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INDEPENDENT AUDITORS® REPORT

To the Shareholdars of
Boubyan Bank K.5,C.
State of Kuwait

Report on the consolidated financial statements

We have audited the accompanying consolidated financial staterments of Boubyan Bank K.S.C. {“the Bank™) and
subsidiaries (collectively “the Group™) which comprise the consolidated balance sheet as at 31 Thecember 2007,
and the consolidated income statement, consolidated staternent of changes in equity and the consolidated cash
flow statement for the year then ended, and a summary of significant accounting policies and other explanatory
THILE .

Menagement’'s responsibility for the consolidated financial sraremenis

Management of the Bank is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and [air presentation of
financial statements that are free from material misstaternent, whether due to fraud or error; selecting and
applyving apprapriate accounting policics: and making accounting estumates that are reasonahle in the
clreumslances.

Auditors ' responsihifin:

O responsibility 1 to express an opinion on these consolidated linancial statements based on our audil. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with cthical requirements and plan and perform the audit to obtain reasonable assurance whether the
consolidated financial slalements are free from material misstatement,

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

We belicve that the audit evidence we have obtained 1s sufficient and appropriate to provide a basis for our audit
opinion.



{pinion

[n our opinion, the consolidated financial statements present fairly, in all material respects, the linancial position
of the Group as of 31 December 2007, and of its (inancial performance and its cash flows for the year then ended
in aecordance with [nternational Financial Reporting Standards as adopted for use by the State of Kuwait.

Report on other legal and regulatory requirements

Furthermore, in our opinion proper books of accounts have been kept by the Bank and the consolidated linancial
statements together with the contents of the report of the Bank's Board of Directors relating to these consolidated
financial statements, are in accordance therewith. We further report that we obtained the information and
explanations that we required for the purpose of our audit and the consolidated linancial stalements incorporate
all the information that is required by the Kuwait Commercial Companics Law of 1960, as amended, and by the
Bank's Articles of Association; that an inventory counl was duly carried out; and that, to the best of our
knowledse and heliet, no violations of the Kuwail Commoercial Companics Law of 1960, as amended, or of the
Articles of Association of the bank have occurred during the vear ended 31 Decemnber 2007 that might bave had
a material effect on the business ol the Group or on its linancial position.

We lurther report that, during the course of our audit, 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
organization of hanking business, and its related regulations during the year ended 31 December 2007

e
L

Jassim Ahmad Al-Fahad Safi A Al-Mutawa

License Mo, 33-A License No, 138-A
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Member firm of KPMG International
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BOUBYAN BANK K.5.C. AND SUBSIDIARIES

STATE OF KUWAIT /—\
wlbg o eliy

CONSOLIDATED INCOME STATEMENT
BOUBYAN BANK

Far the year ended 31 December 2007 -

31 December 31 December

2007 2006
Moles KIr000 KD0oo
Income
Murabaha and other lslamic financing income 32,508 21,994
Investment income 5 a,826 3,361
Fees and commissions incams 3] 9414 6,465
Share of results ol associates & 4,478 027
Wet foreign exchange gain 1,003 414
nher income b6 56
Operating income 54295 33,217
Expenses
Staft costs 8.771 5,797
General and administrative expenses 4,126 2873
Depreciation and amorlization 740 327
Operating expenses 14,637 5.997
Operating profit before murabaha cost, provision for
impairment and distribution io depositors 39,658 24,220
Murabaha cost 5214 3,413
Provision for impairment - general 8 LTTh 2,080
Operating profit before distribution to depositors 33,268 18,727
Distribution to depositors 7 13.857 7,936
Operating profit 19411 10,791
Contribution to Kuwait Foundation for the Advancement of
Sciences {“KFASY) 173 98
Matiopal Labour Support Tax ("NLST™) and Zakat 498 265
Dircctors® fees 108 116
Met profit for the yvear 18.632 [h314
Attributable to:
Equity holders of the Parent 18,562 10,239
Minority interest 70 55
18,632 10,314
Earnings per share atiributable to the equity holders of the
Parent {fils) 9 17.52 5.68

The notes set out on pages 7 to 41 form an integral part of these consolidated financial statements,

L)



BOUBYAN BAVK K.5.C. AND SUBSIDIARIES

STATE OF KUWAIT
CONSOLIDATED BALANCE SHEET

Asar 31 Decamber 2007

Assets

Cash and cash equivalents

Short lerm Murabaha and other Islamic financing
Keceivables

Leased assets

Financial assets held at fair value through profit or loss
Available for sale investments
Invesiment in unconsolidaled subsidiary
Investments in associates

Trading properties

Investment properties

(Mher assels

Praperty and equipment

Total assets

Liabilitics and Equity

Liabilities

Due to banks

Depositors” accounts

(nher lighilities

Total liabilities

Equity

Share capital

Share premium

Statutory reserve

Volmtary reserve

Fair value reserve

Foreign currency translation reserve

Retained earnings

Equity attributable to equity holders of the parent
Minorily inlerest

Total equity

Tuotal liabilities and equity

Motes

10
11
12
13

14
15
16

1%
20

BEOUEYAR BARE

2007 2006
KD 000 KD'000
49,032 22,947
307,040 277,344
197,703 115,698
67,389 7,781
9,702 1,020
56,258 30.710

. 1,133
25306 9,080
2,733 2,885
18.960 13,508
7,421 18,624
4,384 1,609
745,928 504,339
287,508 111,429
307,459 264328
11.471 8,172
606,438 383,929
105,937 99,941
280 280
3,700 1,727
3,406 1,550
2,201 209
(733) 109
22,387 13,659
137,187 118,175
2,303 2,235
139,490 120,410
745,928 504,339

The notes =gt out aves T to 41 form an integral part of these consolidated financial statements,
L
LY

Yacob Y. Al-Muzaini "n,_.
Chairman and Managing Director
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BOUBYAN BANK K.5.C. AND SUBSIDIARIES
STATE OF KUWAIT

CONSOLIDATED CASH FLOW STATEMENT

Far the year ended 31 December 2007

BOUBTAN BANK

Motes

OPERATING ACTIVITIES

Met profit for the year

Adjustments for:

Provision for impairment - general 8
Depreciation and amortization

Foreign currency translation

Gain from sale of associate

CGain from sale of available for sale investments

Unrealized gain from financial assets held at fair value through

profit or loss
Share of results of associates

Dhividend income

Changes in operating assets and liabilities:

Increase in short term Murabaha and other Islamic financing
Increase in receivables

Increase in leased assets

Decrease in trading properties

Diecrease in other assels

Increase in due to banks

Increase in depositors’ accounts

Increasef{decrease) in other liabilities

Dividend income received

Net cash from operating activities

INVESTING ACTIVITIES

Purchase of available for sale investments

Furchase of financial assets held at fair value through profit or loss
Proceeds from sale of available for sale investiments
Purchase of investments in associales

Dividends (tom associates

Furchase of investment properties

Proceeds from sale of investment properties

Purchase of investment in unconsolidated subsidiary
Purchase of property and squipment

Net cash used in investing activities

Net change in minority interest

Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the vear

Cash and cash equivalents at the end of the year 10

31 December

31 December

2007 2006
KD'000 KD'000
18,632 10,314
1,176 2,080
740 327
2,093 (571)
(452) .
(217) (236)
(955) "
(4,478) {927)
(1.706) {152)
14,833 10,835
(29,272) (109,492)
(82,729) (58.291)
(60,502) (6.146)
152 321
11,203 13,732
176,079 3,290
43,131 173,095
3,318 (14,962)
1,706 152
77,919 12,534
(40,071) (15,594)
{1,018) (1,020
11,422 12,096
(16,083) .
806 504
(7,893) (24,639)
2,520 11,702
. {1,090)
(1,515) {1,700)
(51,832) (19,741)
(2) 2,180
26,085 (5,027)
22,947 27,974
49,032 22,947

The notes set cut on pages 7 to 41 form an integral part of these consolidated financial statements.

fi



BOUBYAN BANK K.8.C. AND SUBSIDIARIES
STATE OF KUWAIT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS /:_.—\
(| SR LY S

BOHIBYAM BAME

For the vear ended 31 December 2007 _— i e

1.

INCORPORATION AND ACTIVITIES

Boubyan Bank K.5.C. (“the Bank™) is a public shareholding company incorporated on 21 September 2004,
in accordance with the Commercial Companies Law in the State of Kuwait, by Amiri Decree No. 88 and
in accordance with the rules and regulations of the Central Bank of Kuwait (“CBK”) (Law No. 30 passed
in 2{03}. The Bank's shares were listed in Kuwail Stock Exchange on 135 May 2006,

The Bank was licensed by the Central Bank of Kuwait on 28 November 2004, The Bank is principally
engaged in providing banking services, in accordance with Codes of the lslamic Sharia's, as appraved by
the Bank's Sharia’a Supervisory Board.

The address of the Bank s registered office is P.O. Box 25507, Safut 13116, State of Kuwait.

The consolidated financial statements were authorised for issue by the Board of Directors on 14 January
2008,

ADOPTION OF NEW AND REVISED STANDARDS

Standards and Interpretations effective in the current period

In the current year, the Group has adopted IFRS 7 “Financial Instruments - Disclosures™ which is effective
for annual reporting periods beginning on or after 1 January 2007, and the consequential amendments (o
[AS 1 Presentation of Financial Statements,

The impact of the adoption of IFRS 7 and the changes to IAS 1 has been to expand the disclosures
provided in these consolidated financial statements regarding the Group’s financial instruments, associated
risks and management of capital (see note 30).

Four Interpretations issued by the International Financial Reporting Interpretations Commitice are
effective for the current year. These are IFRIC 7 Applying the Restatement Approach under 1AS 29,
Financial Reporting in [yperinflationary Economies; IFRIC § Scope of IFRS 2 Share-based Payment;
IFRIC 9 Reassessment of Embedded Derivatives: and IFRIC 10 Interim Financial Reporting and
Impairment. The adoption of these Interpretations has not led to any changes in the Group’s accounting
policies.

Standards and Interpretations in issue not yet effective

At the date of authorisation of these consolidated financial statements, the tollowing Standards and
Interprelations were in issue but not vet effective:

o [AS 23 Borrowing Costs (Revised) Effective for annual periods beginning on or
after 1 January 2009

o IAS | Presentation of Financial Statements Effective for annual periods beginning on or
(Revised) after | January 2009
v IFRS 8 Operating Sepments Effective for annual periods beginning on or
after 1 January 2009
= IFRIC 11 JFRS 2: Group and Treasury Share Effective for annual periods beginning on or
Franyactions after | March 2007
o [ITFRIC 12 Service Concession Arrangements Effective for annual periods beginning on or
after 1 January 2008
= [FRIC 13 Customer Loyalty Programmes Effective for annual periods beginning on or

after 1 July 2008

TFRIC 14 [4A5 19— The Limit on a Defined Benefii Effective for annual periods beginning on or
Asset. Minimum Funding Reguirements and rheir after | January 20038
Interaction

The dircctors anticipate that the adoption of these Standards and Interpretations once become effective in
furure periods will not have a material financial impact on the consolidated financial statements of the
Group in the peried of initial application.



BOUBYAN BANK K.5.C. AND SUBSIDIARIES
STATE OF KUWAIT

MOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS p
[ R B
BOUBYAN BAMK

For the year ended 31 December 2007

LA SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

The consolidated financial statements have been prepared in accordance with the International Financial
Reporting Standards (“IFRS™) promulgated by the International Accounting Standards Board (“IASE™),
and Interpretations issued by the International Financial Reporting Interpretations Committee of the [ASB,
as adopted for use by the State of Kuwait for financial services institutions regulated by the Cenrral Bank
of Kuwait, These regulations require adoption of all IFRS except for the [AS 39 requirement for collective
impairment provision, which has been replaced by the CBK requirement for a minimum general provision
as described below.

In March 2007, the Central Bank of Kuwait issued a circular amending the basis of making general
provisions on facilities changing the rale from 2% to 1% for cash facilities and 0.5% for non cash
facilities. The required rates were to be applied effective from 1 January 2007 aon the net increase in
facilities, net of certain categorics of collateral, during the reporting period. The general provision in
excess of the present |% for cash facilities and 0.5% for non cash facilities as of 31 December 2006 would
be retained as a general provision until a further directive from the Central Bank of Kuwait is issued.

The accounting policies have been applied consistently by the Group and are consistent with those used in
the previous year, except for changes resulting from amendments to TFRSs as mentioned in note 2.

Accounling convention

Linless otherwise indicated, the consolidated financial statements are presented in Kuwaiti Dinars rounded
to the nearest thousand. The consolidated financial statements are prepared under the historical cost
convention, except for cerlain available for sale investments, financial assets held ar fair value through
profit or loss and investment properties that are stated at fair value.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the RBank and its subsidiaries,
Boubyan Takatul Insurance Company K.5.C. (Closed) and Boubyan Capital Investment Company K.S.C.
(Closed), which arc controlled by the Bank (collectively “the Group™) as mentioned in note 15 . Control is
achieved when the Bank has the power to govern the financial and operating policies of a subsidiary
company so as o obtain benefits from its activities.

The results of subsidiaries acquired or disposed off during the year are included in the consolidated
income statement from the effective date of acquisition or up 1o the effective date of disposal, as
appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting
palicies into line with those used by the Parent,

All inter-group transactions, balances, income, expenses and unrealized wains are eliminated on
consolidation. Unrealized losses are eliminated in the same way as unrealized gains, but only to the extent
that there is no evidence of impairment.

Minority interests in the net assets of consolidated subsidiaries are identified separately from the Group's
equity therein. Minorily interests consist of the amount of those interests at the date of the original
business combination and the minority’s share of changes in equily since the date of the combination.
Losses applicable to the minority in excess of the minority’s interest in the subsidiary’s equity are
allocated against the interests of the Group except to the extent that the minarity has a binding obligation
and is able to make an additional investment to cover the losses.



BOUBY AN BANK K.5.C. AND SUBSIDIARIES
STATE OF KUWAIT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS @

BOLBYAM BANK

Far the vear ended 31 December 2007

3

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Short term Murabaha and other Islamic financing

Short term Murabaha and other Islamic financing are financial assets originated by the Group and
represent Murabaha, Wakala and CQard Hassan deals with banks and financial institutions with residual
maturity ol up to three months from the balance sheet date, These are stated at amortized cost,

Ohardd Hasan

Qard Hasan is a nen-profit bearing financing intended to allow the borrower to use the loancd funds for a
period of time with the understanding that the same amount of the loaned lunds would be repaid at the end

of the Qard Hasan period.

Receivahles

Murabaha

Murabaha is an agreement relating to the sale of commadities at cost plus an agreed upon profit margin,
whereby the seller informs the buyer of the price at which the deal will be completed and also the amount
of profit to be recognired.

Murabaha receivables are finuncial assets originated by the Group stated at amortized cost net of provision
for impairment,

Wakala

Wakala is an agreement involving AL-Muwakkil (the Principal) who wishes to appoint Al-Wakil (the
Agent) to be his agent with respeet to the investment of AL-Muwakkil's fund, in accordance with Codes
of the [slamic Sharia’a.

Wakala receivables are financial asseis originated by the Group stated at amortized cost net of provision
fur impairment.

Safam and Parallel Salum

Salam is an agreement whereby the Group {Al-Musalam) buys from a customer {(Al-Musalam ileih) a
commodity or assel (Al-Musalam fih) for deferred delivery in cxchange for immediate payment (Ras-
almal}, according to specified condition, Parallel Salam is an agreement whereby the Group (Al-Musalam
ileih) depends, for executing his obligation, on receiving what is due to him, in his capacity as Al-
Musalam, from a sale in previous Salam contract, without making the execution of the second Salam
contract dependent on the execution of the first one.,

Salam receivables are financial assets originated by the Group stated at amortized cost net of provision for
impairment.

Investments

Investments are recognised and derccognised on settlement date. Investments are classified into the
following categories:

* Financial assets held at fair value through profit or loss

» Available for sale investments,



BOUBYAN BANK K.5.C. AND SUBSIDIARIES
STATLE OF KUWAIT

NOTLES TO THE CONSOLIDATED FINANCIAL STATEMENTS /\
L e

For the vear ended 31 December 2007

BOUBYAN BANK

3.

SIGNIFICANT ACCOUNTING POLICIES (CONTINLUED)
Investments {eontinued)

Financial assels held at faiv value through profit or loss (FVTPL)

Financial assets are classified as at FVTPL where the financial asset is either held for trading or it is

designared as at FVTPL.

A financial asset is classified as held for trading if:

* It has been acquired principally for the purpose of selling in the near future; or

e Itis a part of an identified portfolio of financial instruments that the Group manages topether and has a
recent actual pattern ol short-term profic-taking.

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial

recognition ift

* Such designation eliminates or significantly reduces a measurement or recognition inconsistency that
would otherwise arise: or

* The financial asset forms part of a group of financial assets or financial labilitics or bath, which is
managed and its performance is evaluated on a fair value basis.

Financial assets at FVTPL are measured initially at cost, which is the fair value of the consideration given,

After initial recognition, the Group measures these assets at their fair values, without any deduction for

transaction costs it may incur on sale or other disposal thereof with any resultant gain or loss recopnised in

profit or loss. The net gain or loss recognised in profit or loss incorporates any dividend or profit earned an

the financial asset.

Available for sale investments

Available for sale investments are non-derivative investmenls that are not designated as another category
of linancial assets.

Investments are initially measured at cost, which is the fair value of the consideration given, plus directly
attributable transaction costs. Gains and losses arising from subsequent changes in fair value are
recognised directly in equity, until the invesiment is disposed of or is determined to be impaired, at which
time the cumulative gain or loss previously recognised in equity is included in the consolidated income
stalement for the year.

Trade and settlement date accounting

All regular way purchase and sale of linancial assets are recognized using seltlement date accounting.
Changes in the fair value between trade date and settlement date are recognized in the consolidated income
statement for financial assets held at fair value through profit or loss and are recognized in equity for
available for sale investments. Regular way purchases or sales are purchases or sales of financial assets
that require delivery of assets within the time frame generally established by regulations or conventions in
the market place.

Offsetting

Financial assets and financial liabilities are anly offset and the net amount reported in the balance shect
when there is a legally enforceable right to set off the recognized amounts and the Group intends to settle
on a net basis so as to realize the assets and liabilities simultaneously.

Income and expenses are presented on a net basis only il it is so permitted by the accounting standards, or
for gains and losses arising from a group of similar transactions.



BOUBYAN BANK K.5.C. AND SUBSIDIARIES
STATE OF KUWAIT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS @

BOUBYAN BANK
For the year ended 31 December 2007

3 SIGNTFICANT ACCOUNTING POLICIES (CONTINUED)

Investments in associates

Associates are enterprises over which the Group exerciscs significant influence, and thatl is neither a
subsidiary nor an interest in joint venture. Significant influence is the power to participate in financial and
operating policy decisions but not in control or jeint contral over those policies.

The results of associates are incorporated in the consolidated financial statements using the equity method
of accounting. Under the equity method, investments in associates are carried in the consolidated balance
sheet at cost as adjusted for post-acquisition changes in the Group's share of the net assets of the associate,
less any impairment in the value of individual investments. Losses of an associate in excess of the Group’s
share of ownership in that associate (which includes any long-term share of ownership that, in substance,
form part of the Group’s net investment in the associate) are not recognized.

Any excess of the cost of acquisition over the Group’s share of the net fair value of the identifiable assets,
liabilities and contingent liabilities of the associate recognized at the date of acquisition is recognized as
goodwill, The goodwill is included within the carrving smount of the investment and is assessed for
impairment as part of the investmenl. Any excess of the Group’s share of the net fair value of the
identifiable assets, liabilities and contingent liabilities over the cost of acquisition, after reassessment, is
recognized immediately in the conselidated income statement.

Unrealised gains arising from transactions with associates are climinated against the investment to the
extent of the Group’s interest in the associate. Unrealised losses are climinated in the same way as
unrealised gains, but only to the extent that there is no evidence of impairment.

Leased assets

The Group ay o lessor

Leases are classified as linance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating lease,

Leased asscts are stated at amounts egual to the net investment outstanding in the leases less provision for
impairment,

Operating leases

Ohperating lease payments (excluding costs for services such as insurance and maintenance) are recognized
as an expense on a straight-line basis; whereas any initial leasing fees paid as a premium 1o the lessor are
deferred and amaortized over the life of the Jease.



BOUBY AN BANK K.85.C. AND SUBSIDIARITES
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS n
gy iy

3

BOUBYAN BANK

For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment and uncollectability of financial assets

An assessment of financial assets is made at each balance sheet date to determine whether there is
objective evidence that a specific financial asset may be impaired. If such cvidence exists, an impairment
less is recognised in the consolidated income statement.

Impairment is determined as follows:

e for assets carricd at amortised cost, impairment is based on estimated cash flows discounted at the
original effective rate ol return;

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

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

In addition, in accordance with Central Bank of Kuwait instructions, a minimum general provision of 1%
for the cash facilitics and 0.5% for the non-cash facilities net of certain categories of collateral, to which
CBK instructions are applicable and not subject to specific provisions, is made.

Reversal of impairment losses recognised in prior vears is recorded when there is an indication that the
impairment losses recognised for the financial asset no longer exist or have decreased and the decrease can
be related objectively to an event occurring afier the impairment was recognised. Except for equity
instruments classified as available for sale, reversals of impairment losses are recognised in the
consolidated income statement to the extent the carrying value of the asset does not exceed its amortised
cost at the reversal date. Reversals in respect of equity instruments classified as available for sale are
recognised in the fair value reserve.

Impairment of tangible and intangible assets

Al cach balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets to
determine whether there is any indication that those assets have suffered an impairment lass. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the
impairment loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset.
the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs. Where
a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to
individual cash-generating units, or otherwise they are allocated to the smallest group of cash-gencrating
units for which a reasonable and consistent allocation basis can be identified,

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for
impairment annually, and whenever there is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use,
the estimated future cash flows are discounted to their present value using a discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset for which the
estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset {or cash-generating unit) is cstimated to be less than its carrying
amount, the carrying amount of the assct (cash-generating unit) is reduced to its recoverable amount. An
impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrving amount of the assct {cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does
not exceed the carrying amount that would have been determined had no impairment loss been recognized
for the asset (cash-generating unit) in prior years. A reversal of impairment loss is recognized immediately
in the consolidated income statement, unless the relevant asset is carried at a revalued amount, in which
case the reversal of the impairment loss is treated as a revaluation increase,
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3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Derecognition of finaneial assets and financial liabilities

The Group derecognises a financial asset only when the contractual rights to the cash flows lrom the asset
expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of the asset
lo another entity. If the Group neither transfers nor retains substantially all the risks and rewards of
ownership and continues to control the transferred asset, the Group recognises its retained intcrest in the
asset and an associated liability for amounts it may have to pay. If the Group retains substantially all the
risks and rewards of awnership of a transferred financial assct, the Group comtinues 1o recognise the
financial asset and also recognises a collateralised borrowing for the proceeds received.

The Group derecognises financial liabilities when, and only when, the Group’s obligations are discharped.
cancelled or cxpired.

De to banks and depositors® accounts

frvesiment aocounls

Investment accounts may take the form of investment deposits, which are valid for specificd periods of
time, and are automatically renewable on maturity for the same period, unless the concerned depositors
give writlen notice to the contrary, or take the form of investment saving accounts for unspecified periods.
In all cases, investment accounts receive a proportion of the profit, bear a share of loss and are carried at
cost plus profit payable.

Now-investment accounts

Non-investment accounts represent, in accordance with Islamic Sharia’a, Qard Hasan from depositors to
the Bank. These accounts are neither entitled to profit nor do they bear any risk of loss, as the Bank
guarantees to pay the related balance. Investing Qard Hasan is made at the discretion of the Group and the
results of such investments are attributable to the shareholders of the Bank. Mon-investment accounts are
carried at cost,

Murabaha payable

Murabaha payable is an Islamic transaction involving the Group purchase of an asset from a counterparty
and settlement thereof at cost plus an agreed profit on a deferred payment basis. The purchase price is
payable to the counterparty on maturity. Murabaha pavable is stated at amortized cost.

End of service benefils

A provision is made for amounts payable to the employees for end of service benetits, which is calculated
in accordance with the provisions of the Bank's bylaws and in accordance with the Labour Law of the

State of Kuwait,

Provisions

A provision is recognized when, and only when the Group has a present legal or constructive obligation as
a result of a past event and it is probable that an outllow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estimate can be made of the amount of the abligation.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimare of the
expenditure required to settle the obligation at the balance sheet date, and are discounted to present value
where the effect is material.

13
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3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair values

Investments

For investments traded in organized financial markets, fuir value is determined by reference to stock
exchange quoted market bid prices at the close of the business on the balance sheet date.

For investments where there is no quoted market price, a reasonable estimate of the fair value is
determined by reference to an carnings multiple, or an industry specific earnings multiple or a fair value
based on a similar publicly traded company, or based on the expecied cash flows of the investments.
Availahle for sale investments with no reliable measures of their fair values or for which fair value
information could not be obrained are carried at their initial cost less impairment losses, if any.

Other financial assety and liabiliticy

For financial assets and liabilities. fair value is determined based on expected future cash flows or
management’s estimare of the amount at which this asset could be exchanged for cash on an arm’s length
basis or a liability settled to the satisfaction of creditors.

Investment propertics

Fair values of the propertics are determined by appraisers having an appropriate recognised professional
qualification and recent experience in the Jocation and category of the property being valued, Fair values
are determined having regard to recent market transactions for similar properties in the same location as
the Group's investment properlics.

Revenue recognition

* Income from Murabaha, Wakala, Salam and Leased Assets are recognized on a pattern reflecting a
constant periodic return on the outstanding net investment,

# Dividend income is recognized when the right to receive payment is established.

* Fees and commission income is recognized at the time the related services are provided.

= Rental income from investment properties is recognised on an accruals basis.

Cash and cash equivalents

Cash includes cash in hand and cash at banks, both in local and foreign currencies. Cash equivalents are
short-term, highly liquid investments that are readily convertible to known amounts of cash with original
maturities of three months or less and that are subject to an insignificant risk of change in value,

Contingent liabilities and contingent assets

Contingent liabilities are not recognized in the consolidated financial statements. They are disclosed in the
notes to the financial statements, unless the possibility of an outflow of resources embodying economic
benefits is remote.

Contingent assefs are not recognized in the consolidated financial statements but are disclosed when an
inflow of economic benefits is probable.

Hedge Accounting

The group hedges net investments in foreign operations. Any gain or loss on the hedging instrument
relating to the effective portion of the hedge is recognized in equity; the gain or loss relating to the
ineffective portion is recognized immediately in the consolidated income statement. Gains and losses
accumulated in cquity are included in the consolidated income statement when the foreign operation is
disposed off,

14
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3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUELD)

Forcign eurrencies

The individual financial statemenls of each group entity are presented in the currency of the primary
economic environment in which the entity operates (its functional currency). For the purpose of the
consolidated financial statements, the results and financial position of each entity are expressed in Kuwaiti
Dvinars (*KD"), which is the functional currency of the Bank, and the presentation currency for the
cansolidated financial slatements,

Fureign currency transactions are recorded in the functional currcncy at the prevailing rate of exchange
prevailing at the date of the transaction.

Exchange differences arising on the settlement of monetary items, and an the retranslation of monetary
ilemns, are included in the consolidated income statement for the year. Exchange differences arising on the
retranslation of’ non-maonetary items carried al fair value are included in the consolidated income statement
for the year, except for diflerences arising on the retranslation of non-monetary items in respect of which
gains and losses are recognised directly in equity, For such non-monetary items, any exchange component
of that gain or loss is also recognised directly in cquity,

For the purpose of presenting consolidated financial statements, the assets and liabilities of the Group's
foreign operations are expressed in KD using exchange rates prevailing on the balance sheet date. Income
and expense items are translated at the average exchange rates for the vear. Exchange differences arising,
il any, are classified as equity and transferred to the Group's foreign currency translation reserve. Such
translation differences are recognised in the consolidated income statement in the vear in which the foreign
operation is disposed of,

Segment reporting

A business segment is a distinguishable component of the Group that is engaged in providing products or
setvices, which is subject to risks and returns that are different from those of other seginents.

A geographic segment is a distinguishable component of the Group that is cngaged in providing products
or services within a particular cconomic environment which is subject to risks and returns different from
those of segments operating in other economic environments.

Fiduciary assets
Asscts 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.

Property and equipment

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

The initial cost of property and equipment comprises its purchase price and any directlv attributable costs
of bringing the asset to its working condition and location for its intended use,

Depreciation is computed on a straight-line basis over the estimated useful lives of items of property and
equipment as follows:

Assel catewory Useful life in vears
Furniture 5
Leasehold improvement 5
Office equipment 3
Tools 5

The useful lives and depreciation method are reviewed periodically o ensure that the method and period
of depreciation are consistent with the expected pattern of economic benclits derived from items of

property and equipment,
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3.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Intangible assets

Intangible assets acquired separately, which consist of software that have finite useful lives, are reported
al cost less accumulated amertisation and accumulated impairment losses. Software amaortization is
charged on a straight-line basis over their estimated useful lives of 10 years. The estimated useful life and
amortization method are reviewed at the end of each annual reporting period, with the effect of any
changes in estimates being accounted lor on a prospective basis.

Investment properties

Investment properties, which are held to earn rentals and / or for capital appreciation, are stated al their
fair value at the balance sheet date. Gains or losses arising from changes in the fair value of the
investment propertics are included in the consolidated income statement for the period in which they arise.

Trading propertics

Trading propertics are held for short term purposes and stated at the lower of cost and net realizable value,
determined on an individual basis. Cost comprises the purchase cost and other expenses incurred to
complete the underlying transaction. Net realizable value is based on the estimated selling price less any
future costs to be incurred on sale. Losses arising from valuation are included in the consolidated income

slatement,

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

Critical judgements in applying the Group’s accounting policies

[n the process of applying the Group’s accounting policies, management has made the following

Judgements, apart from those invelving estimations, which have the most significant effect in the smounts

recagnised in the consolidated financial statements:

Classification of invesiments

Management has to decide on acquisition of an investment whether it should be classified as held o

maturity, available for sale or financial assets held at fair value through profit or loss.

In designating financial assets or liabilities at fair value through profit or loss, the Group determined that

it has met one of the criteria for this designation set out in significant aceounting policies (note 3).

fmpairmeni of invesiments

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 judgement. In addition,

the Group evaluates other factors, including normal volatility in share price for quoted equities and the

future cash flows and the discount factors for unquoted equitics.
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CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (CONTINUED)

Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance

sheet date, that have a significant risk of causing a material adjustment to the carrving amounts of assets

and liabilities within the next financial vear, are discussed below.

Impairment losses on finance facilities

The Group reviews its irregular finance facilities (if any) on a quarterly basis to assess whether a
provision for impairment should be recorded in the consolidated income statement, In particular,
considerable judpement by management is required in the estimation of the amount and timing of future
cash flows when determining the level of provisions required. Such estimates are necessarily based on
assumptions about several factors involving varying degrees of judgment and uncertainty, and actual
results may difTer resulting in future changes to such provisions.

Valuation of unguoied equity investments

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

= recent arm’s length market transactions;

. current fair value of another instrument that is substantially having the same characteristics: or

. other valuation models,

The determination of the cash flows and discount facters for unguoted equity investments requires
significant estimation. There are a number of investments where this estimation cannot be reliably
determined. As a result, these investments are carried at cost less provision for impairment.

INVESTMENT INCOME

2007 2006
KD000 KD'000
Unrealized gain on money market funds 1,167 902
Realized gain on money market funds 21 282
Sukuk Coupen income 1,330 858
Net rental income from investment properties o8 931
Gain from sale of associate 452 -
Unrealized gain from changes in fair value of financial assets
held at fair value through profit or loss 933 -
Gain from sale of available for sale investments 217 236
Dividend income 1,706 152
6,826 3.361

Investment income earned on financial and non-financial assets, analyzed by category of assct, is as
follows:

2007 2006

KD 00 KDroon

Income from available for sale investments 3,253 1,246
Income from financial asscts held at fair value through profit or loss 2,143 1,184
Gain from sale of associate — 452 5
Investment income earned on financial assets 5,848 2430
Investment income earned on non-financial assets 078 HED!
6,826 3,361
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FEES AND COMMISSIONS INCOME

2007 2006

KD () KDooo

Retail banking customer fces 195 42
Investment banking lees 6,251 4,944
Asset management fees 1,743 519
Trade service fees 373 326
Other 852 434
0414 G465

Asset management fees relate 1o fees earned by the Group on trust and fiduciary activities where the
Group holds or invests assets on behall of its customers (See note 323,

DISTRIBUTION TO DEPOSITORS

The Bank invests all of its investment deposits and saving accounts, adjusted for reserve requirements
and the Bank’s liquidity requirements.

Distribution of profits to depositors is caleulated according to the Bank's standard procedures approved
by the Bank’s Sharia‘a Supervisory Board as follows:

2007 2006
KD A BRI
Investment deposits 12,337 7.614
Saving accounts 1.520 322
13,857 7.934
PROVISION FOR IMPAIRMENT - GENERAL
2007 2006
KD000 KD000
Provision for impairment of short term Murabaha and other
Islamic financing {425) 360
Provision for impairment of receivahles 724 TES
Pravision for impairment of leased assets 894 [55
Provision on non-cash facilities {17) 776
178 2,080
Movements in the provision for impairment of finance facilities are as follows:
Specific General Total
KD oo K100 KD 000
Balance at 31 December 2006 - 3,786 3,786
Provided during the year - 1,176 1,176
Balance at 3] December 2007 - 4,962 4,962

Al 31 December 2007, non-performing finance facilities amounted to KD Nil (31 December 2006:
KD Nil}.

The analysis of specific and gencral provision stated above is based on Central Bank of Kuwait
requirements. Tn accordance with the Central Bank of Kuwait guidelines, a general provision of 1% has
been provided on all cash facilities and 0.5% for the non-cash facilities not subject to specific provision,
net of cerlain collaterals.

The collective impairment provision computed in accordance with [AS 39 far the years ended
31 December 2007 and 31 December 2006 amounted 1o KD Nil,
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1.

11

EARNINGS PER SHARE
There are no potential dilutive ordinary shares. The information nccessary to calculate basic earnings
per share based on weighted average number of sharcs outstanding during the year is as follows:

2007 2006
Met profit for the year attributable to the equity holders
of the parent (KD 000} 18,562 10,259
Weighted average number of shares outstanding during
the vear (thousands of shares) 1.05%9 375 159,375

Earnings per share attributable to the equity holders of the
parent {fils) 17.52 968

The weighted average numbers of shares outstanding at 31 December 2006 and accordingly carnings per
share for the year ended 31 December 2006 have been adjusted to reflect the bonus issue during the vear
{note 22}

CASH AND CASH EQUIVALENTS

2007 2006
| BRI KD (00

Cash on hand 4,770 1.811
Balances with Central Bank of Kuwait 26,032 39
Balances with banks — current accounts 1,061 344
Cash on hand and balances with banks 31,863 2.244
Short term funds 17,169 20,703
49 032 22 947

The fair values of cash and cash equivalents do not differ from their respective book values.

SHORT TERM MURABAHA AND OTHER ISLAMIC FINANCING
The distribution of short term Murabaha and other Islamic financing is as follows:

2007 2006
K00 KD000
Industry sector
Banks 275,830 232,153
Financial institutions 31,969 46630
Less: deferred profit {262y ) {517)
307,537 278,266
Less; provision for impairment (497) (922)
307,040 277,344

The Group maintains international and local short term Murabaha and other Islamic financing under
Murabaha, Wakala and Qard Hasan agreements of 3 months or less maturity from the balance sheet
date.

Murabaha and other Islamic financing with banks and linancial institutions (Tslamic and conventional)
are utilized in the purchase and sale of commodities, as trading is conducted by those institutions on
behalf of the Group. The discretion of the conventional institutions over buying and selling is limited by
the terms of the agreements between the Group and the conventional institutions.
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1. SHORT TERM MURABAHA AND OTHER ISLAMIC FINANCING (CONTINUED)

2007 2006
KD 000 KD'00
Geographic region
Kuwait and The Middle East 306,017 268,815
Western Europe 1.520 8535
Other - 9la
307,537 278,266
Less: provision for impairment {497} {922)
307,040 277,344

General provision for impairment belongs to financial institutions and is calculated based on Central
Bank of Kuwail instructions on the outstanding balance net of the deferred profits (if any) as follows:

2007 2004
KDroon KD 00
Balance at beginning of the year 922 562
Provided during the year (425) 360
Balance at end of the year 407 ]

The fair values of Murabaha and other [slamic financing do not differ significantly from their respective

book values,

12. RECEIVABLES

Receivables principally comprise Murabaha and Wakala balances and are stated net of provision lor

impairment. The distribution of receivables is as follows;

2007 2006

KDgon KD 004
Industry sector
Banks 14,613 11,096
Financial institulions 51.243 43,950
Construction and real estate 53,266 26,809
Trading and manufacturing 313,749 22,072
Other 50,796 18,028
Less; deferred profit (5,311) (4,328)

200,356 117,627
Less: provision for impairment (2,653) (1,929)

197,703 115,698
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13.

RECEIVABLES (CONTINUED)

2007 2006
KDy 000 KD000
Geographic region
Kuwait and The Middlce East 183,314 109,009
Western Europe 10,766 7,585
Other 6,276 1.033
200,356 117,627
Less: provision for impairment (2,633) (1,929)
197,703 115,698

General provision for impairment is calculated based an Central Bank of Kuwait instructions on the
outstanding balance net of deferred profits (if any) as follows:

2007 2006

KD (00 K000

Balance at beginning of the year 1,529 1,144
Provided during the year 724 785
Balance at end of the year 2,633 1,929
Financial institutions G670 873
Other 1,983 1,056
2,633 1,929

Whenever necessary, receivables are secured by acceptable forms of collateral 1o mitigate the related
credit risks. Receivables from banks and financial institutions comprise mainly transactions with

acceptable credit quality institutions.
The fair values of receivables do not differ significantly from their respective book values.

LEASED ASSETS
The net investment in lcased assets comprises the following:
2007 2006
KD 000 FDeaon
Gross investment 72254 954
Less: unearned revenue {3.812) (1,014)
68,442 7,540
Less: provision for impairment (1.053) (139)
67,389 7,781
The future minimum lease payments receivable in the agerepate are as follows:
2007 2006
K000 K000
Within one year 65,273 5,771
One to live years 2,623 190
After five vears 46 1,979
68,442 7,540

The unguaranteed residual value of the leased assets at 31 December 2007 is estimated at KD Nil (2006:
K Nil).
The fair values of the leased assets do not significantly differ from respective bouk values,

21



BOUBYAN BANK K.5.C. AND SUBSIDIARIES
S5TATE OF KUWAIT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS @

For the year ended 31 December 2007

14.

15.

BOUBYAN BANK

AVAILABLE FOR SALE INVESTMENTS

2007 2004

D000 EDooo
Investment in Sukuk 36,118 12,330
Investment in unquoted securities 10,882 10,018
Investment in unquoted funds 3,258 8,362

5{3,258 30,710
Investments carried at fair value 54,135 16,247
Investments carried at cost less impairment 2.123 14,463

56,258 30,710

It was not possible to reliably measure the fair value of certain available for sale investments due to lack
of reliable measure to determine the fair value of such investments. Accordingly, they are stated al cost
less impairment losses, i any,

SUBSIDIARIES

During 2006, the Bank has established a wholly owned subsidiary in the United Kingdom under the
name of House of London and the Middle East ple (*HLME™) with a capital equivalent to KD 1,133
thousand whose proposed principal activities are to conduct Sharia’a compliant financial services
activities. The name of IILME was changed on 5" July 2007 1o Bank of London and the Middle Fast ple
("BLME"). The investment was not consolidated as at 31 December 2006 and stated al cosl as the
subsidiary did not start its operations until that date. During the vear the Group’s share in this subsidiary
was diluted as a result of not fully subscribing in a capital increase, and hence BLME hecame an
associate as detailed in note 16,

During 2006, the Bank has established Boubyan Takaful Insurance Company K.8.C. (Closed), a Kuwaiti
Shareholding Company, with a 76.41% interest, to be cngaged in Takaful insurance activities in
accordance with Noble Islamic Sharia’a principles. Shares of 20% amounting to KD 1,000 thousand
were classificd under other assets as these shares have been committed to be subseribed by a strategic
investor. On 4 January 2007, the agreement between the Bank and the strategic investor was finalized,
whereby the Bank gives a promise to sell to the strategic investor the shares after three years of the
mcorporation date of the above-mentioned company. This agreement stipulates, inter afia, that all the
related economic risks and rewards of such shares have been transferred to the investor effective
4 January 2007,

During the year, the Bank has established a fully owned subsidiary, Boubyan Capital Investment
Company K.S.C. (closed), a Kuwaiti Shareholding Company engaged in investmenls activities in
accordance with Noble Islamic Sharia’a principles.

0T proportion 26 proporticn
of ownership af ownership
Mame of Country off interest and interest amd Principal
subsidiary incurporation voling power % voling power % activity
Islamic
Bank of London and United financial
the Middle East PLC. Kingdom - 100.00 services
Boubyan Takalul
Insurance Co. K5C Takatul
(Closed) Kuwait 36.44 56.41 insurance
Boubyan Capita|
Investment Company Islamic
K5C (Closed) Kuwait 100.00 - investmenis
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16. INVESTMENTS IN ASSOCIATES
The investments in associates comprise the following:

2007 2006
praportion of propaction of
ownership awnership
Mame of Country of inferest and intercst and Frincipal
associate Incorperation vOling povwer Y voling power %o activity
Islamic
Bank Syariah Muamalat commercial
Indenesia Thk Indonesia 21.28 21.28 banking
Al-Bilad Real Estate
Co. KSC{Closad) Kuwait - 31,70 Real Estate
Bank of London & United ; Islamic wholesale
the Middle East PLC Kingdom 20,00 - ' banking
Tjarah Indonesia [slamic financing
Finance Ca. Indenesia 33.30 - SCTVICCs

Bank Syariah Muamalat Indonesia Thk (Bank Muamalat) was established in 1991 and commenced operations
an May 1852, The establishment of Bank Muamalat was initiated by the Indonesian Council of Ulama { ML),
which was supported by a group of entrepreneurs.

On 23 April 2007, the Group disposed off its 31.7% shareholding equity in Al-Bilad Real Estate Company for a
tatal consideration of K 3,805 thousand and recognized a gain on sale from disposal of KD 452 thousand
being the difference between the consideration received and the carrying amount of the investmeant,

Bank of London and the Middle East ple (“BLME") is a public limited company duly incorporated in the
United Kingdom on 7 August 2006, BLME is licensed by the Financial Services Authority (FSA) to conduct
wholesale banking activities in accordance with Sharia’a principles. As at 31 December 2006, investment in
BLME was classified as an investment in unconsolidated subsidiary as the Group had 100% ownership in
BLME. During the current year, BLME increased its share capital from GBP 2 million (equivalent to KD 1,133
thousand) to GBP 175 million (equivalent to KD 99,292 thousand}, however the Group did not fully subscribe
to this increase. As a result, the Group’s interest in BLME was diluted to 20% and a gain of KD 3,664 thousand
was recognized in the share of results of associates. The investment therefore is accounted for as an investment
in associale.

ljarah Indonesia Finance Company has been granted the license during 2007 from the relevant authorities in
Indonesia to render financing services, The Group’s investment in ljarah Indonesia Finance Company
equivalent to KD 1,015 thousand is stated at cost, as the associate has not commenced operations at the balance
sheet date.

The movement in the investments in associates balances is as follows:

2007 2006
KD OO0 KD 000
Balance at the beginning of the year 9,080 8,263
Acquisition ol associates 17,216 :
Sale of associate (3,353) -
Share of results of associates 4478 927
Dividends rceeived {(806) (304)
Foreign currency translation adjustments (1,30m 394
25,306 9. 080
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16.  INVESTMENTS IN ASSOCIATES (CONTINUED)

The Group’s share of resulls of associates is recognised bascd on unaudited financial statements. The
financial statements date of Bank Muamalat and Bank of London and The Middle East (RLME) PLC is
30 November 2007 which are the most recent available (inancial statements. The Group's share in the
balances of its associates as at 31 December 2007 were as follows:

Name of the associate Aszsets Liabhilities Revenues Results
B 000 KIFono KL CARRLN
" Bank Syariah Muamalat
Indonesia Thk 03,752 58,571 3,845 638
Al Bilad Real Estate Co. = - z 115
Bank of London &
the Middle East PLC 30,323 11,213 1.030 L
Q4 075 69,784 4,873 814

The Group’s share in the balances of its associates as at 31 December 2006 were as follows;

Name of the associate Assets Liakilities Revenues Besults
KLy 0 KDrago R Q00 KDroon
Al Bilad Real Estate Co. 3,934 307 559 384
Bank Svariah Muamalat
Indonesia Thk 53,044 47,622 3,196 5343
56,978 47,929 3,755 927

The Group hedges part of the currency translation risk of net investment in BLME through currency
borrowings, Borrowings amounting to KD19,110 thousand (31 December 2006: KD Nil) were designated
as hedges instrument and gave rise to currency gain for the vear of KD 655 thousand (31 December 2006
KD Nil), which have been deferred in the translation reserve component of equity, No ineffectiveness was
recognized in consolidated income statement that aresc from hedges of net investments in foreign
aperations. No amounts were withdrawn from equity during the year (31 December 2006: KD Nil}), as
there were no disposals of the related investment.

17. INVESTMENT PROPERTIES
The mevement in the investments properties is as follows:

2007 ik
KD 0ood K000
Balance at the beginning of the year 13.508 -
Purchases during the year 7.803 24,639
Sale during the year (2,520) (11,702)
Fair value and foreign currency translation adjustments 79 371
18,960 13,508

Investment properties comprise a number of commercial properties that are managed by third partics in
Europe, United States and the Middle East,

Investment propertics include properties with a carrying value of KD 5956 thousand as at
31 December 2007 (2006: KD 10,093 thousand), which were acquired through a number of special
purpose entities in Europe,
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I8. OTHER ASSETS

Cue from Real Estate Sukuk Fund
Accrued income

Prepayments

Acceptance letrers of credit
Software

(ihers

19, DUE TO BANKS

Investmeant accounts
Mon-investment accounts

2007 2006
KID'000 K000
- 13,182
1,979 2,851
1,484 1,061
2,574 102
1,170 16
214 1313
7,421 18,624
2007 2006
KD'000 K000
162,013 98,155
125,495 13,274
287,508 111,429

In accordance with Islamic Sharia’a, no profit is payable on non-investment accounts due to hanks, The
fair value of balances due to banks do nol significantly differ from their respective book values.

2. DEPOSITORS ACCOUNTS

[nvestment accounts
Non-investment accounts

2007 2006
KD'000 K000
256,198 186,023
51,261 78,305
307,459 264,328

The fair values of the depositors’ accounts do not significantly differ from their respective values.

21, OTHER LIABILITIES

Creditors and accruals

Accrued staft benefits

Clearing accounts

General provision on non-cash facilities
Margin accounts

NLST and KFAS due

Oicher

25

2007 2006
RO (bR
505 274
4,151 915
2,200 1,372
759 776
468 1,813
657 424
2,731 2.598
11.471 8,172
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22. SHARE CAPITAL

2007 2006
Shares KD g0 Shares KL oo0
Authorized ordinary
shares of par value
100 fils 1, 060,000,000 06,000 1, 000,000,000 100,000
Fraction shares not
issued (625,051} (63) {(589.670) (39)
Shares issued and fully
1.059,174,949 105,937 990,410,330 99,941

paid

‘The general assembly of the shareholders held on 7 April 2007 has approved bonus share dividends at 6%
of the outstanding number of shares held by the sharcholders registered in the Bank's records al the general

assembly date,

23. SHARE PREMIUM
The share premium is not distributable except under specific circumstances as provided by the Kuwail
Commercial Companies Law.

24. STATUTORY RESERVE

As required by the Commercial Companies Law and the Bank’s Articles of Association 10% of profit for
the year is transferred to statutory reserve. The Bank may resolve (o discontinue such annual transfers
when the reserve equals 50% of the capital. This reserve is not available for distribution except in cases
stipulated by Law and the Bank's Articles of Association.

25, YOLUNTARY RESERVE
As required by the Bank's Articles of Association 10% of profit for the year is transferred to the voluntary
reserve. Such annual transfers may be discontinued by a resolution of the shareholders’ General Assembly
upon a recommendation by the Board of Directors,

6.  OPLERATING LEASES

The Group has entered into several lease arrangements, mainly for renting buildings, offices and
equipment. The total future minimum lease payments under the operating leases for each of the following

periods is:
2007 2000
B L7000 KDvo00
Mot later than one year 1.822 1,303
Adter one year and not later than five vears 4,608 3.234
6,428 4,537

Such lease agreements are subject to automatic rencwal unless one of the parties to that agreement
notifies the other, with no purchase options or any escalation clauses,
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27,

28,

RELATED PARTY TRANSACTIONS
Related parties comprise the major shareholders, board of directors, entities controlled by them or under
their joint control, associates, key management personnel and their close family members. Balances with
related parties arise from commercial transactions in the normal course of business on an arm’s length
basis and are included within the following financial statement captions:

2007 2006
KLy 000 KT 000

Due from related parties:
Short term Murabaha and other [slamic financing 11,084 871
Receivables 4616 -
Other assets - 13,182
Due to related parties:
Due to banks 15,812 -
Depaositors’ accounts 62,694 28414
Transaetions wilh related parties
Letters of guarantee 15 ah
Revenues 1,912 937
Expenses 3,979 1,220
Compensation of key management personncl:
Details of compensation for key management comprise the following:

2007 206

B D000 KDOoo

Short-term benclits 3,123 806
Post-employment benefits 5l 38

3,174 B4

During the year, the Parent sold investment properties to related parties at book value amounting o KD
2,520 thousand (2006: trading properties and investment properties of KD 289 thousand and KD 11,648
thousand respectively).

During the year the Parent sold to one of its subsidiaries an investment in associate, available for sale
investments and financial assets held at fair value through profit or loss of KD 1,078 thousand, KD 6,698
thousand and KD 5,778 thousand respectively, These transactions have no impact on the consolidated
income statement,

CONTINGENCIES AND COMMITMENTS
At the balance sheet date there were outstanding contingencies and commitments entered in the ordinary
course of business in respect of the following:

2007 2006
|8 VTN KDoog
Giuarantees : 32,052 27,4353
Acceptances and letters of credit 7376 13,030
Investment commitments 1,690 22,795
Capital commitments (projects under construction) 1,075 670
Credit commitments 14,347 8,307
36,540 72,456
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29,  SEGMENT REPORTING
a. Primary Segment - Business
For management purposes. the Bank is organized into the following four major business segments:
Retuil banking: Principally handling the deposits of individual customers and small businesses, and providing
consumer type Murabaha and Islamic covered cards facilities.
Corporate banking: Principally handling Murabaha and ljarah facilities for corporate and institutional
CUSTOMErs.
frvestment: Principally handling direct investments, and local and international real estate investment.
Treasury. Principally handling Jocal and international Murabaha and other Islamic financing, primarily with
financial institutions, as well as the management of the Bank's funding operations,

For the year ended 31 December 2007

Retail Corporate Linallocated
hanoking banking lovestment Treasury items Total
KD 0o KD 000 K100 B 00 KDy KD 00
SEEMCHT fevenues B0 9535 14 434 29,134 212 54,295
Sepment expenses (5,275) {LA48T) (615} [1B.265) (10,0314 [35,663)
Segment results (4,605 B.048 14,224 10,860 (9,818 18652
Retail Carporate Unalloeated
hanking banking Investment _ Treasury ilems Total
K1xann KD 0nn KLy KDy D000 AR
Avsels
Cash and cash
equivalents 4.088 = 1314 41630 - 40,032
Short term Murabaha and
othier Islarmic finanzing - - - 307,040 - U7 040
Receivables 474 94 616 - 102,068 - 1497.703
Leased assets - an 128 - | 360 - 67.389
Frnancial assets held at
furr value through
prutlit or loss - - 9702 - - 9702
Available for sale
IMVESINLERTS - - 20,140 36,118 - 30,258
Investments in associates - - 215,300 - - 25,304
Trading properlies - - 2731 - - 2,733
[nvestment properties - - 18,960 - - 18,960
Other assets AWS 2486 1300 1092 1058 7421
Property and equipment 1079 k1] (Kb 54 10710 4.584
Tutal assets 6631 163,189 §1,503 183,387 5128 75028
Liabilitics nnd Equity
1ue fo banks - - - 2ET. S04 - ZET.508
Dreposilors accoRmnes 129156 . - 1758303 . 07459
Crther liabilities 279 831 25 344 G022 11,471
Equity - - - - 132,400 1384090
Total liahilities and
equiTy 12594355 451 3 466,205 149,412 745 528
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29.  SEGMENT REPORTING (CONTINUED)

For the vear ended 31 December 2006

Retail Corporate Unallocated
hanking banking Investment Treasury ilems Tutal
KD ood KD a0 AR KDann AR IHY KDrana
Sepment revenucs 353 2405 6,381 22,908 472 13217
Scemein expenses {3,088) 11.733) [T {12,387 4,924 [22.903)
Sepment resulls (2,535) 1,170 5al2 101,521 (4.454) 10,514
Hetail Corparate Lnallocated
hanking bankiog Investment Treasury items Toeal
Koo AR KD0n0 B 00 KD 000 LB HT]
Asscts
Cash and cash
cquivalents 1,811 - 4,100 I7.026 22,947
Short term Murabaha and
ather [slamig finanaing - - 277,34 277,544
Receivables - TRAUG . 36,802 - 1135698
Leased assets - T.7E] - - TR]
Financial assets held ar
fair valus through
profit o loss . - 1.02 - 1,020
Available for sale
investments - - 1§27 12,331 - AT
[nvesiment n
unconsolidated
subsidiany . - [,133 - 1,153
Investments in Associalcs - - G080 - - o080
Trading properlies - - 2,885 - 2BES
Investment properties - - 13,508 - 13.508
Oilier assels 132 - 14,541 5l 1,911 18,624
Property and equipment 52 44 il 37 2953 3,009
Tuotal assects 2467 86,711 66, 77 343 501 4,853 504,335
Liabilitics and Equity
Due to banks - - 111,429 - 111,420
Depositors' accounts 128,833 - - 135495 - 264 528
{ither liabilities 14937 390 2262 177 3,200 8172
Eyuity - - - - 120410 120,414
Total liabilities and
equity 130,770 06 2263 247101 123,610 04,339
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29,  SEGMENT REPORTING (CONTINUED)
b. Secondary segment - Geagraphical
The Bank operates in various geographical sectors. The geographical analysis is as follows:

For the yvear ended 31 December 2007

Liabilitics & Commitments &
Assels equily Conlingencies
2007 2007 2007
KD oaq K000 AR
Geographical area:
Kuwait and the Middle East 677,454 719,440 56,285
North America 6,037 84 -
Western Europe 459212 19, 834 -
Other 16.495 6,570 255
745,028 745,928 56,540
Operating Operating
income profit
2007 2007
KOO0 KT QHd
Kuwait and the Middle East 41,444 8,986
Morth America 182 182
Western Europe 10,508 8.748
Other 1,861 1.495
54,2095 19,411
For the vear ended 31 December 2006
Liabilities & Commitmenls &
Assets equity Contingencies
2006 2006 2006
KD0O0n KD i) B L7
Geographical arca:
Kuwait and the Middle East 461,616 491,725 51,635
North America 6,589 - .
Western Europe 26,061 2.035 14835
Other 10,073 10,579 5,986
504,339 504,339 72,456
Chperating Dperating
income profit
2008 2006
K00 KD O
Kuwail and the Middle Fast 27.308 4,936
MNorth America 490 488
Western Europe 3,890 3,836
Orther 1,529 1,481
33,213 10,791




BOUBYAN BANK K.5.C, AND SUBSIDIARITES
STATE OF KUWAIT

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS p
bt gy 2y

CILBYAR BAME
For the year ended 31 December 2007 FOuR

29, SEGMENT REPORTING (CONTINUED)
Concentration of asscts and liabilities
Concentrations arise when a number of counterparlics are engaged in similar business activities, or activities
in the same geographic region or have similar economic features that would cause their ability to meet
contractual obligations to be similarly affected by changes in economic, political or other conditions.
Concentrations indicate the relative sensitivity of the Group's performance to developments affecting a
particular industry or geagraphic location.
The distribution of assets by industry sector was as follows;

2007 20006
KD o0iq KDyooo
Trading and manufacturing 37740 25,056
Banks and financial institutions 462 741 362,708
Construction and real estate 174 846 46,5609
Other T0,601 70,006
745,928 504,539
The distribution of liabilities by industry sector was as follows:
2007 2K
B (M) KD 000
Trading and manufacturing 12,581 7,435
Banks and financial institulions 464,103 268,936
Construction and real estate 21,676 5,902
Other 108,078 101,656
606,438 383,929
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3.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The Group’s activities expase it to a variety of financial risks and those activities involve the analysis,
evaluation, acceptance and management of some degree of risk or combination of risks. Taking risks is core
ta the financial business, and the operational risks are an inevitable consequence of being in business. The
Group’s aim is therefore to achieve an appropriate balance between risk and return and minimise potential
adverse effects on the Group’s financial performance.

The Group’s risk management policies are designed to identify and analyse these risks, to set appropriale risk
limits and controls, and to monitor the risks and adherence to limits. The Group regularly reviews the risk
management policies to reflect changes in markets, products and emerging best practice.

In the normal course of business, the Group uses primary financial instruments such as cash and short term
funds, investments, bank borrowings, receivables and payables and as a result, is exposed to the risks
indicated below. The Group currently does not use financial derivative to manage its exposure to these risks,

Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation causing the
other party Lo incur a financial loss. To limit this risk, the Group deals with fairly good customers from
corporates, financial institutions and high net worth individuals and has policies and procedures in place to
limit the amaunt of credit exposure to any single and related counter party. These policies include the non-
concentration of credit risk. The Group minimizes other concentrations of credit risk by undertaking
transactions with a large number of customers. All policies relating to credit are reviewed and approved by
the Board of Directors,

Maximum exposure to credit risk without taking account of any collateral and other eredit enhancements

The table below shows the maximum exposure to credit risk for the components of the balance sheet. The
maximum exposure is shown gross, before the effect of mitigation through the use of collateral agreements.

Gross Ciross
maximum maximum
EXposure ExposuTe
2007 2006
Noteg KD o0 KD 000
Cash and cash equivalents (excluding cash on hand) 10 44,262 21,136
Short-term Murabaha and other Islamic finuncing 11 307,040 277,344
Receivables 12 197.703 115,698
Leased assets 13 67,389 7.781
Financial assets held at fair value through profit or loss 9,702 1,020
Available for sale investments 14 56,258 30,710
Other assets (excluding software) 18 6.251 15,308
Ga8.6035 471,997
Contingent liabilities 39428 40,483
Commitments 17,112 31,87
Total credit risk exposure 745,145 544 453
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3.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Credit risk (Continued)

Where financial instruments are recorded at fair value, the amounts shown above represent the current credit risk
txposure but not the maximurmn risk exposure that could arise in the future as a result of changes in values.

For more detail on the maximum exposure to credit risk for each class of financial instruments, references shall
be made to the specific notes.

Risk concentrations of the maximum exposwre o credit rivk

The Group manages concentration of risk by client/counterparty, geographical region and industry sector. The
maximum credit exposure to any client or counterparty as of 31 December 2007 was KD 50.000 thousand
(31 Decemnber 2006; KD 49,300 thousand) before taking account of collateral or other credit enhancements and
kD 50,000 thousand {31 December 2006: KD 49,300 thousand) net of such protection.

The Group’s financial assets, before taking inte account any collateral held or other credit enhancements can be
analysed by the following geographical resions;

2007 20006
Nen- MNoun-
Banks banks Total Banks hanks Total
ELY (0 KD 00d KX 00 KD oo K000 KDrooo
Kuwait and The
Middle Fast 313,362 333,358 060,750 237,370 214 412 451,982
Morth America 108 - 108 144 280 633
Western Europe 1.689 10,603 12,292 %333 7434 13469
Other 012 6,443 9,455 914 2,497 3413
318201 370,404 afg 605 247,365 124 (32 471,997

An industry sector analysis of the Group’s financial asscls, before taking into account collateral held or other
credit enhancements, is as follows:

2007 2006
Non- Mon-
Banks hanks Total Bunks banks Total
ED'00a Ky 0g0 Ko KD Qo0 F D000 ELD 000
Trading and
manufaciuring - 317740 7,740 - 22,594 22.5M
Banks and finanuial
institutions 318,201 119,233 437,434 247,365 139,877 387242
Construction and
rcal estate - 153,161 133,161 - 35,920 13,920
Other - 60,270 6,270 - 26,241 26,241
318201 370,404 G8E. 605 247 365 224,632 471,997
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3u.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Credit risk {Continued)

Collateral and other credit enhancements

The amount and Lype of collateral required depends on an assessment of the credit risk of the counterparty.
Guidelines are implemented regarding the acceptability of types of collateral and valuation parameters.

The main types of collateral obtained arc as follows;

o  Cash collaterals

*  Bank Guarantees

* [ncome generating and non-income generaling real estate

¢ Shares and other [slamic financial instrutents

The Group also may obtain guarantees from parent companies for financing provided to their subsidiaries.
Management monitors the market value of collateral and requests additional collateral if required in
accerdance with the underlying agreement. [t is the Group’s policy to dispose of repossessed properties in
an orderly fashion. T'he proceeds are used to reduce or repay the outstanding claim. In general, the Group
does not oceupy repossessed properties for business use.

Cradit guality per class of financial asseis

The credit quality of financial assets is managed by the Group. The table below shows the credit quality by
class of asset for balance sheet lines.

31 December 2007
Ieither past due por impaired

Mon- Fast due or
Banks bariks imipaired Total
AR L0000 b L2700 KLy aog
Cash and cash cquivalents 27,093 17,169 - 44262
Short-term Murabaha and
other Islamic financing 275,030 il 410 - 307,040
Receivables 14,492 183,211 - 197,703
Leased assets - 67,389 - 67,189
Financial asscis held at fair
value through profit or
loss 986 8.716 - 9,702
Available for sale
investments - 56,258 - 36,238
Other assets - 6,251 - 6,251
318,201 370,404 - 88,6035
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FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)
Credit risk (Continued)

31 December 2006

Weilher past due nor impaired

Mon- Past due or

Banking banking impaired Total

D000 ka0 A WRIHY] KD'ood
Cash and cash equivalents 433 20,703 21,136
Short-term Murahaha and
other Islamic financing 231,807 45,537 - 277,344
Receivables 10,786 104,912 - 115,698
Leased assets - 7.781 - 1.781
Financial asscls held at fair
value through profit or loss - 1,020 - 1,020
Available for sale
investments 4,339 26,371 . 30,710
Cither assets - 18,308 - 18,308

247,363 224,632 - 471,997

Market risk

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

Market risk is managed on the basis of pre-determined asset allocations across various asset categories, a
continuous appraisal of market conditions and trends and management’s estimate of long and short term
changes in fair value,

The Group is not exposed to any risk in terms of the re-pricing of its liabilities since, in accordance with
Islamic Sharia’a, the Group does not provide a guaranteed contractual rate of return to its depositors.

Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external events, When
controls fail to perform, operational risk can cause damage to reputation, have legal or regulatory
implications, or lead to financial loss.

The Group has a set of policies and procedures, which are applied to identify, assess and supervise
operational risk in addition to other types of risks relating to the banking and financial activities of the
Group. Operational risk is managed to ensure compliance with policies and procedures and monitors
operational risk as part of overall risk management activities.

The opcerational risk of the Group is managed in line with the Central Bank of Kuwail instructions
concerning the general guidelines for internal controls and best practice for managing and supervising
operational risks in banks.
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3.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Foreign currency risk

Foreign currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
toreign currency exchange rates.

The Group is exposed to foreign currency risk on transactions that are deoominated in a currency other than
the Kuwaiti Dinar. The Group ensures that the net exposure is kept to an acceptable level by dealing in
currencies that do not fluctuate significantly against the Kuwaili Dinar,

The table below indicates the foreign currencies to which the Group had significant exposure as at 31
December. The analysis calculates the effect of a 5 percent increase in foreign currency rates against
Kuwaiti Dinar, with all ather variables held constant on the operating profit and equity. A negative amount
in the table reflects a potential net reduction in operating profit or equity, while a positive amount reflects a

net potential increase.

2007 B 2006
i Effect
on operating Effect an uperating Effcct
_profit oo ety profit _onmequity

R3O0 KD 000 KD a0 KLY 000
US Dollar {133} 103 (639) {397
Sterling Pound 65 i3 19 19
Eura 86 &6 19 19
Indonesian Rupiah - 310 - 276

A 5 percent decrease of the above currencies against the Kuwaiti Dinar would have had equal, but opposite,
effect to the amounts shown above, on the basis that all other variables remain constant,

Liquidity risk

Liguidity risk is the risk that the Group will be unable to meet its financial obligations. Liquidity risk can be
caused by market disruptions er credit downgrades which may cause certain sources of funding to dry up
immediately. To guard against this risk, management have diversified funding sources and assets are
managed with liquidity in mind, maintaining a healthy balance of cash, cash equivalents and readily
marketable securities. Further, the Group periodically assesses the financial viability of customers.

The Group has established an Asset and Liabilitics Management committee to manage assets and liabilities
of the Group comprehensively and strategically. The committee meets regularly to determine and review
palicies for managing liguidity risk, as well as to set risk limits.

The following table summarizes the maturity profile of the Group's assets and liabilities. The contractual
maturities of assets and liabilities have been determined on the basis of the remaining period at the balance
sheet date to the contractual maturity date and do not take into account the effective maturities as indicated
by the availability of liquid funds. The maturity profile is monitored by management to ensure that adequale
liquidity is maintained. The maturity profile of the assets and liabilities at vear end is based on contractual
repayment arrangements
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30. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINLUED)
Liquidity risk {Continued)
The maturity profile of the assets and liabilities is as follows;
31 December 2007

Up to
three Jtoh Gto |2 Orver
months maonths months 1 vear Toal
KIyoo0 KD o0 K oon K000 KD 000

Aszets
Cash and cash equivalents 49,032 - - - 49,032
Shart term Murabaha and other

Islamic financing 307,040 - - - 307,040
Receivables oT.087 32,475 28,209 30,932 197,703
Leased assets 11,388 24,558 27,722 3,721 67,389
Financial assets held at fair

value through profit or loss - - - 02 9,702
Available for sale investments 36,118 - - 20,140 56,258
[nvestments in associates - - - 25306 25,306
Trading properties : = 2,733 2,733
Investment properties - = - 18,960 18,960
COither assets 4,767 - - 2,654 7,421
Property and equipment - - - 4,384 4,384
Total assets 505,432 57.033 58,664 124,799 745,928
Liabilities and Equity
Due to banks 276,526 - - 10,982 287,508
Depositors” accounts 273,285 31,857 2275 42 307,459
Other liabilitics 9,561 - - 1,210 11,471
Equity - - - 139,490 139,490
Total liahilities and equity 539,372 31,857 2,275 152,424 743 028

a
-]
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FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED}
Liquidity risk {Continued)
31 December 2006
Upra
three o fto 12 Chver
mignths months inonths | year Tuatal
KD 0 KO} KD'a0d KO KD oo
ASSels
Cash and cash equivalents 22,947 - - - 22,947
Short term Murabaha and other
Islamic financing 277,344 - - - 277,344
Receivables 37.259 50,192 16,247 12.000 115,698
Leased assets - - 5,656 2,125 7,781
Financial assets held through
profit or loss - - 1.020 - 1,020
Available for sale investments - - - 30,710 30,710
Investment in unconsolidated
subsidiary - - - 1,133 1,133
Investnents in associates - - - 9080 9080
Trading properties - - 2,885 - 2,885
Investment properties - - - 13,508 13,508
(Other assets - 18.624 - - 18,624
Property and equiptnent - - - 3,609 3,604
Total assels 337,530 68,816 25,808 72,165 504,339
Liabilities and Equity
Due to banks 99,088 4,833 7508 - 111,429
Depositors” accounts 247,970 6,797 9.263 298 264,328
Oeher liabilities 6,137 - 2,035 - 8,172
Equity - - - 120,410 120,410
Total liabilities and equity 353,195 11,630 18,806 120,708 304,339

Fair value of financial instruments

Fair value is defined as the amount at which the instrument could be exchanged in a current transaction
between knowledgeable willing parties in an arm’s length transaction, other than in a forced or liguidation
sale, Fair values are obtained from guoted market prices, discounted cash flow models and other models as
appropriate. The catrying values of financial instruments approximate their fair values at 31 December due
to the relatively short-term maturity of the instruments except that it was not possible to reliably measure
the fair value of cerlain unguoted securities.
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FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Capital management risk

The Group maintainz: an actively managed capital base to cover risks inherenrt in the business. The adequacy
ol the Group's capital is monilored wsing, among other measures, the rules and ratios established by the
Basel Committes on Banking Supervision (BIS rules/ratios) and adopted by the Central Bank ol Kuwait in
supervising the Group.

Dwuring the vear, the Group bad complicd in (wll with all ils exlernally imposed capital requirements,

The primary objectives of the Group’s capital management are 1o ensure thal the Group complies with
extemally imposed capital requirements and that the Group maintains strong credit ratings and healthy
capital ratios in order w support ils business and to maximise shareholders™ valoe.

‘The Group manages its capital structure and makes adjustments W it in the light of changes i economic
conditions and the risk characteristics of its activities, In order to maintain or adjust the capital structure, the
Group may adjust the amount of dividend payment to shareholders or issue capital securities. No changes
were made in the objectives. policies and processes from the previous years.

The Group’s regulatory capita] position at 31 December was as follows:

2007 2006
KT Koo
Tier 1 eapital
Share capiral 105,937 99,94 ]
Share premiom 280 280
Stalulory reserve 3,709 1,727
Voluntary reserve 3,406 1,550
Relained carnings 22,387 13,659
Minority interests 2,303 2,255
138,022 114,392
Tier 2 capital
Fair value reserve Yo 404
Foreign currency translation reserve 733 44
257 458
Total repulatory capital 138,279 119 850
Risk-weighted assets 487 659 324 373
Clapital ratios
Tolal regulatory capital expressed as a pereenlage ol total
risk-weighted assets 28% 37%%
Total tier 1 capital expressed as 4 pereentage of tisk-
weighted assels 28% 3%
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31.  FINANCIAL ASSETS AND LIABILITIES
I'he table below set out the group’s classification of cach class of financial assets and liabilities

31 December 2007

Cash and cash
equivalents

Short term Murabaha
and other Islamic
financing

Receivables
Leased assels

Financial assets held
at fair value through
profit or loss

Available for sale
investments

Due to banks
Depaositors® accounts

Income

31 December 2006

Cash and cash
equivalents

Short term Murabaha
and other Islamic
tinancing

Receivables

Leased assets

Financial assets held
at fair value through
profit or loss

Available for sale
investments

Due to banks
Deposilors” accounts

Income

Designated Other Toral
at fair Loans and Available amortized carrying
value receivables for sale cost amount

KD 000 KD oo KI¥ooo0 KDroon KD'000
21,939 27,093 - - 49032
o 307,040 - - 307.040

- 197,703 = - 197,703

- 67,389 - - 67,389

9.702 - - - 9,702

- - 36,258 - 56,258
31,641 399,225 56,258 - 687,124
- - - 287,508 287,508

. . £ 307459 307,459

B - - 594,967 504,967

2,143 32,508 3,253 - 37.904

Dresignated Other Total
at fair Loans and Available amortized carrying
value receivables for sale cost amount

KD 000 KD*000 KD 000 Koo KD 000
22,514 433 - - 22,947
- 277 344 - - 277,344

- 115,698 - - 115,698

- 7,781 . - 7.781

1,020 - - - 1,020

- - 30,710 - 30,710
23,534 401,256 30.710 - 455,500
& = g 111,429 111,429

- - - 264 328 264,328

- - - 375,757 373,757
1,184 21,994 1.246 - 24,424
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32.  FIDUCIARY ASSETS
The aggregale value of assets held in a trust ar fiduciary capacity by the Bank amounted to KD 249,521
thousand (31 December 2006: KD 118,511 thousand),

33. PROPOSED DIVIDEND
The beard of directors recommended distribution of bonus shares of 10% on outstanding shares as at
31 December 2007 (6% on the outstanding shares as at 31 December 2006). The proposed dividend, if
approved by the sharcholders” general assembly shall be payable Lo the shareholders registered in the Bank’s
records as of the date of the general assembly meeting,

3. COMPARATIVE FIGURES
Certain comparative figures have been reclassified to conform with the current year's presentation,
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