Total

	
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as at 31 December 2004
	82,169
	41,004
	(987)
	47,601
	23,307
	1,393
	(188)
	97,522
	291,821
	18,804
	310,625

	Purchase of treasury shares
	-
	-
	(150,959)
	-
	-
	-
	-
	-
	(150,959)
	-
	(150,959)

	Sale of treasury shares
	-
	-
	45,547
	-
	-
	-
	-
	-
	45,547
	-
	45,547

	Profit on sale of treasury shares
	-
	-
	-
	-
	-
	21,271
	-
	-
	21,271
	-
	21,271

	Reversal of changes in the group’s share in the fair value of investments of associate sold
	-
	-
	-
	-
	(7,393)
	-
	-
	-
	(7,393)
	-
	(7,393)

	Translation reserve
	-
	-
	-
	-
	-
	-
	290
	-
	290
	-
	290

	Income recognised directly in equity
	-
	-
	-
	-
	(7,393)
	21,271
	290
	-
	14,168
	-
	14,168

	Profit for the year
	-
	-
	-
	-
	-
	-
	-
	522,470
	522,470
	67,169
	589,639

	Transferred to reserves
	-
	-
	-
	106,934
	-
	-
	-
	(106,934)
	-
	-
	-

	Total recognised income for the year
	-
	-
	-
	106,934
	(7,393)
	21,271
	290
	415,536
	536,638
	67,169
	603,807

	Changes in fair values of available for sale investment
	-
	-
	-
	-
	3,450
	-
	-
	-
	3,450
	-
	3,450

	Bonus shares issued
	20,548
	-
	-
	-
	-
	-
	-
	(20,548)
	-
	-
	-

	Dividends paid
	-
	-
	-
	-
	-
	-
	-
	(12,329)
	(12,329)
	-
	(12,329)

	Changes in minority interest
	-
	-
	-
	-
	-
	-
	-
	-
	-
	59,530
	59,530

	Balance as at 31 December 2005
	102,717
	41,004
	(106,399)
	154,535
	19,364
	22,664
	102
	480,181
	714,168
	145,503
	859,671


Consolidated statement of changes in equity (continued)

	
	Equity attributable to shareholders of the parent company
	
	

	
	Share capital
	Share premium
	Treasury shares
	Statutory 

and 

voluntary

reserve
	Cumulative changes in fair value
	Treasury shares profit reserve
	Foreign exchange translation reserve
	Retained earnings
	Total
	Minority interest
	Total

	
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000
	USD’000

	
	
	
	
	
	
	
	
	
	
	
	

	Balance as at 31 December 2003
	51,370
	-
	(7,616)
	28,365
	24,880
	439
	(55)
	64,817
	162,200
	31,880
	194,080

	Purchase of treasury shares
	-
	-
	(24,589)
	-
	-
	-
	-
	-
	(24,589)
	-
	(24,589)

	Sale of treasury shares
	-
	-
	31,218
	-
	-
	-
	-
	-
	31,218
	-
	31,218

	Profit on sale of treasury shares
	-
	-
	-
	-
	-
	954
	-
	-
	954
	-
	954

	Transfer from sale of available for sale investments
	-
	-
	-
	-
	(18,700)
	-
	-
	-
	(18,700)
	-
	(18,700)

	Effect of restatement 
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(31,737)
	(31,737)

	Translation reserve
	-
	-
	-
	-
	-
	-
	(133)
	-
	(133)
	-
	(133)

	Income recognised directly in equity
	-
	-
	-
	-
	(18,700)
	954
	(133)
	-
	(17,879)
	(31,737)
	(49,616)

	Profit for the year
	-
	-
	-
	-
	-
	-
	-
	93,037
	93,037
	227
	93,264

	Total recognised income for the year
	-
	-
	-
	-
	(18,700)
	954
	(133)
	93,037
	75,158
	(31,510)
	43,648

	Bonus shares issued
	20,548
	-
	-
	-
	-
	-
	-
	(20,548)
	-
	-
	-

	Issue of share capital
	10,251
	-
	-
	-
	-
	-
	-
	-
	10,251
	-
	10,251

	Share premium
	-
	41,004
	-
	-
	-
	-
	-
	-
	41,004
	-
	41,004

	Dividends paid
	-
	-
	-
	-
	-
	-
	-
	(20,548)
	(20,548)
	-
	(20,548)

	Transferred to reserves
	-
	-
	-
	19,236
	-
	-
	-
	(19,236)
	-
	-
	-

	Changes in fair value of available for sale investment
	-
	-
	-
	-
	9,735
	-
	-
	-
	9,735
	-
	9,735

	Changes in fair value of available for sale investment in associate
	-
	-
	-
	-
	7,392
	-
	-
	-
	7,392
	-
	7,392

	Changes in minority interest
	-
	-
	-
	-
	-
	-
	-
	-
	-
	18,434
	18,434

	Balance as at 31 December 2004 (restated)
	82,169
	41,004
	(987)
	47,601
	23,307
	1,393
	(188)
	97,522
	291,821
	18,804
	310,625


The notes set out on pages 7 to 27 form an integer part of the consolidated financial statements.

Consolidated statement of cash flows

	
	Note
	
	Year ended 31 Dec. 

2005
	
	Year ended 31 Dec. 2004

	
	
	
	USD’000
	
	USD’000

	OPERATING ACTIVITIES
	
	
	
	
	

	Profit for the year
	
	
	522,470
	
	93,037

	Adjustments:
	
	
	-
	
	-

	Goodwill amortisation
	
	
	-
	
	17,850

	Unrealised gain on investment properties
	
	
	(84,125)
	
	-

	Gain on sale of investments available for sale
	
	
	-
	
	(27,967)

	Gain on sale of investment in a subsidiary
	
	
	(350,483)
	
	-

	Dividend income
	
	
	(1,979)
	
	(9,575)

	Interest income
	
	
	(3,188)
	
	(2,916)

	Interest expenses
	
	
	14,399
	
	10,377

	Depreciation
	
	
	1,586
	
	1,495

	Loss on sale of investment in associate
	
	
	3,180
	
	-

	Share of profit from associate
	
	
	(5,678)
	
	(15,014)

	Operating profit before changes in operating assets and liabilities
	
	
	96,182
	
	67,287

	Changes in operating assets and liabilities: 
	
	
	
	
	

	Investments at fair value through statement of income
	
	
	(414,144)
	
	108,730

	Other assets
	
	
	(25,458)
	
	(4,038)

	Loans receivable
	
	
	(194)
	
	2,410

	Due from related parties
	
	
	(16,606)
	
	(1,296)

	Advances received from customers
	
	
	30,906
	
	89,162

	Goodwill
	
	
	37
	
	-

	Trading properties
	
	
	3,232
	
	(2,305)

	Other liabilities
	
	
	87,743
	
	30,414

	Due to related parties
	
	
	74,878
	
	58,706

	Cash (used in)/from operations
	
	
	(163,424)
	
	349,070

	Dividend income received
	
	
	1,979
	
	9,575

	Interest income received
	
	
	3,188
	
	2,916

	Interest paid
	
	
	(14,399)
	
	(10,377)

	Net cash (used in)/from operating activities
	
	
	(172,656)
	
	351,184

	
	
	
	
	
	

	INVESTING ACTIVITIES
	
	
	
	
	

	Proceeds from sale of share in subsidiary
	
	
	131,203
	
	177

	Investment in associates
	
	
	365,713
	
	(358,908)

	Advances for purchase of properties
	
	
	(46,089)
	
	6,753

	Net purchase of property, plant and equipment
	
	
	(49,400)
	
	(58,487)

	Proceeds from sale of investments available for sale
	
	
	-
	
	134,739

	Purchase of investment properties
	
	
	(16,764)
	
	(1,662)

	Purchase of investment available for sale
	
	
	(105,004)
	
	(12,785)

	Acquisition of subsidiary
	
	
	(2,188)
	
	(13,417)

	Restricted short term murabaha
	
	
	-
	
	(5,741)

	Net cash from/(used in) investing activities
	
	
	277,471
	
	(309,331)

	
	
	
	
	
	

	FINANCING ACTIVITIES
	
	
	
	
	

	Proceeds from issues of share capital
	
	
	-
	
	51,255

	Term loan from a related party
	
	
	(8,699)
	
	(31,193)

	Loan obtained from bank
	
	
	17,712
	
	-

	Minority interest
	
	
	79,837
	
	2,387

	Due to shareholders
	
	
	(3)
	
	3,570

	Dividends paid
	
	
	(12,329)
	
	(20,548)

	Purchase of treasury shares
	
	
	(150,959)
	
	(24,589)

	Proceeds from sale of treasury shares
	
	
	66,818
	
	32,172

	Translation reserve
	
	
	290
	
	(133)

	Net cash (used in)/from financing activities
	
	
	(7,333)
	
	12,921

	Net increase in cash and cash equivalents
	
	
	97,482
	
	54,774

	Cash and cash equivalents at beginning of the year
	
	
	87,505
	
	26,990

	Cash and cash equivalents at end of the year
	5
	
	184,987
	
	81,764


The notes set out on pages 7 to 27 form an integral part of these consolidated financial statements.

Consolidated notes to the financial statements

31 December 2005 

1 Incorporation and activities

International Financial Advisors – KSC (Closed) (“the parent company”) is a Kuwaiti closed shareholding company incorporated on 31 January 1974 under the Commercial Companies Law No. 15 of 1960 and amendments thereto. The parent company is regulated by the Central Bank of Kuwait as an investment company. The address of the parent company’s registered office is PO Box 4694, Safat 13047, State of Kuwait.
The parent company is principally engaged in providing financial advisory services, trading in local and international securities, borrowing, lending, issuing guarantees, managing investment funds and portfolio management and trading in future contracts.
Details of subsidiary companies are included in Note 14.
The consolidated financial statements were authorised for issue by the board of directors on ……………. and they are subject to the approval of the general assembly of shareholders.

2 Significant accounting policies

The significant accounting policies adopted in the preparation of the consolidated financial statements are set out below: 

Basis of preparation 

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

The consolidated financial statements are prepared under the historical cost convention modified to include the measurement at fair value of investments carried at fair value through statement of income, available for sale and investment properties.
The consolidated financial statements have been presented in Kuwaiti Dinars.
In 2003 and 2004, International Accounting Standards Board (IASB) issued a series of new International Financial Reporting Standards (IFRS) and revised International Accounting Standards (IAS).  The new IFRS and revised IAS became effective for periods beginning 1 January 2005.  All new IFRS and revised IAS have been adopted by the group but have either no impact or insignificant impact on these consolidated financial statements.  The principal effects are:

3 Significant accounting policies (continued)

Basis of translation

The United States Dollar amounts in the consolidated financial statements including prior period comparatives have been translated at a rate of KD0.292 per U.S. Dollars which represents the mid market rate at 31 December 2005.

Investments at fair value through statement of income

All investments previously classified as “held for trading” have been reclassified as “investments at fair value through statement of income”.  The adoption of the revised IAS 39 has not resulted in any adjustment of the previously reported amounts. The carrying amount of held for trading investments reclassified as “investments at fair value through statement of income” as at 31 December 2004 were USD26,295,132.

Investment classified as “investment at fair value through statement of income” upon initial recognition are remeasured at fair value with all changes in fair value being recorded in the consolidated statement of income.

IAS 1

IAS 1 (amended 2004) has affected the presentation and disclosure of the consolidated balance sheet, statement of income and changes in shareholders’ equity.  The comparative figures have been restated to conform to current year’s presentation.

The accounting policies are consistent with those used in the previous year.
Basis of consolidation
The consolidated financial statements comprise the financial statements of the parent company and its subsidiaries as of 31 December each year.
Subsidiaries are those enterprises controlled by the parent company. Control exists when the parent company has the power, directly or indirectly, to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities. The financial statements of subsidiaries, other than those that are held with a view to disposal in the near future and subsidiaries that are considered not material are included in the consolidated financial statements from the date that control effectively commences until the date that control effectively ceases.
The financial statements of the subsidiaries are consolidated on a line-by-line basis by adding together like items of assets, liabilities, income and expenses. Any significant intra-group balances and transactions, and any unrealised gains arising from intra-group transactions, are eliminated in preparing the consolidated financial statements.  The financial statements of subsidiaries are prepared for the same reporting year as the parent company, using consistent accounting policies.  Adjustments are made to bring into line any dissimilar accounting policies that may exist.   
Revenue recognition
Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the buyer and the amount of revenue can be measured reliably.
Revenue from hoteliers and related services is recognised when the services are rendered.

Interest income is recognised in the income statement as it accrues, taking into account the effective yield of the asset or an applicable floating rate.
Fees and commissions income is recognised when earned. 
Dividends income is recognised at the date when the right to receive payment is established.

2
Significant accounting policies (continued)

Cash and cash equivalent

Cash and cash equivalent as stated in the statement of cash flow comprise cash and short term deposits maturing within three months. 

Investments

Investments that are acquired principally for the purpose of generating a profit from short-term fluctuations in prices are classified as investments at fair value through statement of income. Investments at fair value through statement of income are measured initially at cost, including transaction costs and subsequently stated at fair value with any resultant gain or loss recognised in the consolidated statement of income.

Investment which are not held for trading are classified as available for sale investment. Available for sale investment are initially recorded at cost excluding cost of acquisition and then revalued to fair value and the resultant change in fair value is taken to equity.  Any impairment in fair value is taken to the consolidated statement of income. Investments for which fair value cannot be determined are stated at cost less provision for impairment.

Trading properties

Trading properties are stated at the lower of cost and net realisable value.  Costs are those expenses incurred in bringing each property to its present condition including identifiable finance cost.  Net realisable value is based on estimated selling price less any further costs expected to be incurred on completion and disposal.

Investment properties
Investment properties are initially recorded at cost being its purchase price and any directly attributable acquisition cost. Subsequent to initial recognition investment properties are remeasured at fair value. Gain or loss arising from a change in fair value of investment properties are included in the consolidated statement of income in the year in which they arise.
Investment properties are derecognised when they have either been disposed of or when the investment property is permanently withdrawn from use and no future benefit is expected from its disposal. Any gains or losses on the derecognition of an investment property are recognised in the consolidated statement of income in the year of derecoginition.

Investment in associates
Associates are enterprise in which the group exerts significant influence including a holding of 20% to 50% of the voting power of the investee company. The consolidated financial statements include the group’s share of the associates results using the equity method of accounting based on the latest audited financial statements.

Under the equity method of accounting, the initial investment is recorded at cost and the carrying amount is increased or decreased to recognise the group’s share of profit or loss and other changes in the equity of the associated company. Distributions received from the associated company reduce the carrying amount of the investment. 
An assessment of the investment in associated company is performed when there is an indication that the asset has been impaired or the impairment losses recognised in prior years no longer exist.
Interest in Joint Ventures

The Group’s interest in its joint venture of subsidiary companies is accounted for by proportionate consolidation, which involves recognising a proportionate share of the joint venture’s assets, liabilities, income and expenses with similar items in the consolidated financial statements on a line-by-line basis.

2
Significant accounting policies (continued)

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and any impairment in value. Lands are not depreciated.

Depreciation is calculated on a straight-line basis over the estimated useful lives as follows:

Freehold buildings
50 years

Building on leasehold land
over the term of lease

Plant and equipment
5 – 7 years

Furniture and fixtures
5 – 10 years

Motor vehicles
4 -5 years

Yacht
10 years
The carrying values of Property, plant 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. 

Term loans
Term loans are carried on the balance sheet date at their principal amount. Interest is charged as an expense as it accrues, with unpaid amounts included in other liabilities and due to related parties.
Provisions
A provision (other than the provision for investments and loans receivables) is recognised in the balance sheet when the group has a legal or constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation.  If the effect is material, provisions are determined by discounting the expected future cash flows that reflects current market assessments for such liabilities.
Employees’ end of service benefits
Provision is made for employees’ end of service indemnity in accordance with the applicable Labour Laws based on employees’ salaries and accumulated periods of service or on the basis of employment contracts, where such contracts provide extra benefits.  The provision which is unfunded, is determined as the amount payable to employees as a result of involuntary termination of employment as of the balance sheet date.
Foreign currencies
Foreign currency transactions are recorded in Kuwaiti Dinars at the rate of exchange ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into Kuwaiti Dinars at the rate of exchange prevailing on the balance sheet date.  Resulting gains or losses on exchange are recorded as part of the results for the year.

Non-monetary assets and liabilities denominated in foreign currency, which are stated at historical cost or amortised cost are recorded at the exchange rate ruling at the date of transaction.  Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are translated to Kuwaiti Dinars at the foreign exchange rates ruling at the dates that the values were determined.  
Assets and liabilities of foreign subsidiaries are translated at the exchange rate prevailing at the balance sheet date.  Income statement is translated at average rate of exchange for the year. The resulting exchange differences are taken directly to a separate component of shareholders’ equity (foreign currency translation reserve) until the disposal of the subsidiaries.

2
Significant accounting policies (continued)

Impairment and uncollectability of financial assets

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

In addition, in accordance with the Central Bank of Kuwait instructions, a minimum general provision of 2% on all credit facilities and loans net of certain restricted categories of collateral, and not subject to specific provision, is provided.

The provision for impairment of loans and advances also covers losses where there is objective evidence that probable losses are present in components of the loans and advances portfolio at the balance sheet date.  These have been estimated based on historical patterns of losses in each component, the credit ratings allocated to the borrowers and reflecting the current economic climate in which the borrowers operate.

Recognition and derecognition of financial assets and liabilities

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

Trade and settlement date accounting

All ‘regular way’ purchases and sales of financial assets are recognised on the trade date i.e. the date that the entity commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets within the time frame generally established by regulation or convention in the market place. 
Treasury shares
The parent company’s own shares are accounted for as treasury shares and are stated at cost.  When the treasury shares are sold, gains are credited to a separate account in equity  under “treasury shares profit reserve” which is non distributable. Any realised losses are charged to the same account to the extent of the credit balance on that account. Any excess losses are charged to retained earnings then reserves. Gains realised subsequently on the sale of treasury shares are first used to offset any previously recorded losses in the order of reserves, retained earnings and the treasury shares reserve account. No cash dividends are distributed on these shares. The issue of bonus shares increases the number of treasury shares proportionately and reduces the average cost per share without affecting the total cost of treasury shares.
Use of estimates
The preparation of the consolidated financial statements requires management to make estimates and assumptions that affect the reported amount of financial assets and liabilities at the date of the consolidated financial statements.  The use of estimates is principally limited to the determination of fair valuation of unquoted investments and investment properties.
Fair values
For financial instruments traded in organised financial markets, fair value is determined by reference to quoted market prices. Bid prices are used for assets and offer prices are used for liabilities. 

For unquoted financial instruments fair value is determined by reference to the market value of a similar investment, on the expected discounted cash flows other appropriate valuation models or brokers’ quotes.
4 Significant accounting policies (continued)

Fiduciary assets

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

5 Gain on sale of investment in subsidiaries
During the year, the group sold part of its investments in Markets and Marketing Services – KSC (Closed) to bring its share in this investment from 53.025% to 19.025%. As a result of this sale, the group lost its significant influence and control over this investee company. Accordingly, the group reclassified this investment as available for sale. The group recognised a profit on this sale amounting to USD 1,488,538.
In December 2005, the group sold 45% of its subsidiary company IFA Hotels & Resorts – KSC (Closed) shares for a total amount of USD 520,828,082. The group recognised a profit on this sale amounting to USD 348,994,651. Net receivable outstanding as of 31 December 2005 was USD 145,253,949 included under other assets – accounts receivables(note 7). Subsequent to the balance sheet date, the group collected an amount of USD 20,847,178 and converted an amount of USD 113,007,493 to margin loans in accordance with the respective agreements with customers, out of the total outstanding receivable balance. 
6 Earnings per share

Earning per share is calculated by dividing the net profit for the year attributable to the parent company, by the weighted average number of shares outstanding of the parent company during the year after deducting treasury shares as follows:
	
	2005
	
	2004

	
	
	
	

	Profit for the year attributable to the parent company (USD ‘000)
	522,470
	
	93,037

	
	
	
	

	Weighted average number of shares issued (excluding treasury share) (shares)
	291,998,746
	
	299,237,401

	
	
	
	

	Earnings per share (USD per share)
	1.79
	
	0.31


The weighted average number of shares was calculated for the year after due consideration to bonus shares. 
7 Cash and cash equivalent

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Bank balances and cash
	41,475
	
	28,826

	Fixed deposit
	143,512
	
	52,938

	Restricted short term murabaha
	-
	
	5,741

	Cash and cash equivalents in the consolidated balance sheet
	184,987
	
	87,505

	Less: restricted short term murabaha
	-
	
	(5,741)

	Cash and cash equivalents in the consolidated statement of cash flows
	184,987
	
	81,764


8 Investments at fair value through statement of income
	
	2005
	
	2004

	Held for trading:
	USD ‘000
	
	USD ’000

	Local
	
	
	

	Quoted shares
	494,707
	
	79,336

	Unquoted shares
	6,267
	
	7,232

	
	500,974
	
	86,568

	
	
	
	

	Foreign
	
	
	

	Quoted shares
	2,222
	
	2,475

	Unquoted shares
	1,000
	
	1,009

	
	3,222
	
	3,484

	Total
	504,196
	
	90,052


The fair value of investments in unquoted shares (local and foreign) has been determined using valuation techniques that are not based on observable market prices or rates.

The amounts included in the statement of income are: 

	
	Year ended 31 Dec.
 2005
	
	Year ended 31 Dec. 2004

	
	USD ‘000
	
	USD ’000

	
	
	
	

	Realised gain
	82,983
	
	43,583

	Unrealised gain
	101,854
	
	14,944

	
	184,837
	
	58,527


9 Other assets

	
	
	
	2005
	
	2004

	
	
	
	USD ‘000
	
	USD ‘000

	
	
	
	
	
	

	Receivables on forward/future contacts
	
	
	6,840
	
	9,891

	Real estate trade receivables
	
	
	28,826
	
	8,098

	Deposits and prepayments
	
	
	3,962
	
	2,872

	Deferred expenses
	
	
	3,314
	
	1,332

	Others
	
	
	18,107
	
	7,044

	Accounts receivable (note 3)
	
	
	145,254
	
	-

	
	
	
	206,303
	
	29,237


10 Loans receivable

	
	2005
	
	Effective interest rate
	
	2004
	
	Effective interest rate

	
	USD ‘000
	
	
	
	USD ‘000
	
	

	
	
	
	
	
	
	
	

	Consumer
	187
	
	6%
	
	187
	
	6%

	Real estate
	4,026
	
	6% - 10%
	
	3,817
	
	6% - 10%

	Margin loans
	8,736
	
	6% - 10%
	
	8,783
	
	6% - 10%

	Rescheduled
	4
	
	7% - 11%
	
	4
	
	7% - 11%

	
	12,953
	
	
	
	12,791
	
	

	Provisions
	(8,547)
	
	
	
	(8,579)
	
	

	
	4,406
	
	
	
	4,212
	
	


The movement in provisions is as follows:

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Balance at 1 January
	8,579
	
	8,573

	Foreign currency exchange movement
	(32)
	
	6

	Balance at 31 December
	8,547
	
	8,579


11 Loans receivable (continued)
The group, based on its own decision, did not sell its loans portfolio to the Central Bank of Kuwait under the provisions of Decree No. 32 of 1992 and related amendments. On the instruction of the Central Bank of Kuwait, the group gave written undertakings to reschedule these loans to customers on the same terms as if loans had been sold to the Central Bank of Kuwait under that Decree. The group has obtained an official opinion from the legal department of the Central Bank of Kuwait that margin loans which are included in the loans portfolio are not subject to the provisions of Law 41 of 1993.
Without any responsibility on the Central Bank of Kuwait towards third parties, the parent company’s board of directors decided at its meeting No. 5/94 held on 21 and 25 June 1994 not to implement the provisions of Law No. 41 of 1993 and related amendments on any loans to customers.  Law 41 of 1993, as amended, relates to the purchase of debts existing at 1 August 1990 by the Government of Kuwait.
The policy of the parent company for the calculation of the impairment provision for loans receivable complies in all material respect with the provision requirements of the Central Bank of Kuwait.
12 Due from/to related parties

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	Due from related parties
	
	
	

	United Investment  Company, Portugal
	7,283
	
	310

	International Investment Projects Co. – KSC (Closed)
	-
	
	49

	Al-Bab Trading Company – WLL 
	138
	
	-

	Kuwait International Investment Co. - SAK
	26
	
	27

	Istithmar P.S.C. – Dubai 
	-
	
	1,438

	Kuwait Real Estate Company – KSC 
	7,199
	
	-

	Kuwait Invest Holding Company – KSC (Closed)
	515
	
	-

	Jeezan Real estate Company – KSC (Closed)
	2
	
	-

	Others
	3,603
	
	336

	
	18,766
	
	2,160

	
	
	
	

	Due to related parties
	
	
	

	Masader Al-Ofoq General Trading and Contracting Co. – WLL 
	-
	
	20,089

	Mawared Al-Ofoq General Trading and Contracting Co. – WLL 
	-
	
	35,536

	International Finance Company – KSC (Closed)
	392
	
	726

	Kuwait Real Estate Company – KSC
	-
	
	11,666

	Al-Bab Trading Company – WLL
	-
	
	8,595

	International Resort Company – KSC (Closed)
	8
	
	325

	International Investment Projects Co. – KSC (Closed) 
	23
	
	-

	Offset General and Trading Co. – WLL 
	23,367
	
	-

	Al-Deera Holding Company – KSC (Closed)
	1,827
	
	-

	Kuwait Invest Holding Company – KSC (Closed)
	2
	
	-

	Istithmar P.S.C. – Dubai
	343
	
	-

	
	25,962
	
	76,937


Amount due from / to related parties are recoverable / payable on demand and do not carry any interest. Nature of transactions with related parties is explained in Note 33.
Balances due to Masader Al-Oroq General Trading & Contracting Company – WLL and Mawared Al-Ofoq General Trading & Contracting Company – WLL with a total balance during the year of USD 76,858,158 (2004: USD 55,625,281) were settled against the sale of 17,263,525 shares in IFA Hotels & Resorts Company KSC - (Closed), a subsidiary of the group that resulted in profits for the group amounting to USD 68,493,151.
The parent company acquired the investment in Palm project UAE, which is relating to certain related companies who are participating in the Palm projects – UAE for shares in IFA Hotels & Resorts KSC (Closed) (wholly owned subsidiary) on arms length basis at fair value of properties acquired. 

13 Investment available for sale

The investment available for sale comprise of :
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Quoted shares
	16,972
	
	19,322

	Unquoted shares
	129,643
	
	37,552

	
	146,615
	
	56,874


Unquoted investments include USD 83,833,079 (2004: USD 15,012,274) that are carried at cost as at the balance sheet date due to unavailability of reliable sources to determine their fair value, out of which USD 49,198,651 (2004: USD 12,784,702) has been purchased during the year.  Management is not aware of any circumstances that would indicate any impairment in the value of these investments on the balance sheet date.
14 Trading properties

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Opening balance
	13,575
	
	11,270

	Addition during the year
	6,187
	
	11,372

	Sold during the year
	(9,419)
	
	(9,067)

	
	10,343
	
	13,575


Trading properties are plots of lands purchased in South Africa for trading purposes and comprises land at cost and development expenditure attributable to unsold properties.
15 Investment properties

Investment properties represents the following::
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Lands in Lebanon
	-
	
	12,911

	Lands in South Africa
	937
	
	690

	Properties in the United Arab Emirates
	100,099
	
	714

	Properties in Kuwait
	839
	
	839

	
	101,875
	
	15,154


Investment properties include an investment in free hold lands in the Palm Project, Dubai (UAE) acquired by one of the subsidiary companies of a subsidiary to the parent company. 
The fair market value of these lands based on valuation performed by an independent property appraiser licensed by the authorities in the UAE, as at 30 June 2005 amounted to USD 99,785,318 (AED366,507,088). The resulting unrealized gain of USD 83,154,110 (AED305,421,555) has been taken to the consolidated statement of income as an unrealised gain on investment properties. No valuation was made at year end as the fiscal year of the subsidiary company owning this property is 30 June of every year. 
During 2004, management of IFA Hotels & Resorts SAL (Holding), Lebanon has contracted an architectural design office to develop a master plan and a concept design for the development of El Abadieh Hills project. During 2005, a change in use of the investment property of Lebanon has taken place as the management has demonstrated the commencement of development with a view to sale and received reservation deposits. Accordingly this balance has been reclassified to property, plant and equipment (Note 16).
16 Investment in associated companies
Details of associates are as follows:
	Name and particulars of the company
	Interest in equity
	
	2005
	
	2004

	
	
	
	USD ‘000
	
	USD ‘000

	Bank of  Kuwait and Middle East K.S.C. (Closed)  (Registered in Kuwait and its principal activity is providing banking services).
	-
	
	-
	
	363,214

	Addax Bank (BSC)  (Registered in Bahrain and its principal activity is providing  banking services)
	40%
	
	4,749
	
	4,749

	
	
	
	4,749
	
	367,963


On 6 June 2005, the group entered into a sale transaction with a third party, whereby the group and other related parties sold their entire shareholdings of 25% in Bank of Kuwait and Middle East to that third party. As a result of this sale, the group incurred a net loss of USD 3,179,603 which has been recognised during the year in the consolidated statement of income. 
17 Investment in subsidiaries and interest in joint ventures of subsidiary companies
Following is a list of subsidiary companies acquired and incorporated by the parent company.
	
	Principal activities
	
	Place of

incorporation
	
	Effective ownership %


2005
2004

	Unconsolidated Subsidiaries (a)
	
	
	
	
	
	

	IFA Lebanon
	Hotel operations 
	
	Lebanon
	
	100
	100

	IFA Hotels and Resorts – Jebel Ali Freezone
	Hotel operations
	
	Dubai
	
	100
	-

	
	
	
	
	
	
	

	Consolidated subsidiaries
	
	
	
	
	
	

	Seven Seas Resorts Company – KSC (Closed)
	Managing real estate properties and hotels
	
	Kuwait
	
	54.29
	54.29

	IFA Hotels and Resorts – KSC (Closed) *
	Developing, managing and marketing for hotels and resorts
	
	Kuwait
	
	55
	100

	Gulf Real Estate Co. (Emad Hmoud Al-Barjas) WLL.
	Investment in real estate properties and equities
	
	Kuwait
	
	37
	100   

	Offset Consulting and Hotel Projects Management Company
	Hotel operations 
	
	Kuwait
	
	100
	-


*    The following companies are subsidiaries of IFA Hotels and Resorts – KSC (Closed) 
	IFA Hotels and Resorts – (SAL) Holdings
	Hotel operations
	
	Lebanon
	
	51
	51

	IFA Hotels and Resorts FZ – LLC (see note below)
	Marketing and sale of properties, property development and management
	
	UAE
	
	100
	100

	IFA Hotels and Resort (South Africa) Pty Ltd.
	Development properties
	
	South Africa
	
	100
	100

	IFA Zimbali Hotels and Resort (Pty) Ltd.
	Hotel operations
	
	South Africa
	
	100
	100

	IFA Hotels and Resort (Zanzibar) Ltd.
	Hotel operations
	
	South Africa
	
	100
	100

	IFA Zimbali Lodge (Proprietary) Ltd.
	Hotel operations
	
	South Africa
	
	100
	100

	Ocean Leisure Company Limited
	Hotel operations
	
	Tanzania
	
	100
	100


The following companies are joint ventures of IFA Hotels and Resorts – KSC  (Closed) and have been consolidated on a proportionate consolidation basis.
	Moreland/IFA Resort Development
	Property development
	
	South Africa
	
	50
	50

	Zimbali Estates (Pty) Ltd
	Selling developed properties
	
	South Africa
	
	50
	50


The followings companies are wholly owned subsidiaries of IFA Hotels 
and Resorts FZ – LLC  
	The Palm Residence FZ – LLC
	Marketing and sale of properties
	
	UAE
	
	100
	100

	The Palm Residence Club FZ – LLC
	Residential club operations
	
	UAE
	
	100
	100

	The Palm Hotel and Resort FZ – LLC
	Hotel operations 
	
	UAE
	
	100
	100

	The Palm Vacation Club FZ – LLC
	Vacation club and time share
	
	UAE
	
	100
	100


The following companies are joint ventures of IFA Hotels and Resorts  FZ – LLC and have been consolidated on a proportionate consolidate basis.

	Souq Residence FZ – LLC
	Design, development, marketing and sale of residential properties
	
	UAE
	
	50
	50

	Souq Palm FZ –LLC
	Design, development, marketing and sale of commercial properties
	
	UAE
	
	50
	50


(a)
Unconsolidated subsidiaries comprise of the above mentioned companies which have been stated at cost in the consolidated balance sheet, USD 20,795  for IFA – Lebanon and USD 2,189,027 for IFA Hotels and Resorts –Jebel Ali (established at the end of the year) (2004: USD 20,795 for IFA – Lebanon only).

18 Advances for purchase of properties
Advances for purchase of properties have been paid for the following properties:

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Properties in Palm Jumeirah, UAE
	4,847
	
	11,171

	Land in Dubai International Financial Centre, UAE
	1,934
	
	1,952

	Plots of land in Jumeirah Lake Towers, UAE
	4,269
	
	1,762

	Land in Kuwait
	49,924
	
	-

	
	60,974
	
	14,885


Land in Kuwait represents advance payment made for purchase of land by one of the subsidiary company of the group. The title deed of the above land will be transferred to the subsidiary company at the final settlement and after completion of legal procedures. 
19 Property, plant and equipment
	
	Lands for development
	Buildings on freehold land
	Building on leasehold 

land
	Plant and equipment
	Furniture and fixture
	Motor 

vehicles
	Yacht
	Capital work in progress
	Total

	
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000
	USD ‘000

	Cost
	
	
	
	
	
	
	
	
	

	At 1 January 2005
	54,183
	9,956
	2,422
	2,305
	1,820
	529
	4,464
	2,826
	78,505

	Additions
	35,794
	-
	732
	612
	828
	147
	5,376
	11,849
	55,338

	Disposal of subsidiary
	-
	-
	-
	-
	(210)
	-
	-
	(2,068)
	(2,278)

	Reclassification
	-
	-
	-
	-
	-
	-
	-
	14,167
	14,167

	Disposal
	-
	-
	-
	(46)
	(2)
	-
	(2,775)
	-
	(2,823)

	Foreign exchange adjustment
	95
	(1,450)
	(237)
	128
	228
	(102)
	-
	(7)
	(1,345)

	At 31 December 2005
	90,072
	8,506
	2,917
	2,999
	2,664
	574
	7,065
	26,767
	141,564

	
	
	
	
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	
	
	
	

	At 1 January 2005
	-
	139
	93
	1,516
	296
	196
	446
	-
	2,686

	Charge for the year
	-
	287
	73
	391
	495
	125
	214
	-
	1,585

	Relating to disposal of subsidiary
	-
	-
	-
	-
	(166)
	-
	-
	-
	(166)

	Relating to disposal
	-
	-
	-
	(23)
	(1)
	-
	(356)
	-
	(380)

	Foreign exchange adjustment
	-
	4
	(17)
	(390)
	310
	(74)
	206
	-
	39

	At 31 December 2005
	-
	430
	149
	1,494
	934
	247
	510
	-
	3,764

	
	
	
	
	
	
	
	
	
	

	Net carrying amount
	
	
	
	
	
	
	
	
	

	At 31 December 2005
	90,072
	8,076
	2,768
	1,505
	1,730
	327
	6,555
	26,767
	137,800

	
	
	
	
	
	
	
	
	
	

	At 31 December 2004
	54,183
	9,817
	2,329
	789
	1,524
	333
	4,018
	2,826
	75,819


Building on leasehold land comprise a hotel known as the Zanzibar Beach hotels and Resorts leased to Ocean Leisure Company Limited. These buildings have been constructed on land leased from the Zanzibar Revolutionary Government. The lease commenced on 2 November 2000 for an initial lease term of 33 years.

Lands for development includes USD 82,982,503 which represent the cost of three plots of land on Palm Jumeirah in Dubai.  The group intends to construct a five star hotel on one of the plots and two luxury apartment buildings on two plots to be used as time share apartments. 
Capital work in progress represents design and architectural fees relating to the five star hotel and luxury apartment buildings noted above.

An amount of USD 14,167,288 included in the capital work in progress represents the value of El-Abadieh Hills Project which was reclassified from investment properties during the year (Note 12).

20 Other liabilities

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Interest payable
	14,602
	
	12,833

	Dividend payable
	1,767
	
	-

	Payable for purchase of investments 
	-
	
	10,865

	Payable on purchase of land
	51,554
	
	6,499

	Staff accruals
	8,689
	
	2,797

	Directors remuneration
	342
	
	342

	Kuwait Clearing Company payable
	905
	
	2,137

	Kuwait Foundation for the Advancement of Science (KFAS)
	4,077
	
	1,426

	National Labour Support Tax
	12,508
	
	4,064

	Other payables
	41,188
	
	6,926

	
	135,632
	
	47,889


Other payables include an amount of USD17,333,068 (AED63,464,048) provision for the loss of legal case in Ajman (United Arab Emirates) against the parent company and others.  A decision was issued on 25 January 2006 by the appeal court in favour of the third party and accordingly a provision has been made in the consolidated financial statements for the ruled amount plus interest (Note 27).
21 Due to shareholders

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	For capital reduction
	567
	
	570


22 Term loans from a related party

	Interest rate
	Maturity
	
	2005
	
	2004

	
	
	
	USD ‘000
	
	USD ‘000

	
	
	
	
	
	

	a) 2% over KIBOR
	December 2007
	
	88,140
	
	88,140

	b) 2% over KIBOR
	March 2008
	
	27,671
	
	27,671

	c) 3.5% over CBK discount rate
	
	
	-
	
	8,699

	
	
	
	115,811
	
	124,510


No interest is payable for the first 12 months for term loans (a) and (b) above and these loans are unsecured. 
23 Bank borrowings

The group has the following bank facilities as at the balance sheet date:

	
	Facilities limit

	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	- Term loan and facilities – Kuwait
	87,500
	
	87,329

	- Term loan – Dubai
	17,541
	
	-

	
	105,041
	
	87,329


Term loan – Kuwait represents loan obtained from Arab Banking Corporation (B.S.C.) with a total value of USD 87,500,000 during the year. The purpose of the facility is to repay the group’s indebtness to another local bank in Kuwait. Interest charged on above facility was 1.5% + LIBOR per year. This loan has been secured by an irrevocable letter of guarantee or a standby letter of credit (SBLC) issued by the other local bank in Kuwait. 
Term loan – Dubai has been granted by Tamweel (L.L.C.) according to the finance agreement made on 17 May 2005 with a view to develop the property and improvements known as The Palm Golden Mile which are to be located at The Palm, Jumeirah, Dubai. Facility is carrying an interest rate of 4% plus one month LIBOR. The loan is secured against the mortgage of these properties and due for repayment within a period of 8 years.
24 Advances received from customers

These balances represents amounts collected from customers in advance on the sale of residential flats currently under construction by the group.
25 Share capital

Share capital

The authorised share capital as at 31 December 2005 comprised of 300,000,000 share of USD 0.343 each, of which issued and fully paid is 299,932,652 shares (2004: 240,000,000 shares of USD 0.343 each).
Share premium

Additional share capital of USD 10,273,973 at premium of 1.37 USD per share equivalent to USD 41,095,890 was issued during the year 2004 by issue of 20% stock rights to existing shareholders after approval in the Annual General Meeting held on 14 June 2004. Only USD 10,250,908 were subscribed for in this new issue. 
Treasury shares
As at 31 December 2005 the parent company held 18,552,664 (2004: 537,037) of its own shares, equivalent to 6.18% of the total issued share capital at that date. The market value of these shares at the balance sheet date was USD 174,090,065 (2004: USD 2,648,401).  

Issue of bonus shares

The shareholders have approved in their general assembly held on 4 June 2005 to distribute bonus shares at the rate of 25% of the paid-up capital, equivalent to USD 20,547,945 or 60,000,000 shares at USD0.343 per share for the year ended 31 December 2004. (During 2004 approved the distribution at the rate of 40% or USD 20,547,945 for 60,000,000 shares for the year ended 31 December 2003).
26 Statutory and Voluntary reserves

In accordance with the Commercial Companies Law and the parent company's Articles of Association, 10% of the profit for the year before contribution to KFAS, National Labour Support tax and directors fees has been transferred to statutory reserve.  The parent company may resolve to discontinue such annual transfers when the reserve totals 50% of the paid up share capital.  

Distribution of the reserve is limited to the amount required to enable the payment of a dividend of 5% of paid up share capital to be made in years when accumulated profits are not sufficient for the payment of a dividend of that amount.
The parent company’s articles of association requires that 10% of the profit for the year before contribution to KFAS, National Labour Support tax and directors fees should be transferred to a voluntary reserve, and no transfer is required in a year when losses are made.
27 Fiduciary accounts

These accounts include term deposit with the total amount of USD 556,879,695 (2004: USD 262,629,048) which are held by the group on behalf of its customers as margin guarantees against customer liabilities for trading related activities.
28 Proposed dividends

Subsequent to the balance sheet date, the directors have proposed a cash dividend of ………USD per share and bonus shares of ………………% of paid up share capital amounting to USD…………. which is subject to the approval of the shareholders at the annual general meeting.  

During 2005, cash dividends of 5.14 cents (2004: 13.7 cents) per share totalling USD 12,328,767 (2004: USD20,547,945) and bonus shares of 25% (2004: 40%) of paid up capital for the year ended 31 December 2004 were approved at the annual general meeting on 4 June 2005 and were paid in 2005 following that approval.  
29 Maturity analysis of assets and liabilities

The company’s maturity profile set out below is based on the remaining period at the balance sheet date to the contractual maturity date. In the case of financial instruments that do not have a contractual maturity date, the maturity is based on management’s estimate of time period in which the asset will be collected or disposed and the liability settled.
	
	Less than one month
	
	From one month to one year
	
	Over one year
	
	Total

	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000

	At 31 December 2005
	
	
	
	
	
	
	

	Assets
	
	
	
	
	
	
	

	Cash and short-term deposits
	184,987
	
	-
	
	-
	
	184,987

	Investment at fair value through statement of income
	504,196
	
	-
	
	-
	
	504,196

	Other assets
	-
	
	202,988
	
	3,315
	
	206,303

	Loans receivable
	4,406
	
	-
	
	-
	
	4,406

	Due from related parties
	18,766
	
	-
	
	-
	
	18,766

	Investments available for sale
	-
	
	-
	
	146,615
	
	146,615

	Trading properties
	-
	
	10,343
	
	-
	
	10,343

	Investment properties
	-
	
	-
	
	101,875
	
	101,875

	Investment in associate company
	-
	
	-
	
	4,749
	
	4,749

	Investment in unconsolidated subsidiaries
	-
	
	-
	
	2,210
	
	2,210

	Goodwill
	-
	
	-
	
	365
	
	365

	Advances for purchase of properties
	-
	
	-
	
	60,974
	
	60,974

	Property, plant and equipment
	-
	
	-
	
	137,800
	
	137,800

	Total assets
	712,355
	
	213,331
	
	457,903
	
	1,383,589

	
	
	
	
	
	
	
	

	Liabilities and equity
	
	
	
	
	
	
	

	Other liabilities
	135,632
	
	-
	
	-
	
	135,632

	Due to related parties
	25,962
	
	-
	
	-
	
	25,962

	Due to shareholders 
	-
	
	567
	
	-
	
	567

	Term loans from a related party
	-
	
	-
	
	115,811
	
	115,811

	Bank borrowing
	-
	
	105,041
	
	-
	
	105,041

	Advances received from customers
	-
	
	140,905
	
	-
	
	140,905

	Minority interest
	-
	
	-
	
	145,503
	
	145,503

	Shareholders’ equity
	-
	
	-
	
	714,168
	
	714,168

	Total liabilities and  equity
	161,594
	
	246,513
	
	975,482
	
	1,383,589


	At 31 December 2004
	
	
	
	
	
	
	

	Assets
	
	
	
	
	
	
	

	Cash and short-term deposits
	87,505
	
	-
	
	-
	
	87,505

	Investment at fair value through statement of income
	90,052
	
	-
	
	-
	
	90,052

	Other assets
	-
	
	27,905
	
	1,332
	
	29,237

	Loans receivable
	4,212
	
	-
	
	-
	
	4,212

	Due from related parties
	2,160
	
	-
	
	-
	
	2,160

	Investments available for sale
	-
	
	-
	
	56,874
	
	56,874

	Trading properties
	-
	
	13,575
	
	-
	
	13,575

	Investment properties
	-
	
	-
	
	15,154
	
	15,154

	Investment in associate companies
	-
	
	-
	
	367,963
	
	367,963

	Investment in unconsolidated subsidiary
	-
	
	-
	
	21
	
	21

	Goodwill
	-
	
	-
	
	402
	
	402

	Advances for purchase of properties
	-
	
	-
	
	14,885
	
	14,885

	Property, plant and equipment
	-
	
	-
	
	75,819
	
	75,819

	Total assets
	183,929
	
	41,480
	
	532,450
	
	757,859

	
	
	
	
	
	
	
	

	Liabilities and equity
	
	
	
	
	
	
	

	Other liabilities
	47,889
	
	-
	
	-
	
	47,889

	Due to related parties
	76,937
	
	-
	
	-
	
	76,937

	Due to shareholders 
	-
	
	570
	
	-
	
	570

	Term loans from a related party
	-
	
	-
	
	124,510
	
	124,510

	Bank borrowing
	-
	
	87,329
	
	-
	
	87,329

	Advanced received from customers
	-
	
	109,999
	
	-
	
	109,999

	Minority interest
	-
	
	-
	
	18,804
	
	18,804

	Shareholders’ equity
	-
	
	-
	
	291,821
	
	291,821

	Total liabilities and equity
	124,826
	
	197,898
	
	435,135
	
	757,859


30 Contingent liabilities

In 1993, the liquidator of a bank in Bahrain filed a legal case in Ajman (United Arab Emirates) against the parent company and others, claiming an amount of US$ 27,714,944 representing the balance of debt due from a third party. Two court decisions were issued by the Court of First Instance in favour of the parent company during 1995 and 1996, in addition to an appeal court decision issued in 1998 in favour of the parent company by that court, rejecting the aforementioned appeal, and supporting the decision issued by the Court of First Instance in favour of the company. 
On 25 January 2006 a court order was issued requesting the payment of USD6,126,521 (AED22,431,145) from Gulf Group for Industrial Projects (the other party) and International Financial Advisers, jointly, being the principal amount of the debt to 29 April 1985 plus an amount of USD11,206,548 (AED41,032,903) interest on that amount from 29 April 1985 to the date of the court case on 12 August 1993. The parent company has provided for its share of principal and interest as ruled by the court for a total amount of USD17,333,068 (Note 17).
31 Commitments

Capital expenditure commitments
At 31 December 2005, the group was committed to invest in the additional anticipated funding required to build several real estate projects in Dubai, UAE and Beirut, Lebanon. The estimated funding commitments on these projects are as follows:  
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	
	
	
	

	Capital expenditure for purchase of properties contracted for 
	89,086
	
	159,326

	Estimated and contracted capital expenditure for construction of properties
	526,359
	
	258,647

	
	615,445
	
	417,973


The group expects to finance the future expenditure commitments from the following sources:

a) sale of investment properties;

b) advances from customers;

c) raising additional share capital;

d) advances provided by the shareholder, related entities, joint ventures; and

e) borrowings, if required.

Expected financing rates from the above sources are dependent on the source of financing and management estimates of the best financing available at the time they become due. 

In addition to this, the group has finance lease commitment with a value of USD 2,262,955. Other operating lease commitments relating to the lease agreements for the use of land with Zanzibar Revolutionary Government and the future minimum lease payments pertaining to them, USD 1,314,815 (2004: USD 758,901).
32 Concentration of asset and liabilities
The group operates in different geographical areas.  A geographical analysis based on location of assets is as follows:

	
	Assets
	
	Liabilities

	
	2005
	
	2004
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000
	
	USD ‘000
	
	USD ‘000

	
	
	
	
	
	
	
	

	Kuwait
	939,062
	
	505,439
	
	251,332
	
	325,127

	Rest of the Middle East
	348,315
	
	183,155
	
	255,880
	
	114,699

	South Africa
	68,034
	
	47,079
	
	16,706
	
	7,408

	Europe
	16,842
	
	15,285
	
	-
	
	-

	America
	11,336
	
	6,901
	
	-
	
	-

	
	1,383,589
	
	757,859
	
	523,918
	
	447,234


Geographical areas:

	
	Segment revenue
	
	Segment profits

	
	2005
	
	2004
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000
	
	USD ‘000
	
	USD ‘000

	
	
	
	
	
	
	
	

	Kuwait
	559,819
	
	131,883
	
	431,178
	
	92,746

	Rest of the Middle East
	93,072
	
	1,079
	
	87,257
	
	(3,860)

	South Africa
	13,726
	
	11,154
	
	4,035
	
	4,120

	Europe
	-
	
	-
	
	-
	
	-

	America
	-
	
	31
	
	-
	
	31

	
	666,617
	
	144,147
	
	522,470
	
	93,037


33 Financial instruments

The group in the normal course of business uses various types of financial instruments.  Information on financial risks and fair value of these financial instruments is set out below:
Interest rate risk
The group is exposed to interest rate risk on cash and cash equivalents, loans receivables, term loan from a related party and bank borrowing in note no 5, 7, 17 and 18 respectively.
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’s credit policy and exposure to credit risk is monitored on an ongoing basis. The group seeks to avoid undue concentrations of risks with individuals or groups of customers in specific locations or business through diversification of lending activities.  The groups’ credit exposures are adequately collateralised where required.
Information on significant concentrations of credit risk is set out in Note 29.
30
Financial instruments (continued)

Foreign currency risk
The group is exposed to foreign currency risk primarily in respect of investments that are denominated in a currency other than Kuwaiti Dinars. As at the balance sheet date the group had the following net exposure denominated in foreign currencies: 

	
	2005
	
	2004

	
	USD '000
	
	USD '000

	
	Long/(short)
	
	Long/(short)

	
	
	
	

	U.S. Dollar
	14,774
	
	12,908

	UAE Dhiram
	209,017
	
	109,997

	South Africa Rand
	42,223
	
	32,356


Market risk

Market risk is the risk that the value of an asset of the group will fluctuate as a result of changes in market prices.

Market risk is managed on the basis of a continuous appraisal of market conditions and trends and management’s estimate of long and short term changes in fair value. 
Liquidity risk

Liquidity risk is the risk that the group will be unable to meet its liabilities when they fall due. To limit this risk, management has arranged funding from related parties to manage assets with liquidity and monitors liquidity on a daily basis.
34 Fair value of financial assets and liabilities

The group in the normal course of business uses various types of financial instruments.  Information on
Financial instruments comprise of financial assets and financial liabilities.
Financial assets consist of cash and short term funds, other assets, investment at fair value through statement of income, loans receivables, investment available for sale and advances for purchase of properties.  Financial liabilities consist of bank borrowing, advance received from customers and other liabilities.
The fair value of financial instruments, with the exception of certain investment available for sale carried at cost (Note 10), are not materially different from their carrying values.
35 Segmental information

	Primary segment information – business segments

	The group is organised into functional divisions in order to manage its various lines of business.  For the purpose of segment reporting, the company’s management has grouped the company activities into the following four business segments.  These business segments form the basis on which the company reports its primary segmental information

	· Local investment, comprising investment activities for own account and for clients, in the local Kuwaiti market;

	· International investment, comprising investment activities for own account and for clients, in international markets;

	· Investment properties, comprising investments in land and buildings in international markets.

	

	Segment results include revenue and expenses directly attributable to a segment and an allocation of cost of funds based on the weighted average balance of segment assets.

	Segment assets and liabilities comprise those operating assets and liabilities that are directly attributable to the segment.

	Capital expenditure represents the total cost incurred during the year to acquire assets that are expected to be used during more than one year.

	Financial information about business segments for the years ended 31 December 2005 and 31 December 2004 are set out below:


	
	Local investments
	
	International investment
	
	Investment properties
	
	Other
	
	Total

	
	2005
	
	2004
	
	2005
	
	2004
	
	2005
	
	2004
	
	2005
	
	2004
	
	2005
	
	2004

	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000
	
	USD '000

	Income statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment revenue
	1,104,404
	
	111,425
	
	-
	
	30
	
	154,517
	
	7,654
	
	23,754
	
	25,038
	
	1,282,675
	
	144,147

	Segment result
	539,745
	
	111,425
	
	-
	
	30
	
	103,118
	
	7,654
	
	23,754
	
	25,038
	
	666,617
	
	144,147

	Unallocated corporate expenses
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(144,147)
	
	(51,110)

	Net profit for the year
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	522,470
	
	93,037

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other information
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment assets
	554,054
	
	441,974
	
	101,493
	
	39,706
	
	292,435
	
	101,839
	
	250,929
	
	87,507
	
	1,198,911
	
	671,026

	Unallocated corporate assets
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	184,678
	
	86,833

	Total assets
	554,054
	
	441,974
	
	101,493
	
	39,706
	
	292,435
	
	101,839
	
	250,929
	
	87,507
	
	1,383,589
	
	757,859

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment liabilities
	-
	
	-
	
	-
	
	-
	
	140,469
	
	110,000
	
	220,791
	
	211,836
	
	361,260
	
	321,836

	Unallocated corporate liabilities
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	162,658
	
	125,398

	Total liabilities
	-
	
	-
	
	-
	
	-
	
	140,469
	
	110,000
	
	220,791
	
	211,836
	
	523,918
	
	447,234


36 Related parties transactions
These represent transactions with related parties that is shareholders, directors and senior management of the parent company, and companies of which they are principal owners.  Pricing policies and terms of these transactions are approved by the parent company’s management.
Transactions with related parties included in the consolidated financial statements are as follows:
	
	2005
	
	2004

	
	USD ‘000
	
	USD ‘000

	Transactions included in the balance sheet:
	
	
	

	Proceeds from sale of subsidiary 
	337,883
	
	-

	Investment in an associate
	-
	
	358,908

	Sale of treasury shares
	32,553
	
	1,534

	Realised gain on sale of treasury shares
	20,615
	
	273

	Sale of available for sale investments (at cost)
	19,186
	
	5,128

	Amounts due from related parties (Note 9)
	19,372
	
	2,160

	Amounts due to related parties (Note 9)
	(25,619)
	
	(76,937)

	
	
	
	

	Transactions included in the statement of income:
	
	
	

	Profit from sale of subsidiary
	178,857
	
	-

	Interest expenses
	4,302
	
	4,575

	
	
	
	

	Key management compensation
	760
	
	658


Related party balances outstanding at year end due to funds transfer are included under due from related parties and due to related parties.
37 Comparative amounts

Certain comparative amounts have been reclassified to conform to the presentation in the current year. Such reclassification does not affect previously reported consolidated net assets, net equity, net results for the year or net increase in cash and cash equivalents. 









