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INDEPENDENT AUDITORS® REPORT

T the Shareholders of
Boubyan Bank K.5.C.
State of Kuwait

Report on the consolidated financial stalements

We have audiled the sccompanying consolidated financial statements of Boubyan Bank K.5.C. (“the Bank™) and
subsidiaries {collectively “the Group™ which comprise the consolidated balance sheet as at 31 December 2008,
and the consolidated income statement, consolidated statement of changes in equily and the consalidated cash
flow statement for the year then ended, und a summary of significant accounting policies and other explanatory

noes,
Management s responsibility for the consolidated financial staiements

Management of the Bank iz responsible for the preparation and fair presentalion of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility ineludes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
{inancial statements that are free from material misstatement, whether due o fraud or error; selecting and
applying appropriate accounling policies; and making accounting estimates that are rcasonable in the
circumstances.

Auditors ' resporsibifity

Cur responsibility 1s to express an opinion on these conselidated (nancial statements based on our audit. We
conducted our audit in aceordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perlorm the audit to obtain reasonable assurance whether the
consolidated linuncial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence abowt the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditer’s judgment, including the
assessment ol the risks of material misstatement of the consolidated (nancial statements, whether due to fraud or
error, In making these risk assessments, the suditor considers internal control relevant to the entity’s preparation
and fair presentation of the conselidated financial statements in order to design audit procedures thar are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the clfectiveness of the
entity’s infernal control. An audit alse includes cvaluating the appropriateness of accounting policies used and
the reasemableness of accounting estimates made by management, as well as evaluating the overall presentation
of the consolidated financial stalements. We helieve that the audit evidence we have obtained is sulTicient and
appropriate to provide a basis for our audit opinion.



Opinion

i our opinion, the consolidated financial statements present fairly, in all material respects, the financial position
of the Group as of 31 December 2008, and of'its financial performance and its cash flows for the vear then ended
in accordance with [nternational Financial Reporting Standards as adopied lor use by the State of Kowail.

Report on other legal and regulatory requirements

Furthermere, in our opinion proper books of accounts have been kept by the Bank and the consolidated financial
statements together with the contents of the report of the Bank’s Beard of Directors relating 1o these consolidated
financial statements, are in accordance therewith. We further report that we obtained the information and
explanations thal we required [or the purpose of our sudit and the consolidated financial statements incorporate
all the information that is required by the Kuwail Commercial Companies Law ol 1960, as amended, and by the
Bank's Articles of Association; that an inventory count was duly carried out; and that, to the best of our
knowledze and belief, no violations of the Kuwait Commercial Companies Law of 1960, as amended, or of the
Articles of Association of the Bank have cccurred during the vear ended 3| December 2008 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 audil, 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 banking business, and ils related regulations during the year ended 31 December 2008,
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Tassim Ahmad Al-Fahad 5 dh AL AlMutawa
License No. 33-A License No. 138-A
Al-Tahad & Co, Deloitte & Touche of KPMG Sati Al-Mutawa & Partners

Member (irm ol KEMG [oternational

17 February 2009
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BOUBYAN BANK K.5.C. AND SUBSIDIARIES {_\
STATE OF KUWAIT W "

CONSOLIDATED INCOME STATEMENT Boubyan Bank

For the year ended 31 December 2008

31 December 31 December

2008 20017
Mol K137000 - S ERVE]
Incame
Murahaha and ather Lslamic financing income 38270 32,508
MNel investmenl income 5 153311 G820
Fiees and commissions income & 4.837 G414
Share of resulls of associates 1ty LL30 4,478
Wt foreign exchange wain 131 I3
Other income L3 66
sS4 h54 54,205
Expenses
Stall cosls L3I0 0,771
Gieneral and administrative expenses 5,738 4,126
Deprecigtion and amorlizalion 131 T4
17,373 14,637
Profit. before Murabaha cost, provision for impairment
and distribution to depositors 42,321 39038
Murabaha cosl 3.890 5214
Provision for impairment 7 20,450 1,176
Profit before distribution to depositors 17.9%1 13264
[Ystribution to depositors G 15,831 13,857
Prafit after distribution to depositors 2130 19,411
Contribution to Kuwait Foundation for the
Advancement of Scicnces (“KFAS") L& 173
Mational Labour Support Tax (“SLET™) 31 480
Zakat 21 2
Irectors™ foes Ik 108
Met profit for the vear [.932 18,632
Attributable to:
Equity holders ol the Bank [.B40 18.562
Minorily inferest Bb 70
MNet profil for the year 1,932 18.632
Earnings per share attributable to the cquity holders of the
Bank (fils) G 1.58 15,93

The notes Irum | o 34 form an integral part of these consolidated financial statements.
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BOUBY AN BANK K.5.C. AND SUBSIDIARITES

STATE OF KUWAIT { N,
CONSOLIDATED BALANCE SHEET b if Bhedenf
Boubyan Bank
Asat 31 December 2008
2008 2007

Maoles K000 B 000
Assels
Cash and cash equivalents 10 67,994 49,032
Shaort term Murabaha and other [slamic financing 11 260,950 307.040
Receivables 12 267,730 197,703
Leased assels 13 88071 67,389
Financial assers held at fair value through profit or loss 44.097 8,702
Available for sale investments 14 3R.181 56,258
Investments in associates 14 5914 25,306
Trading properlics 2,754 2,733
lorvestment properties 17 29,962 18,960
Other assets 15 a.9149 7421
Property and equipment 4 887 4,384
Total assets g40.461 745928
Liabilities and Equity
Liabilitics
Due to banks 19 118,131 287,508
Depositors’ accounts 20 369,636 307.459
Other liahilities 21 15,153 11.471
Total liabilitics T02.920 Al6,.438
Equily
Share capilal 22 116,331 103,937
Share premium 23 280 280
Statutory reserve 2 3913 3,709
Voluntary reserve 25 3.5 3,406
Fair value reserve (T98) 2,201
Foreign currency twanslation reserve (1619 (733
Retained earnings 13,230 22 387
Equity attributable to cquity holders of the Bank 135,148 137,187
Minority interest 2,393 2,303
Total equity 137,541 135,490
Taotal liabilities and equity 540,461 745,928

g e oy

e i

SIS T

Mohammed Yousef Al-REoumi
Chairman

I'he notes from 1 to 34 form an integral part of these consolidated financial statements.
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BOUBYAN BANK K.5.C. AND SUBSIDIARIES
STATE OF KUWAIT

CONSOLIDATED CASH FLOW STATEMENT r"
For the yeur cnded 31 Decernber 2008 ‘Boubyan Bank
31 Deeernber 31 Digeember
2008 2007
Motes KL G0 LSRR

OPERATING ACTIVITIES
Met profit for the year 1,932 18,832
Adjustments for

Frovision for mpairment T 20430 176
[repreciation and amortization 1,332 T4
Fargign currency translation [0 2245
Craun from sale of associare - (431
Gain ffom sale of available Mor sale investmenis (53] L ]
Guin from sale of investment properties (137
Uneealized gain from financial assets held ot far value through profil or loss (10,2403 (4330
Share of resulls ol assogiates {1,130 [4.478)
Dividend incueme (G0 {1,706)
Unrealized loss from change in fair value of investment propertics [,715 2
Impairment loss on availuble Tor sale investments 1,431 -
L3550 14,085
Changes in operating assets and lahilitics:
Decreasesdincremse} in short term Murabhaha and ather 1slamic financing 315048 (33T
Increass in receivables (77477 (B2 T
Inerease in leased assels (22,033 (60,502
(Increasc)idecrease in olher asscls 12,498 11.203
(Decreaseyincrease in due Lo banks 1 160,407 176,079
Increase in depositons” accounls 262177 43,131
[ncrense in pther liabiliies 3.333 1318
Dividend income received 1,604 | 706
Net cash from operating activities 33,044 77414
INVESTING ACTIVITIES
Purchase of available for sale investments {15,588) (40,0717
Purchase of financial assets beld al fair value through profic o loss [14.834) (1,018
Proceeds from sale of available lfor sale investments 12,997 11422
Furchase of invesiments in associales - (16083
Dividends from associales 451 A0
Furchiase of imvestment propertics (157373 (7. Bu3Y
Froceeds from sale of investment proporics 498 254
Purchase of property and equipmen i 1,835) _ 11,51%)
Net cash used in investing activitics ____ f4.084) . {5L,E3)
Met chunge in minority interest . 4 o i)
Net increase in cash and cash equivalents 18,944 26,083
Cash and cash equivalents at the beginmng of the year 449032 22447
Cash and cash cquivalents at the end of the year [ 6759590 49037
NON-CASH TRANSACTION
INVESTING ACTIVITIES
Iransfer of investment m associate 0 fnancial essets held & tar value
through profit or lozs 20,057 -

The notes from | 1w 34 form an integral parl of these consolidated lnancial statements,



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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS /—‘
For the year ended 31 December 2008 o Boubyan Bank

15 INCORPORATION AND ACTIVITIES
Boubyan Bank B.S.C. (Mhe Bank™} is a public sharcholding company incorporated on 21 Septermber
2004, in accordance with the Commercial Companies Law in the Stale of Kuwait, by Amin Decree No.
88 and in accordance with the rules and regulations of the Central Bank of Eowait (CRET) i Law Mo, 30
passed in 2003). The Bank’s shares were listed in Kuwait Stock Exchange on 15 May 2006,
The Bank was licensed by the Ceniral Bank of Kuwait on 28 Movember 2004, The Bank is principally
engaged in providing banking services, in aceordance with Codes of the Islamic Sharia'a, as approved by
he Bank's Sharia’a Supervisory Board,
The address ol the Bank’s registered ollice is PO Box 23507, Safat 13116, State of Kuwail.
The consolidated financial stalements were authorised {or issue by the Buard of Directars on 17 February
ZEH.

2, ADOFPTION OF NEW AND REVISED STANDARDS
Standards and Interpretations effective in the current period
Three interpretations where issued by the International Financial Reporting Inlerpretations Commiliee are
cffective for the current vear. These are IFRIC 11 of IFRS 2 Group and Treasury Share Transactions.
IFRIC 12 Service Coneession Arrangements and [FRIC 14 scope ol 1AS 19 the Limit on g Delined Benefit
Asset, Minimum Funding Requirements and their Interaction. The adaption of these Interpretations has nul
led Lo any changes in the Group's accounting policics.
Implementation of amendments to IAS 39, Finoncial Instrument: Recognition and Measurement:
On 13 October 2008, the International Accounting Standards Roard (TASE) published amendments to 1AS
39 "Financial fnstruments: Recognition and Measuremerne” and 1FRS 7 " Financial (nstriments:
Lisclosures ", The changes o 1AS 39 permil an entity o reclassify non-derivative financial assets out of
the “fair value through profil or less™ and available Tor sale catepories in limited circumstances,
The effective dute of the amendments 35 | July 2008, Any reclussification of a financial asset made in
periods beginning on or afler | November 2008 will take effect only from the dae when the
reclassification is made. Any reclassification of a financiul asset in accordance with the amendments
should nat be applied retrospectively to reporting perinds ended belore the cffective date.
The Group has adopted the amendments to 1A% 39 and the related amendments of IFRS 7. As a result, Lthe
Giroup has reclussilicd certain investmenls with carrving and fair values of K13 5,332 thousand as of 1
Movember 2008, and their carrying an fair values as of 31 December 2008 amounted to K13 1,927 [tom the
“held tor trading’ category to the “available for sale” category with effect from | November 2008 as these
investments are no lunger held for the purpose of sclling or repurchasing in the near term,
The Group has recorded unrealised losses of KD 2,175 thousand in respect of the reclassified investments
in the fair value reserve within equity and KD 1,431 recognized in the income statement, Had the Ciroupy
not implemented the amendments to 1AS 39, the unrealised loss of K12 2,175 thousand would have been
recorded in the income statement which has increased the group's carning per share by 1,87 fils.
Standards and interpretations in issuc not yet effective
At the date of authorisation of these consolidated financial staiements, the lallowing Standards and
Inlerprelations were in issue but not yet effective;

= AR | (Revised) Presentovon of Fuoncia! Staiements Elective for annual periods beginming on o afier |
January 2009

o IAS e (Revised) Prapeen, Plost vnd Equpmen FEffective for annual peneds beginning en or afer 1
January 20609
o AL 19 (Revisedd Emplovee Beme iy Effective for annual periods beginning un or afier |

January 2005
& AL 20 (Revised) Soveramens Graney and $3scioiure Effective for annual periods Beginning on or afier 1
af Governmen! Assiviaace January 2009
o IAS 25 (Revised) Borrowing Coaly Fffectvve for annual perimds beginning an or afer 1
Januare 2009
* LAS 27 (Revised) Congelidared amd Separate Financ Effechve for anoual periods boginning
Stcvements Julw 2009

imoer glter 1



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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2008

V¥
g iy

Boubyan Bank

2 ADOPTION OF NEW AND REVISED STANDARDS (CONTINUEDY

Standards and Interpretations in issue not yet adopted (Continued)

IAS 28 (Revised) fmvastments o dsiocuies

1A% 29 (Revised) Financia! Aeporing
Huperinflationary Feonnmise
145 3] {Revised) Snteresis 0 ot Venfres

IAs 32 (Revised) Simancia! fnitrumenin: Pregeniation
IAS 36 (Revised) fmpairmenr of Assels

IAS 38 (Revised) fnrangilly Assers

IAS 39 (Revised) Finoncid Insiruments. Kocogarin
and Measirement

LAS 40 (Revised) fnvestment Praperny

1A% A1 (Reovised) Agricudiure

LERS 1 (Revised] Firs-time Adaption of iniernaiies!
Finaneiod Repurting Standards
IFRS 2 (Revised) Share-based Savment

IFRS 3 (Revised) Suviness Combinatieny

IFRS 5 (Revised) Yon-curecat Aseers Held for Sole and
Dicentinwed COperaiions

[FRS & Dperaring Sepments
TFREC 13 Customer Lovadny Frograsimes

WRIC 13 Agreemenis for the Consiruction of
Real Estare

IFRIC 16 Hedges af g Mo favesiment e @ Forsign
Cperation

IFRIC 1T Dosieibutions af Non-cash dsseis o Choners

Effective for annual periods begimmmg on or afler [ July
2004

Effectve for annual periods bepinning onoor afler |
January 2009

Cifective for annual peneds beginnmg on or afier 1 July
2009

Effective for annual peneds beginning on or after 1
January 2009

Elffective for annual perinds hepinning on or afler |
January 2009

Effective for annual periods beginming on or alter |
January 2019

Effective for annual perinds beginning on ar afier |
Jamuary 200% and 1 July 2009

Effective for annual periods beginmng on or alter |
Januiary 2049
Eftective for annual
I Jamuary 2004

pericds beginming on or afier

Effective Tur annual periods beginning en oo after
| January 2009,

Effective for annual peniods bezinning an or afler
I Faruary 2004

Effective for annual periods beginmung on or after
b ey 20049

Lifective Tor wnnual perods bepinming onoor alter
| duly 2009

Effective for gnnual penods heginning on or afle
1 January 200%

Effective for anosal perinds beginming on or afler

I July 2008
Eflective for annual periods beginning on ar after
1 January 2009

Effective for anneal periods beginning on or afier
I Qclober 2008
Eiffective for annual periods bepinning on or after

| Julv 2009

The directors antivipate that the adoption of these Standards and Inlerpretations where applicable and once
become effective in fulure periods will not have a material financial impact on the consolidated linancial
statements o the Group in the pericd of initial application,

5] SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

The cansolidated linancial statements have been prepared in svcordance with the International Financial
Reporting Standards (“IFRS™) promulgated by the International Accounting Standards Board (“TASE™),
and Interpretalions issued by the Inlernational Financial Reporting Interpretations Committee of the 1A5E,
as adopted for use by the State of Kuwail for financial services instilutions regulated by the Central Bank
of Kuwait, These regulations require adeption of all IFRS cxeept for the [AS 39 requirement for collective
impairment provisicn, which has been replaced by the CRK reguirement for a minimum general provision
as desuribed below.



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

NOTLES TO THE CONSOLIDATED FINANCIAL STATEMENTS /_"‘
For the vear ended 31 December 2008 Boubyan Bank
3, SIGNIFICANT ACCOUNTING POLICIES (CONTINUEIY)

Basis of preparation (Continued)

In March 2007, the Central Bank of Kuwail issued a circular amending the basis of caleulating wenvral
provisions on facilities changing the rate fram 2% to 1% lor cash Gacilites and Trom 1% 0 0.5% far non
cash facilities. The required rates were 1o be applicd effective from 1 Junuary 2007 an the nel increase in
facilitics. net of certain categories of collateral, during the reporting period. The general provision in excess
of the present 1% for cash facilities and 0.3% for non cash facilities as of 31 December 2006 would be
retained as a peneral provision until a further directive rom the Central Bank of Kawait s issued,

The uecounting palicies have been applivd consistently by the Group and arc consisient with those used in
the previeus vear, except for changes resulling from amendments to [FRSs as mentioned in nate 2,

Aceounling convention

Unless otherwise indicated, the consolidated {inuncial statements are presented in Kuwaiti Dinars rounded Lo
the nearest thousand. The consolidated financial stalements are prepared under the historical cost
convention, except for certain available for sale investments, financial assets held at fair value through profit
or loss and investment propertics that are stated at fair value.

Basis of consolidation

The conselidated financial staternents incorporate the financial statements of the Bank and ils subsidiaries,
Boubyan Takalul Insurance Company K.5.C (Clesed), Boubyan Capital Investment Company K.5.0.
{Closed), Al-Seera Real Estate Company W.I.L. and Boubyan Industrial General Trading Company
W.L.L., which are contralled by the Bank (collectively “the Group™) as mentioned in note 15, Control is
achieved when the Bank has the power 1o govern the financial and operating policies of a subsidliary
COMPany 50 as o obain benelils from its activities.

The results ol subsidiarics acquired o disposed off during the vear are included in the consalidated incomu
statement from the effective dute ol acquisition ar up 1o the eifective date of dispasal, as uppropriate.

Where necessary, adjustments are made (0 1he linancial statements of subsidiaries to bring their avcounting
policies inta line with those used by the Bank.

Al inter-group lransactions, balances, income, cxpenses and unrealized gains are eliminated on
consolidation, Uinrealized losses are climinated in the same way as unrealized gains, bul only o the extent
that there is no evidence of impainment,

Minority interests in the nel assels of consolidated subsidiaries arc identified separately from the Group’s
equily therein. Minarity interests consist of the amount of those inleresls at the date of the original business
camhbination and the minority's share of changes in equity since the date of the combination. Losses
applicable to the minority in excess of the minerity™s interest in the subsidiary's equity are allocated against
the interests ol the Group except to the extent thal the minority has a binding obligation and is able o make
an additional investment w cever the losses,

Short term Murabaha and other Islamic financing

Short term Murabaha and other Islamic financing arc financial assets uriginated by the Group and represent
Murahaha, Wakala and Qurd Hassan deals with banks and financial institutions with residual maturity of up
e three menths from the balance sheel date. These are stated at amortized cost.

Chard Hasan

(rard Hosan is a non=profit bearing financing intended w allow the borrower 10 cse the Joaned funds for a
period of time with the understanding that the same amount of the lnaned funds would be repaid at the end
of the Qard Hasan period.



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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {_\
wlitgy ol iy
For the year ended 31 December 2008 Boubyan Bank

3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Receivables

Murubaha

Murabaha is an agreement relating to the sale of commodities 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 (o be recognized.

Murabaha receivables are financial assets originated by the Group stated sl amorlized cost nel ol provision
for impairment,

Wkela

Wakala Is an agreement involving Al-Muwakkil (the Principal) who wishes 1o appoint Al-Wakil ithe
Agent} 1o be his agent with respect to the investment of Al-Muwakkils fund. in accordance with
regulations of the lslamic Shariaa.

Wakala receivables are financial assets ariginated by the Group stated o amorlized cast net ol provision
for impairment,

Seduer and Parallz! Salam

Salam is an agreement whereby the Group (Al-Musalam) buys |rom & customer [Al-Musalam ilcih) a
commuodity or asset (Al-Musulam [ih) for deferred delivery in exchange fur immediate payment (Ras-
almal), according Lo speeified condition, Parallel Salam is an agreement whereby the Group {Al-Musalam
ilein) depends, for executing his oblizgation, on receiving what is due lo him. in his copacily as Al-
Musalam. from a sale in previous Salam contract, withoul making the execution of the second Salam
contract dependent on the exceution of the Iirst one.

Salam receivables are financial assets originated by the Group stated at amortized cost net of [rovision Tor
impairment.

Imvestments

Invesiments are recognised and derecognized on settlement date, Tnvestments are classified inle the
fidlowing calegories:

= Financial assets al fair value through profit or loss ; and

* Available for sale invesiments.

Financial assers held ot Fair Value Through Profit or Loss {0 VTPLY

Financial assels are classified as held al FVTPL where the nancizl asset is either held Tar trading or il s

designated as al FVTPL.

A finanvial assel is classified as held Tor trading if:

= It has been acquired principally for the purpose of selling in the near future: or

* ltis a part of an idenified portfolio of financial instruments that the Group manages together and has a
revent actual pattern of short-term profit-taking,

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

recugnition il

* Such designation climinates or signilicantly reduces a measurement or recognition inconsistency that
would otherwise arfse; or

# The lnancial asset forms parl of a group of financial usscts or financial liabilitics ar both, which is
managed and its performance is evaluated on a fair value basis,

Finuncial assets held al FVTPL arc measured initinlly al cost, which is the [air value of the considerstion

given, Afler initial recognition, the Group measures these assels al their falr values, without ary deduction

for transaction costs it may incur on sale or other disposal thereol with any resultant gain or loss

recognised in profit or loss. The nel gain or loss recagnised in profit or loss ineorporales any dividend or

profit carned on the financial assct.

111



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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS f‘
eiag el 6
For thc_:l'ear_en{]&ul 31 December 20008 s " Bau_byan Bank

3 SIGNIFICANT ACCOUNTING POLICIES (CONTINLUED)

Investments (Cuntinued)

Availtable for safe imvestments

Available [or sale investments are non-derivative investments that are not designaled as another calegory
of financial assets.

Available Jor sale investments are initially measured al cost, which is the fair value of the consideration
ziven, plus directly autributable transaction costs. Gains and losses arising from subsequent changes in lair
value dre recognised directly in equity, until the investment is disposed of or is determined 1o be impaired,
al which time the cumulative gain or loss provieusly recognised in cquity is included in the consolidated
income statement for the yvear.

Trade and setilement date accounting

All regular way purchase and sale of financial assels are recognized using settlement date acoounting,
Changus in the fair value between trade date and settlement date are recugnized in the conselidated income
statement lor linancial assets held a1 fair value theough profil or loss and are recognized in equity Tor
available for sale invesiments. Repular way purchases or sales are purchases or sales of [inancial 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 ure offsct and the net amount is reported in the bulance sheet only
when there is a legally enforceable right to sel ofT the recagnized amounts and the Group intends o scttle
on i nel basis 5o a3 to realize the assets and liabilities simullancously.

Income and expenses are presented on a net busis only iF it is so permitted by the accounting standards, ar
lor gains and losses arising from a group of similar transactions.

Investments in associates

Associates are enterprises over which the Group cxercises significant influence, and thatl s neither a
subsidiary nor an interest in juint venture. Significant influence is the power 1o participate in financial and
aperating policy decisions but not in control or joint control aver those policies.

The results of associates are incorporated in the conselidated financial statements using the equily method
of accounting. Under the equity method. investments in assoviates are carried in the vensolidated balange
sheet st cost as adjusted lor post-acquisition changes in the Group's share of the net assets of the associate,
less any impuirment in the value of individual investments, Losses of an associale in excess of the Group’s
share of ownership in that associate (which includes any long-term share of ownership thal. in substance,
form part of the Group’s net investment in the associale) are not recognized,

Any cxcess of the cost of acquisition aver the Group's share of the net fair value of the identifuble assets,
liabilities und contingent liabilities of the associate recopnized al the date ol aequisition is recognized as
goodwill. The goodwill is included within the carrying amount of the investment and is assessed for
impairment a3 part of the investment. Any excess of the Group's share of the net fair value of the
identifiable assets, linbilities and contingent liabilities over the cost of acquisition, ulier reassessment, is
recognized immediately in the consolidated income statement.

Unrealised gains arising from transaclions with associates are eliminated against the investment 1o the
extent of the Giroup’s inlerest 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,
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J SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Leased assets

Phe Cirang as a lessor

Leases are classified as finance leases whenover the terms of the lease transler substantially all the risks
and rewards of ownership w the lessee. All other leases are classified as nperating lease.

Leased assets are staled al amounts egual to the net invesiment outstanding in the lcases less provision lor
impairment,

Operating leases

Operating lease payments (excluding costs for serviees such as insurance and maintenance] are recognized
as an expense on o straight-line basis; whereas any initial leasing fees paid as a prentiwen 1o the lessor arc
deferred and amontized aver the life of the lease.

Impairment and uncollectability of linancial assets

An assessment of linancial assets is made at each balance sheet date to determine whether there s

objective evidence that a specilic financial asser may be impaired. [1 such evidence exists, an impairment

loss is recognised in the consalidated income statement,

Impairment is determined as [ullows:

* lor assets carried at amortised cosl, impairment is based on estimated cash Mows discounted wt the
criginal effective rate of return;

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

* [or assels varried at cost, impairment is the diflerence between cost and present value ol [uture cash
Nows discounted al the current market rate of return Tor g similar financial asset.

In addition, in accordance with Central Hank of Kuwait instructions, a minimum general provision of 1%
for the cash facilities and {1.3% for the non-cash facilities net of certain categorics of callateral, l which
LBE instructions are applicable and not subject 1o specific provisions, is made.

Reversal of impairment losses recognised in prior yeurs is recorded when there is an indication that the
impuirment losses recognised for the finuncial asset no fonger vxist or have decreased and the decrease can
be related ubjectively to an event occurring aller the impairment was recopnised. Except for equity
mstruments classified as available for sale, reversals of impairment [osses are recagnised in the
consolidated income statement to the extent the carrying value of the asset does not exceed s amorised
cosl al the reversal date. Reversals in respect of equily instruments classificd as available lor sale are
recognised in the fair value reserve.

Impairment of (angible and intangible assets

Al cach balance shevt date, the Group reviews the carrving amounts of iis tangible and intangible assets o
deterrnine whether there is uny indication that those assets have suffered an impairment loss. [ any such
indication exisls, the recoverable amount of the assel is cstimated in order to determine the extent of the
impairment loss (i any), Where it is not pessible to estimate the reeaverabile amount of an individual assel,
the Ciroup eslimates the recoveruble amount of the cash-generating unit to which the assel belonzs, Where
a reasenable and consistent basis of allocation can be identificd. corporate assets are also allocated to
individual cush-generating units. or atherwise they are allncated 1w the smallest group of cash-generaling
units for which a reasonable and cansistent allocation busis can be identilied.

Intangible ussets with indelinite useful lives and intangible assels not vet available for use are tested Jur
impairment annually, and whenever there is an indication that the asset muy be impaired,

Recoverable amount is the higher of fair value less costs 1o sell and value in use. In assessing value in use,
the estimated future cash fows are discounted to their present value using a discount rate hal reflects
current markel asscssments of the lime value of meney and the risks specific o the asset for which the
estimales of future ¢ash Mows have not been adjusted,
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SIGNIFICANT ACCOUNTING POLICIES (CONTINLED)

Impairment of tangible and intangible assets {(Continued)

If the recoverable amount of an asset (or cash-generaling uniti is estimaled 1o be less than s carryving
amount, the carrying amount of the assel (cash-generating unit) is reduced o its recoverable amaunt, An
impairment loss is recognised immediately in profit or loss, unless the relevant assel is carricd at a
revalued amuunt, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrving amouni of the asset (cash-gene raling unit} is
inereased 1o the revised estimate of its recoverable amuount, but so that the increased carrving amaounl does
nol exceed the carrying umount that would have been determined had no impairment loss been recognized
for the asset (cash-generating unit) in prior vears, A reversal of | impairment loss is recognized immediately
in the consolidated income statermnenl, unless the relevant asset is carried at a revalued amount, in which
case the reversal of the impairment loss is teated as 2 revaluation increase,

Derecognition of financial assets and Minancial liabilities

The Group derecognises a financial asset only when the contractual rights to the cash [ows from the asset
expire; or it transfers the finaneiul asset and substantially all the risks and rewards of ownership of the asset
to annther entity. [f the Group neither transfers nor refains substantially all the risks and rewards of
ownership and continues (o control the translerred asset, the Group recognises its retained interest in the
asset and an associated liability for amounts it may have to pay. If the Group relains substantially all the
risks and rewards ol ownership of a transferred financial assel. the Group continues 1o recognise the
financial ussel and also recognises u collateralised bormpwing for the proceeds received.

The Group derecognises linancial liabilities when, and anly when, the Group's ehligations are discharpe,
cancelled or cxpired.

Due to banks and depositors” accounts

Invesiment accomnty

Invesiment uccounts may take the form of investment deposits, which are valid for specified periods of
lime, and are awtomatically renewable on maturity for the same period. unless the concerned depositors
give wrillen notice to the contrary, or take the form of investment saving avcounts for unspecilied periods.
In all cases, investment accounts receive a proportion of the prolit, bear a share of Joss and are carried al
cost plus profit pavable.

Non-fimveximent accounts

Nen-investment aceounts represent, in accordance with 1slamic Sharia‘a, Qard Hasun from depositors Lo
the Bunk. These accounts are neither entitled 1o profit nor do they bear any risk of loss. as the Bank
puarantees 10 pay the related halance. [nvesting Qard Hasan is made at the discretion of the Giroup and the
results of such investments are attributable 1o the sharehalders of the Bank. Mon-invesiment accounts are
carried al cost

Murahahu payvable

Murabaha payable is an Islamic tansaction involving the Group's purchase of an asset from a
counterparly and settlement thereol at cost plus an agreed profit on a deferred payment basis. The purchaze
price is payable 1o the counterparty on maturity. Murabaha pavable is stated i amorlized cost.

End of service benefits

A provision is made for amounts payable to the emplayees lur end of service benelits, which is calculuted
in aceordance with the provisions of the Bank®s bylaws and in accordance with the Labour Law of the
State of Kuwail,

]
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3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Provisions

A provision is recognized when, and only when the Group bas a present legal or constructive obligation as
d result of a past event and it is probable that an outflow of resources embodyving economic benefits will be
required to scitle the obligation, and a reliable estimate can be made of the amount of the chligation.
Provisions are reviewed at each balance sheet date and adjusted tw reflect the current best estimate of the
expendilure required to seltle the obligation al 1he balance sheel date, and are discounted 1o present value
where the effect is material,

Fair valucs

Trvestme niy

For investments traded in organized (inancial markets, [air value is delermined by relerence to stock
exchange quoted marker hid prices at the ¢lose ol the business on the halance sheel date.

For investments where there is no quoted market price, a reasonuble cstimate of the fair value is
determined by reference 1w an carnings multiple, or an indusiry specific earnings multiple or u Fair value
based on a similar publicly traded company, or based on the expected cash flows of the investments.
Available for sale investments with no reliable measures of their fair values or for which fair value
information could not be obtuined are carried al their initial cost less impairment losses, if any,

Other financial assels and fiahilities

For financial assets and liabilitics, fair value is delermined based on expecied future cash flows or
management’s estimule of the amaunt at which this assel could be exchanged for cash on an arm’s length
basis or 4 liability settled 1o the satisfaction of eredilors.

Investment properiies

Fair values of the propertics arc determined by appraisers having an appropriate recognised prolessional
qualification and recent experience in the location and category of the property being valued. Falr values
are determined having regard 0 recent murkel ransactions for similar properlivs in the same localion as
the Group's investment propertics,

Revenue recognition

* Income from Murabaha, Wakala, Salam and Leased assets arc recognized un a pattern reflecting a
constant periodic return on the outstanding net investment.

* Dividend income is recognized when the right 1o receive pavment is established.

= Fees and commission income is recognized st 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 und cash at banks, buth in local and loreign currencies. Cash equivalents are
shart-term. highly liquid investments that are readily convertible 10 known amounts of cash with ariginal
malurilics of three months or less and that are subject to an insignificant risk ol change in value,

Contingent liabilities and contingent assets

Contingent liabilities are not recognized in the consolidated Nnancizl statements. 1 hey are disclosed in the
notes of the consolidated financial statements, unless the possibility of an outflow of resources embodying
ceonomic benefits is remote.

Contingent assets arc not recognized in the consolidaled financial stalements but are disclosed when an
inllow of ceonamic benelits is probable,
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3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Foreign currencies

The individual financizl statements of each group entity are presented in the currency ol the primuary
eeonomic environment in which the entity operates {its functional vurreney). For the purpose of the
consolidated financial stalements, the resulls and financial position of each enlily arc expressed in Kuwaiti
Dinars (kI ™rounded 10 the nearest thousand, which is the functional currency ol the Hank, and the
presentation currency [or the consolidated {inancial statements.

Foreign currency Lransactions are recorded in the funclionzl currengy al the rate of exchange prevailing at
the dale of the transaction.

Exchange differences arising on the scttlement of menetary items, sand on the retranslation of ronelary
items, are included in the consolidated income statement for the year, Exchange differences arising on the
reteanslation of non-monglary items carried a1 fair value are included in the consalidated income statement
for the year, except fur differences arising on the retranslation of non-monelary items in respect of which
gains and losses are recognised directly in equity, For such nan-monetary items, any cxchanpge component
of that gain or luss is alse recognised dircetly in equity,

For the purpose of presenting consalidated linancial statements, the assets and liabilitics of the Group's
foreign eperations are expressed in KD using exchanpe rales prevailing en the balance sheet date. Income
and expense items are translated at the averuge exchange rates for the year, Exchange differences arising,
if any, are classified as equity and transferred 1o the Ciroup’s foreign currency translation reserve. Such
lranslation differenves are recognised in the consolidated income statement in the year in which the foreign
aperation is disposed of,

Segment reporting

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

A geographic segment is a distinguishable component of the Group that is engaged in provviding products
or services within a particular ¢oconomic environment which is subject 1o risks and returns different from
thosc of segments operating in other econemie cnvironmenls,

Fiduciary assets
Assels held in trust or in a liduciary capacity arc not treated as assets of the Group and accordingly are not
included in these consolidated linancial statements,

Property and cquipment

Property and equipment are stated at cost less accumulated depreciation and impairment losscs. When
assels are sold or retired. their cost and accumulated depreciation are climinated from the accounts and any
pain or loss resulling from their disposal is included in the consalidated income statement,

The initial cost of property and equipment comprises its purchase price and any directly attributable costs
of bringing the asset to its working condition and location for its intended usc.

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

Uhsset calegory Liscful life in years
Furniture 5
Leasehold improvement 5
Office equipment i
Tools 5

The uselul lives and depreciation method are reviewed periodically 1o ensure that the method and period
of depreciation arc consistent with the expected puttern of ecanomic bencfits derived from items of
property and eguipment,
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3 SIGNIFICANT ACCOUNTING POLICIES (CONTINUE i}
Intangible assets
Intangible assels acquired separately. which consist of software that have finite uselul Tives. are reported
al cost less accumulated amortisation and accumulated impairment losses. Software amortization s
charged on a straight-line basis over its estimated uscful life of 10 wears, The estimated useful life and
urnortization methoed are reviewed at the end of each unnual reporting period, with the effeet of any
changes in eslimates being accounted for an a prospective basis.

Investment propertics

Invesiment properties, which are held (o varn rentals and ¢ or for capital uppreciztion, are stated at their
fair value @l the balance sheel date. Gains or losscs arising from changes in the fair value of the
investment praperties are included in the consolidated income statement for the perind in which they arise.

Trading propertics

Trading properties arc held for short lerm purposes and stated at the lower of cost and net realizable value.
determined on an individual basis. Cost comprises the purchase cost and ether expenses incurred to
complete the underlying transaction, Net realizable value is based on the estmated selling price less any
future costs to ke incurred on sale. Losses arising from valuation are included in the conselidated income
statement,

4, CRITICAL ACCOUNTING JUIM:EMENTS AND KEY SOURCES OF ESTIM ATION
UNCERTAINTY
Critical judgements in applying the Group's accounting policies
In the process of applying the Group's accounting policics, management has made the following
Judgements, apart fram those involving estimations, which have the most signilteant effect in the amounts
recognised in the vonselidated financial statements:

Classification of ivvestments
Management has lo decide on acquisition of an investment whether it should be classified as held o
maturily. available for sale or linancial asset held at fair value through prolit or loss.

In designating linancial assets or liabilitics at fair value through profit or loss, the Group determined that
it has met one of the crileria for this designation set out in the significam aceounting policics inote 31,
fmpairment of investments

The Group treats available [ur sale equity investments as impaired when there has been 4 significant or
prolonged decline in the fair value below its cost or where other objective evidence of impairment exists,
The determination of whal is “significant” or “prolonged” reguires considerable Judgemenl. In addition,
the Giroup evaluates other factors, including normal volatility in share price for quoted equities and the
future vash flows and the discount factors Jor unguoted eyuitios.

Key suurces of estimation uncertainty

The key ussumptions concerning the future and other key sources of estimation uncertainty at the halance
sheet date, thal have a significant risk of causing a material adjusiment to the warrying amounls of assels
and liabilities within the next financial year, are discussed below,

Impairment lasses on finaace facilities

The Group reviews its irregular finance facilities (il any) on a quarlerly basis 1o assess whether a
provision for impairmert should be recorded in the consolidated income statement, In particular,
considerable judgement by management is required in the estimation of the amount and timing of lTulure
cash llows when determining the level of provisions required. Such estimates are necessarily based on
assumptions aboul several facters involving varying degrees of Judgment and uncertainty, and actual
results muy differ resulling in future changes 1o such provisions.

{6
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4.

5.

UNCERTAINTY (CONTINUED)
Key sources of estimation uncertainty (continued)

Faluarion of unynoled equity invesiments

Waluation ol unguoted equity investments is based on one of the follewing:

® recent arm’s lenglh market transactions:

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION

® current air value of another instrument that has substantially the same characteristics: or

# ather valuation models,

The determination of the cash (Tows and discount facters for unquoted equity investments reguires
sighificant estimation. There are a number of investments where this estimation cannot be reliably
determined, As s result, these investments are carrivd at cost less provision Jor imypairment,

NET INVESTMENT INCOME

Cialn on money market funds
Unrealized gain from vhanges in fair value of financial assets
held at fair value throwgh profil or loss

Ciain on sale of financial assets held at fair value through profit
or loss

Impairment loss on available for sale investments

Sukuk coupon income

Met rental income frum investment propertics

Unrealized loss from changes in (uir value of investment
properties

Ciain on sale of investment properties

Gain on sale of available for sale invesiments

Dividend income

Guin on sale of associate

008 2007
KD 000 K000
3300 1.18%
10,240 935
L8 -
(1430 -
[.9%4 1.330
1,092 a7s
(1,713} -
137 =
a3 217
1,609 1,706
- 452
15,31 6,826

Investment income earned on financial and non-financial asscts, analyzed by catcgory of assel is as

[l lows:

Income {rom availahle for sule investments

Income from financial assets designated as at fair value through profit

ur Josgs
Luss from financial assets held for trading
Guin [rom zale of asseciate
Investment income carned on financial assets
iloss} income from [nvesiment earned on nen-financial assels

2008 2007
KI2'000 KD oon
7,229 3,233
14,139 2.143
(571 .

. 432
15,797 5,848
[486) 978
15,311 6426
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6. FEES AND COMMISSIONS INCOME

208 20007
B 000 R oo
Retail kanking customer fees 413 195
Invesiment banking fees 750 6,251
Assel management fees 1.772 [.743
Trade service fecs it 373
Onher 994 852
4437 9414
7. PROVISION FOR IMPAIRMENT
208 2007
KDoon KL iR
Frovision fori{reversal of ] impairment of short werm
Murabaha and ather Islamic financing 100,402 {4251
Provision for impairment of receivables 74350 724
Prowvisien for impairment ol lcascd assets 223 B
Provision fort(reversal of) non-cash fucilities g4y 7
20,451 _Ll%s
Movements in the provision for impairment of finanee facilitics are as follows:
Specific. Greneral Total
Koo KLY D R L0
Balance at | Junuary 20607 - 3,780 3,786
Frovided during the veur 2007 5 1.176 R 1,176
Balance at 31 December 2007 - 4,062 4,902
Provided during the vear 2008 7210 13,234 20,450
Bulance at 31 December 2008 7214 18,196 25412

At 3] Drecember 2008, non-performing finance facilities amounted to K13 12,834 thousand, nel of
provision amounted o K 7.283 thousand (31 December 2007 K13 Nily,

The analysis of specific and gencral provision stated above is bused on Central Bank of Kuwail
requirements, In accordance with the Central Bank of Kuwait guidelines, a general provision of 1% has
been provided on all cash Cacilitics and 0.3% for the non-cash lucilitics not subvject to specific provision.
nct of certain collaterals.

8. DMSTRIBLUTION TO DEPOSITORS

008 007
K000 LB
Investment deposils 14,142 12,337
Saving accounts 1,709 1,520
15.851] 13,837
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11.

EARNINGS PER SIIARE
There are no potental dilutive ordinary shares. The information necessary Lo calculate busic carnings per
share hased on weighted average number of shares vutstanding during the vear is as follows:

2008 2007
Met profit for the year atlributable ta the equity holders
of the Bank (KD 000 1.846 18,362
Weighted average number of shares oulstanding during
the year (thousands of shares) 1,165,312 1,165.312
Earnings per share atiribulable to the equity holders of
the Mank ([1]s) ) 1.58 15.93

Eurnings per share for the year ended 31 December 2007 have been adjusted 1o reflect the bonus issue
during the year (note 22},

CASH AND CASH EQUIVALENTS

20004 2007
K13 000 KD
Cash on hand 6,128 4 77
Balanees with Central Bank of Kewair 13% 26.032
Balances with banks — current aceounts e 862 1.0a1
Cash on hand and balances with hanks 7149 i
Short term funds IR 17169
67,5906 449,032

The lair values of cash und cash equivalents do not difler from their respective book values.

SHORT TERY MURABAHA AND OTHER ISLAMIC FINANCING

"The distribution of shart term Murabaha and other 1slamic linancing is as [ollows:

2008 2007
R 000 B L7000
Industry sector
Banks 131,573 275,830
Financial institutions 1401439 31,909
Less: deferred profit ) [183) {262}
271,849 07,537
Less: provision for impairment (10,899 (497}
200,950 307.040

The Group maintains international and local shorl term Murabsha and other [slamic Mnancing under
Murabaha, Wakala and Qard Hasan agreements of 3 moenths or less maturily fram he balance sheel date.
Murahaha and uther Islamic finanving with banks and financial institutions {1slamic and conventional arg
wtilized in the purchase and sale of commodities. as trading is conducted by those institutions on behalf of
the Group, The diserction o the financial instilstions over buring and selling is limited by the termy of
the agreements between the Giroup and Lthe Gnancial institutions.

1%
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11. SHORT TERM MURABAIA AND OTHER ISLAMIC FINANCING {CONTINUED)

e . L)

K137 000 KIrang

Geographic region
Kuwait and The Middle Hast 245,797 30e.017
Weslern Eurape 25627 1320
Other 425 _— -
271,849 307,537
Less: provision {or impairment SR {497)
2609350 307,040

General provision [or impairment belongs Lo financial institutions and is caleulated bused on Central Bunk
of Kuwait instructions on the outstanding bulance net of the deferred profics (iCany) as follows:

20 _ 2
B (00 KL O

Balance at beginning of the vear 497 923
Provided' reversal) during the veur _ lik4nd B [425%
Balance ut end of the veur 10,899 497

The Tair values of Murabaha and other [slamic financing do nat ditfer significantly from their reapective
otk values.

RECEIVABLES
Reccivables prinvipally comprise Murabaha and Wakala balances und are stated net of provision for
impairment. The distribulion of receivables is as follows:

2008 2007

BT 000 FLF GO0
Industry sector
Banks 16,023 14,613
Financial institutions 84,572 51,243
Cuonstruction and real estate 94,393 33,266
Trading and manufacturing 32.698 35,749
Cither G018 A0, 796
Less: deferred profit {9.873) (5,311

277.833 20,3356
Less: pravision lor impairment {10.103) (1,653

267,730 197,703

20
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12.  RECEIVABLES (CONTINUED)

2008 2T
K1Y 000 K000
Geographic region
Roawait and The Middle Hasi 264,803 183,314
Western Furopy 10.23% 10,7
Other r34l 6,27
277,833 200,336
Less: provision for impairment _ (10,103} _ 12,633
267,730 | 97,7013

Provision for impairment is caleulated based on Central Bank of Kuwuil instructions on the oulstanding
balunce net of deferred profits (if any) as follows:

2008 2007
KDUoon KD 000
Balance at beginning of the vear 2,653 1,926
Provided during the year 74350 724
Balunce at end of the vear 10,103 : 2,653
[Financial institutions 2753 BT
Oither TA50 | 985
[0, 103 26353

Whenever necessary. receivables arc secured by acceptable forms ol collateral Lo miligale the related
vredit risks. Receivables from banks and financial institutions comprise mainly lransactions with
acceplable credit guality institutions.

The fair values ol receivables do not differ significantly from their respective book values,

LEASED ASSETS
The net investrenl in leased assets comprises the following:

2008 2007
LA BTN L (R
Gross investment 9,167 72,2534
Less: unecamed revenue (2,792 (3.812)
01,375 08, 442
Less: provision for impairment {3.304) (1,033)
B8.07] 67,189
The future minimum lease payments receivable lor cach of the follewing perieds is:
2008 2007
KL K a0
Within ane vear EIR ) 0£5,273
O 1o five vears 269 2,623
After Nve vears - 546
91,375 _ b2

The unguaranteed residual value of the leased assets at 31 Decomber 2008 is estimated at KD Nil (2007
B2 il
The Tair values of the leused assets do not differ signilicantly from respective book values.
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14.

AVAILABLE FOR SALE INVESTMENTS

Investment in Sukuk
Investment in ungooted funds
Investment in unquoted securities

Investmenl in guoted securitics

Investments carried at fair value

Investiments carried al cost less impuirment

Geographic region
Euwait and The Middle Last
(Mhers

Available for sale investment dominated to the following currencies:

KD
LIS Dol lar
Euro

SUBSIDIARIES

- 2008 2007
KD KT H)
8,122 36,118
9,688 9,258
8 444 10,882
1,927 :
58181 56,258

8,181 54,135
- 3123
58181 56.238
_ 2008 1)
KL Q00 B 000
57,908 54,620
276 1,618
58,181 s 56,258
2008 2007
LA R KL 00
15,150 15,412
41,086 40,846
1.943 . )
53.181 56,258

Puring 2007, the Bunk has established a fully owned subsidiary, Boubyan Capital Investment Company
KS.C (closed) ("BCICO"). a Kuwaili Sharcholding Company engaged in investments activities in

acvordance with Moble Islamic Sharin’a principles.

During the current year, BCICO, in collaboration with its parent, Noubyvan Bank, established Al-Seera
Real Estate Company W.L.L. and Boubyan [ndustrial General Trading Company W.l.L, with an
ownership interest in each of $1% for BCICO and Y% for Boubyan Bank.
On 23 September 2008, capital of Al-Seera Real Estate Company was increased by K12 Y80 thousand.
Accondingly, the aforementioned company's capital amounted to KD 1,000 thousand divided inle the

SEME owWnership porcentage as mentioned above.
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15, SUBSIDIARIES (CONTINUED)

16,

2008 207
propoten of priqariion of
awnership awnership
Marne of Country of interest and interest and Frincipal
subsidinry incorporation virling power % woling power % aclivity
Bouhyan Takaful
Insurange Co. KSC Takaful
(Clazed) Kuwail 3478 i ) insurance
Boubyan Capital
[nvestment Campany Islamic
K5C {Closed) Kouwait 100,00 [0 investments
Al-Secra Heal Estale
Company W.1..L., K Lwait TG00 - Real estate
Boubyan Indusirial
General Trading General
Company W.l..L. Fouwait 100,00 - trading
INVESTMENTS IN ASSOCIATES
The investments in associates comprise the Tollowing:
2018 2007
propuriion of proportien of
ownership ownership
Mame of Country of inlerest and imlerest and Primcipal
associate INCOrpOralion voling power %4 voling power % activily
Bank Syariah lslumic
Muamalat commercial
Indonesia "1k [ndoncsia 2128 21.28 banking
[slamic
Bank of London & Llnited wholesale
the Middle Last PLC F.ingdom - 200,04 banking
Islamic
Tjarah Indonesia financing
Finance Company Indonesia 1330 13,30 SErVILes

Bank Swariah Muamalat Indonesia Thk (Bank Muamalal) was estublished in 1991 and commenced
operations on May 1992, The establishment of Bank Muamalal was initiated by the Indonesian Council of
Ulama (MU, which was supparted by a group of enirepreneurs,

Bank of Londen 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 Finuncial Services Authority [FSA} 1o
conduct wholesale banking aclivities in aceordance with Sharia’a principles. During 2007, 131LME
increased its share capital from GBP 2 million (equivalent 10 KD 1133 thousand) o GHEP 175 million
(equivalenl lo KIJ 92292 thousand), hawever the Group did not fully subscribe to this increase, As a
result, the Ciroup’s interest in BLME was diluted 10 20% and a pain of K13 3,664 thousand was recognized
in the sharc of results of associates. During the year, the Group's interest in BLME was diluted again from
20% to 14.97% and a gain o KD 1.659 thousands was recognized in equity under premivm from share
dilution in associate. As at 31 December 2008, the Group does nol maintain signilicant influence over
BLMI, sinee resignation of the Group's sule representative from Boubyan Bank during lhe vear and,
mureover, the Dank docs not have the contractual rights that enable the Bank o replace such member or
appoint another one. Therefore, the investment has been aveounted for as u financial asset beld at fair value
through profit or loss. This has resulted in the recognition of KD 6,590 thousand unrealized gain fiom
change in fair value of assets held at fair value through profit or lass for the current FEur.

ljarah Indonesia Finance Company has been granted the license during 2007 lrom the relevant authorities
in Indonesia to render (inancing services, The Giroup’s investment in ljursh Indonesia Finance Company
smounted to KD 963 thousand as at 31 December 2004, During the year the group’s shure of resulis
arnournted Lo K1 104 thousand.
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16, INVESTMENTS IN ASSOCIATES (CONTINUED)
The movement in the investments in associates balances is as follows;
2008 2007
Ko 80 R0
Balance al the heginning of the vear 25 104 @, 080
Acquisition ol associates g 17216
Premium Irom associate i.059
Transler ¢ sale of associate (20.067) (3353
Share of results of associates I.130 4.478
Dividends received [451) [ BOE}
Foreign currency translation adjustments (1,673 §1,309)
5914 253k

The Group's share of resulls of associates is recognised based on unaudited financial stalements, The
financial statemenls date of Bank Muamalat and ljarah [ndonesia Finance is 31 October 2008 which are the
most recenl available linancial statements. The Group's share in the balances of its associates as al 31

December 2008 were as follows;

Mame of the associate Assels _ Liabilities Revenues Fesults
KL a00 [ARNHEN K00 k000
Bank Syariah Muamalat
Indonesia THE G 709 9 Thi 4. 1496 1.006
Bank of Londoen &
the Middle Fast PLC - - - 2
ljarah Indenesia Finance
Company 10147 42 143 [
(3,736 B 39,842 4,339 1,130
The Group's share in the balances of its associates as at 31 December 2007 was as [ollows:
Mame of the associate Asgets Liabilities Revenues Results
LSRN K004 FL L (R LABNYE
Bank Svarizh Muarmalatl
Indonesia TBE (3752 SE,5TI 3,845 (eh4s
Al Bilad Real Estate
Company. - - - 115
Fank of London &
the Middle Eust PLC 30,333 11,213 1.030 in7s
ljarah [ndonesia Finanee
Company 1,030 . I3 = - -
93,105 6%, 700 4 875 4478

24
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17, INVESTMENT PROPERTIES

18.

149

2ik

The mevement in the investment properties is as fallows:

2008 2007

RO QOG0 B L7000

Balance at the beginning of the vear 18,960 13,5008

Purchases during the year |5.775 T893

Sales during 1the vear (3600 (2,520}
Linrealized loss from changes in fair value of invesiment

properties (1715} -

Fareign currency translation adjustments (2.696) 70

29962 18,960

Investmenl properties comprise 2 number of commereial propertics thal are managed by third partics in
Lurope, the United States and the Middle East, :

Invesimenl properties include properties with a careying wvalue of KU} 19478 thousand as at
3l December 2008 (31 December 2007; KD 16,515 thousand}, which were aguired through a number of
special purpose enlilivs.

OTHER ASSETS

200% 2007
FL¥ 000 R}
Accrued Income 1,845 1.o7a
Prepavments 1.835 1484
Acceplance letters of credit 1486 2374
Sofiware 1.317 1,170
hhers 1,416 214
Q9.019 _ 7,421
DUE TO BANKS
2008 2007
K12 0G0 KDy
Invesiment accounts 102,645 162013
Mon-investmenl accounts 15480 125405
| 14,131 287.50%

In accordanue with Islamic Sharia’a. no profit is pavable on non-investment accounts due to banks. The
fair valuc of balances due to bunks do not dilfer signitivantdy from their respective book values,

DEPOSITORS' ACCOUNTS

2008 a7
Koo E X000
Investment accounls 514353 256,198
Mon-investmenl accounts 50,183 » 51,261
309,616 307 439

The fair values of the deposilurs® accounts do not difler significantly from their respective values.

o ]
i
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21,  OTHER LIABILITIES

21,

25

24,

25,

208 20037
R 1 0 LA
Creditors and accruals 1042 A5
Acerued staff benelits 3752 4,151
Clearing accounts 4,692 2.200
General provision an non-cash facilities 1,10 739
Margin accounts 37l 468
Due o KFAS, NLST and Zakat i) a71
Others 3,900 . 2310
15,133 1,471
SHARE CAPITAL
2008 - 2007 _
Shares R 000 Shares R OG0
Authorized ordinary
shares of par value
Mo iils L LG6, D0, D00 116, (00 L. 060,000,000 106,000
Fraction shares nol
issued [687.536) (69 1625051 (63}
Shares issued and fully
1,165,312 ,444 116,531 1.0F9.374,949 [35.937

paid

The general assembly of the sharchelders held on |7 March 2008 has approved bonus share dividends a
10% (31 December 2007: 6% of the eulstanding number of shares held by the sharcholders repisiered in
the Bank’s records at the general assembly date,

SHARE PREMIUM
The share premium is not distributable except under specific circumstances as provided by the Kuwait
Commercial Compunics Law.

STATUTORY RESERYE

As required by the Commurcial Companies Luw and the Bank’s Articles of Associalion 10% of profit for
the year is transierred to statulery reserve. The Bank may resolve to discontinue such annual transfers
when the reserve equals 50% of the capital. This reserve is not available for distribution excepl in cascs
stipulated by Luw and the Bank's Articles of Assucialion.

VOLUNTARY RESERYE

As reguired by the Bank’s Articles of Association 10% ol profit for the vear s transferred lo the
voluntary reserve. Such annual ransfors may be Jiscantinued by a resalution of the sharcholders” General
Assembly upan a recommendation by the Board of Direclors.

26
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26. OPERATING LEASES
The Group hes enlered into several leasze arrangements. mainly lor renting buildings, offices and
equipmenl. The total fuure minimum lease payments under the operating leases for each of Lhe [ollowing

perinds is:
2008 2007
K000 KD 000
Mot later thun onc vear 2,494 I.822
Aller one year and not later than five vears 5288 4 6l
_ _ 6428

such lease agreements are subject to automatic renewal unless one of the partics Lo that agreement
netifies the ether, with no purchuse options ar any cscalation clauses,

27 RELATED PARTY TRANSACTIONS
Relaled parties comprise the major sharcholders, board of directors, entities controlled by them or under
their joint contrel. associates, key management personnel and their clese family members. Balances with
relaled parties arise from commergial transactions in the normal course ol business on an arm’s length
basis and are included within the Tollowing financial statement vaptions:

2048 2067

RI Q00 k. D000
Due from related parties:
Short term Murabaha and other 1slamic linancing 28,604 11094
Receivables - 4616
Due to related parties:
ue to banks - 15.812
Dwpositors’ accounts 4150 H2, 6598
Transactions with related parties:
Letters of guarantee and letlers of credit 87 L5
Revenues 2.7 [.o]2
Expenses 2,708 3.979

The Group holds cellaterall against Tslamic finance lacilities 1o related partics in the lorm of unguoted
shares. An estimate of the lair value of collateral held against [slamic finance facilities to related parties
amounted to KD 8,000 thousand as al 31 December 2008 (2007: KD L1700 thousand).

Far the year ended 31 December 2008, the Group has recorded a impairment of receivables smounted to
KD 6,000 thousand relating to amounts awed by related parties (2007: KD MNilh

Compensation of key management personnel:
Details of compensation for key management comprise the following:

2008 - 2007
FL D 0G0 KLy G
Shart-term benefits 3,067 1123
Fost-employment benefits 138 3l
3.205 3.174

During the year, the Bank sold 10 one of its subsidiaries available-tor-sule investments of K1 5,111
thousand (31 December 2007; investment in assoviate. available for sale iny estments and financial ussets
held al [air value through profit or loss of KL LO78 thousand. KD 6,698 thousand and KD 5.774
thousand respectively). These transactions had no impact on the conselidated incame statement.

27
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28. CONTINGENCIES AND COMMITMENTS
Al the balance sheet dale there were outstanding contingencies and commitments entered in the ardinary

course o business in respect of the following:

2008 2007

KD oo FLD OG0

Ciuarantees 35120 32.032
Acceptances and letters of gredil 12,530 7,376
Investment commitments [.134 1,690
Capital commitments (projects under construction’ 412 1.075
Credil commitments w72 14,347
0. 368 56,540

28
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29, SEGMENT REPORTING

i Frimary Segment

Ausiness

For management purpescs, the Bank is organized into the [ollowi ng lour maior business segments:

fetadl barking: Principally handling the depesits of individual customers and
I [radly g F

praviding consumer type Murabaha and Islamic covered cards facilities.

small businesses, and

Corparate banking: Principally handling Murabaha and ljarah facilities for corporate and institutional

CUSLOMUTS.

fnvestment: Principally handling direct investments, and local and international real esl

freasury: Principally handling local and interna
financial institutions, as well as the management of the Bank’s funding aperations.

For the year ended 31 December 2008

Scpmenl revenucs
SEAMCAL CRPEnses

Regenent resules

Askpls

Cuzh and cash
eguivelents

Short lerm Murabala

and uither Islamic

financing

Reccivaliles

Lased nssers

Financial assets held a
fair valee through
provfil o losy

Available [or sale
investments

Invesiments i
iLEEOCiates

Trachng propemics

In¥zstment propertics

Oiher pssers

Propety and equipment

Total assets

Liabilities snd Equity

D 1o hanks

Dreposilors’ acoounts

CQeher lakilives

Fauity

Total liabilities and
cquity

dle investrmenl.

tiomal Murabaha and vther Islamie {inancing, primarily with

Retail Corparate Uea Nucated
banking hanking _ luvestment Treasury ilems Total
LR LA R ITATN] R0 LR P KL R 080
I 165 16,317 11,454 ENRAE R L33 R |
(43671 15,571 ol el (12208} (EO5 1) {57,762y
(8401 111343 11,402 12,15 (8,246 1,932
Retail Curporate Lnallocater)
_ banking banking Investment _ Treasury items Tatal
RDa00 KIogn K000 | SRRV HE KOy oo L 000
5285 - ST 07 G
26805930 260 %40
11,348 1375 - 118,081 267,730
44,331 IhEEE 8507
24,007 = 22 007
- Z0.05% SR SE.181L
= S804 5 Gja
) 2754 = 1754
. 20952 2 24,963
SOF 1,930 g 3601 2052 CR L
2085 [ T 191 2432 A 887
12225 203,35 _ leayrez FUE, 006 5504 R A6
41,260 TEBTI 114,131
238,008 . 300548 - BTG
Gl 1,0a0 193 270 131 15,133
s 13.010 L1051 17467 115671 137.541
24932 583 14,070 (HB3E) 200 1652 [ Mt 40461

20
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29, SEGMENT REPORTING (CONTINUED)
For the year ended 3 December 2007
Retail Corporaie Unallovmivd
banking banking Inves tmeny Treasury iteims Total
LSRRI LA RN kL 00 SR RKH R 000 LSRN HE
Segment igvenyes L Rk 14,834 29,134 212 34 293
Segmeni expenscs (3.275) 11487 [REIIEN {18.2h5) (1onin (35.003)
Segment resulis 4,885 548 14,229 10,809 (A 18,622
Hetail Corporate Unallocater
banking banking Investmeent Treasu e it Total
Koo Koo KLY 00 [ R R R Q0 KLY Q00
Assets
Cash and cash
cuivitlenls 4048 1384 41.530 49052
Sharl ferm Musatahas wnd
other [slamec finencing - MIT e A0 g
Feceivibles ay 94,4630 102 N8% 18703
Leased assers fih 11249 1,350 = A7
Fimsneial uzsets held ar
fair value through
[rafit or luss - 9,702 9702
Avvatlable for sale
IMVEEIMCniS 20140 AT - 56258
Investments in associates 25,300 - 25,308
Teading properiies - - 2,71 27533
[nvesiment puoperies + - 18,060 + 18,060
Other wssets 483 2485 LG R L 25H AR
Prapeny and sguipment 1074 3 138 54 3070 438
Total Assets 6,631 __ 163189 R 590 89 587 5,124 Fa5 928
Liakvilithes and Equity
Crue 1o banks 2RT 50 DET 50K
Depasiter” accounls 129,156 - 178,303 307459
ther lizhilitizs 270 L0 25 ang Gu2l 11,471
Fauity - 139 400 _ basasn
Total liahilities and
cquiry 122433 Hai 25 466,204 149,411 745,928
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SEGMENT REPORTING (CONTINUED)

b. Secondury segment  CGeographical

The Bank operates in various geographical seclors, The geographical analvsis 15 as follows:

For the year ended 31 December 2008

Geographical area:
Kuwail and the Middle East
North America

Western Lurope

(her

Kuwait and the Micddle East
North America

Western Europe

Other

For the year ended 3 December 2007

Geographical area:
Kuwail and the Middle East
Morth America

Weslern Europe

Mher

Kuwail und the Middle Eust
North America

Western Europe

Oher

Liabilitics & Coemmitments
ASSCIR cquity & contingencics
B LI (HG BT KLy 00
743,349 820,178 104133
2048 - 1<
TR0 13,131 =
16.06] Tola2 16
B40.461 840 441 104,368
Ohperating Chpreruting
incgme profit
k12000 koL G0
48,243 {735)
(1,354% (422
0,343 2504
3,462 773
59694 2.130
Liabilitles & Cemmitmen s
Assels equity & conlingencics
R MM KL a00 (A FReHH
677.454 719440 56285
6,057 LES -
45,922 L2834 -
10,445 6,370 235
T3 928 T43 028 36,34
Operating Opecrating
income profit
K00 B L D00
41,444 LRI
[&2 152
10,808 B 748
|. 861 [.405
34,285 19,411
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9. SEGMENT REPORTING (CONTINUEDY
Concentration of assets and labilities
Concentrations arlse when a pumber of counterparties are engaged in similar business activities, or
activities in the same geographic region or have similar cconomic features thal would cause their ahility Lo
meet contraviual obligations 1o be similarly affected by changes in ceonomic, political or other conditions,
Concentrations indicate the relative sensitivity ol the Group's performance to developments allecling a
particular industey or geapraphic location.

The distribution of assets by industry sector was as [ollows;

ORI 2007
k127000 IO
Trading and manulacluring 249687 37,740
Banks and financial instiulions 517.782 462,741
Censtruction and real cstate 218,271 174,846
Oither 74,721 70,601
BAOAGL 745928
The distribution of liabilities by indusiry sector was as follows:
2008 : 2007
KD 000 KD 0o
Trading and manufacturing 24 794 12,581
Banks and finaneial instilutions 346 405 464,103
Construetion and real estate 26,556 21.674
Other i 120 TR GTH
702,920 606438
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3.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The Group's aclivities expose it to a variely of financial risks and thosc activities involve the analysis,
evaluation. acceptance and management of some degree of risk or combination ol risks. Taking risks is
core 1o the lnancial business, and the operutional risks are an inevitable conscguence of being in business.
The Croup’s aim s therefore Lo achieve an appropriale balance between risk and relurn and minimise
potential adverse effects an the Group’s financial performance,

The Group’s risk management policies are designed Lo identify and analyse these risks. o set appropriate
risk limils and controls, and 10 moniter the risks and adherence to limits. The Group regularly reviews the
risk management pulicies Lo reflect changes in markels. products and emerging best practice.

In the normul course of business, the Group uses primary financial instruments such as cash and short term
funds, investments, bank borrowings, receivables and pavables and as a resull, is exposed (o the risks
indicated below. The Group currently dows not use derivative [nancial instruments 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
olher purly Lo incur a financial loss. To limit this risk, the Group deals wilh recognized customers,
including corporates. financial institutions and high net worth individuals and has policies and procedures
in place to limit the amount of credit exposure w any single and related counter party. These policies
include the non-concentration of credil risk, The Group minimizes other concentrations ol credit risk by
undertaking transactions with 4 large number of customers. All policies relaling to credit are reviewed and
approved by the Board of Direstors,

Marinnan exposire fo oredit risk withowr faking aecaunt of aey collgteral and other credit enhancements
The table below shows the maximum exposure to credit risk lor the compaenents of the balance sheetl, The
maximum expasure is shown gross, before the elfeet of mitigation through the use of collateral agreements.

Grosy Oriss
maximum maximum
EXpLSUNE EXDLS UG
_ ZU0g _ 2007
Motes KD (i D000
Cash and cash equivalents (excluding cash on hand) 10 al.808 44,262
Short-term Murabaha and other Islamic financing 11 260,950 307,040
Recelvables 12 267,730 197,703
Leased assels 13 88,071 L7 38D
Financial assets held at fair value through profit or loss 44 (197 9.702
Available for sale investments 14 38181 56,258
Other assets (excluding sofiware) 18 8,602 6,251
TRY 404 OHH.G05
Contingent liabililies 47,630 39,414
Commitments 0718 ) 13,112
Total credit risk exposure . BU3.B6T 745145
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30.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUEDY

Credit risk { Continued)

Where financial instruments are revorded at fair value. the amounts shown above represent the current credit
risk exposure but not the maximum risk cxposure that could arise in the future as a result of chanpes in
values.

For more detail on the maximum exposure 1o credit risk for cach class of Snancial instruments, references
shall be made to the specific notes,

Risk concentrations af the maximum expoyire fo credit rivk

The Group manages concentration of risk hy clienteounterparty, geographical region and industry sector.
The maximum credit exposure to any client or counterparty s of 31 December 2008 was
KD 28,794 thousand (31 [december 2007: K17 50,000 thousand) belore taking account of collateral or ather
credit enhancements, and KL 28,794 thousand {31 December 2007: KD 30000 thousand) nel of such
protection,

he Group's financial assels, before taking into account any collateral held or other credil cnhancements can
be analysed by the following geographical regions:

2008 ) 2007
Kum- Mum-
__ Banks banks _ lotal Hanks banks l'atal
RO O KDa0da KD 000 KL 000 K000 [ RIlTH
Kuwait and The
Piddle Eust 121,305 GOE 184 TI9ERG 313,392 353,158 400,750
Morth America : 1.414 ].414 (At . | 0%
Western Europe 45,025 9966 5499 1,689 16,603 12,292
Other . - 3408 3,405 3012 443 9,453
__ la6,330 q__ﬁll:'?ﬁﬁ __ 79490 _ 31&.201 370404 T{IEB,GUS

An industry seclor analysis ol the Group's financial assets, belore taking inlo account collateral held or
other credil enhancements. is as follows:

20008 2007 -
Mon- M-
Banks banks Tatal Banks banks Tonal
K I HHI RO K000 R ¥4 [ARNE I Koo
Trading and
manufacturing - 30047 30,047 - 37,740 372,740
Dranks and tinancial
institutivms | &6 530 09485 476,015 IR0 119,233 31434
Construction and
real estate - 29580 209 380 - 133,141 133161
hher = 74.057 74057 - 60,270 6270
166,530 272 963 TRO A9 L8200 170404 fBE G035
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3,

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)
Credit risk (Continued)
Callateral and other eredit enhancements
The amount und type of collateral reguired depends un an assessment of the credit risk of the COUNLErpurLy.
Guidelines are implemented regarding the acceptability of types of collateral and valuation [rarameters.
I'he main lypes of collateral oblained are as follews;
= Cash collalerals
= Bank Guarantees
= Income peneraling and non-income generaling real estate
¢ Shares and other Islamic lnancial instruments
The Group also may obtain guarantees from parenl companies for finanving provided 1o their subsidiarices.
Management monitors Lthe market value of collateral and requests additional collateral if required in
accordance with the underlying agreement. 1t is the Group's palicy w dispose of repossessed propertics in
an orderly fashion. The proceeds are used to reduce or repay the outstanding claim. In general, the Group
does nol vccupy repassessed properties for business use.
Credit quality per clasy of financiad pssers
The eredit quality of financial asscls is managed by the Group. The table below shows the credit guality by
class of assel for balance sheet lines,
3 December 2008

Meither past due nor {mpaired

Mon- Pusl duc or
lanks _ banks _ impaired Total
KD 0 KD 0 Km0 ED 000
Cash and cash cquivalents [.02] 60,847 - H1,868
Shorl-lerm Murabaha and
olher [slamic financing 114,403 135,547 8,000 260550
Receivables 5915 249 234 2.581 267.730
L.cased assets - 1818 4,253 BE 07
Financial usscets held at fair
valug through profit or
losg 22.831 21246 - 44,007
Available for sale
investments 1,340 26,84 - AE, 18]
Oher asscts - 8002 - g.002
__ 160,530 ____ 616,133 e N 789499

Management estimates the [air value of colluterals held against individually impaired [slamic finance
facilities 10 reasonably approximate KD 4.210 thousand as at 31 December 2008 (31 December 2007 KD
Nilh



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

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS f‘

U NSRS, T S S
For the year ended 31 December 2008 ) Boubyan Bank
30, FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Credit risk {Continued)

31 December 2007
Neither past due ner impaired

M- IPast due or
Banks banks impaired Tatal
RO 00 FL 000 R () o I
Cash and vash cquivalents 27093 1 7. 164 - 44,262
Shoert-lerm Murabaha and
ather slamic financing 235630 3410 = 07,040
lteceivables 14,4092 183,211 . 197.703
Leased assets - 67389 - (738G
Financial assels held at Tair
value throwgh prolit or
loss SES E7lG - w702
Available for sale
invesiments - 56,258 - 30,258
Oiher wssels - 0,231 - 6,241
318.201 - 370,404 - G688 605

Market risk

Market risk is the risk that the value of an asset will Muectuate as a resull of changes in market prices such
as [orcign currency and equily price risks.

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

The Group is nol exposed to any risk in terms of the re-pricing of #s labilities since, in accardance with
Islarmiv Sharia’a, the Group does nol provide a guarameed contractoal rate of retuen 1o ils deposilors.

Foredgn currency visk

Foreign currency risk is the risk that the value of a fnancial instrement will fTuctuate due to changes in
foreign currency exchange rates,

The Group is expuosed o forcign curengy risk on transactions that are Jeneminated in a curtency ulher
than the Kuwaiti Dinar, The Group ensures that the net expesure is kept to an acceptable level by dealing
in currencies that do not luctuate signilicantly against the Kuwaiti Dinar.

The table below indicates the forvign currencies to which the Group had significant exposure as at 31
December.  The analysis caleulates the eflect of a 5 percent increase in foreign currency rates apdinst
Kuwaiti Dinar, with all vther variables held constant. vn the operating profit and equity. A negative
amoent in the Lable reflects a potential net reduction in eperating profit or cquity, while a positive amount
rellects a net potential increase.
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FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINLED)

Market risk {Continued)
Forgign currengy risk foontinuad

w08 007
Fllec Effect Effcet
on operaling on on operaling Effeet on
profil eguily profic equily

kL 00 K000 kD000 KL 00d

LIS [dollar (282 (37 (133 [03
Sterling Pound 14 Lix a3 a3
Eurn 19 114 B B6
Inclonesian Rupiah 21 37 - ESLL

A 5 percent decrease of the abuve currencies against the Kuwaili Dinar would have had cqual, but
opposite, ¢ffect 1o the amounts shown above, on Lthe basis that all ather variables remain constam,

Eguity price risk

Equity price risk arises from the change in fair values of cquity investments, The Group manages this risk
through diversification of investiments in terms of geographical distribution and industry conventration.

For such investments classified as available-fur-sale, a five percent increase in stock prices as al 31
December 2008 would have increased equity by K12 519 thousand (31 December 2007; an increase of KD
544 thousand. For such investments classilied as at fair value through profit or loss, the irmpact an prolit or
loss would have been an increase of KU 1,926 thousand (20072 an increase o KD 434 thousand). 1. An
equal change in the apposite direction would have had equal, bul opposite effect 1o the amounts shown
above, on the busis that all other variables remain constant,

Crperational risk

Crperational risk is the risk of loss srising from systems failure, human crror, fraud or external cvents.
When controls luil to perform, aperational risk can cause damage to reputation, have lzzal or regulatory
implications, ar lead to Anancial loss,

The Group has a sel of policies and procedures, which are applied 1o identily, assess and supervise
operational risk in additien W other tvpes of risks relating w the banking and financial activities of the
Group. Operational risk is managed 1o ensure compliance with policics and procedures and monilors
operational risk as part ol overall risk management activities.

The operutional risk of the Group is munaged in line with the Central Bank of Kuwait instruclions
cancerning the general guidelines for internal conlrols and best practice fur managing and SUpErvising
operational risks in hanks,
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30.  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)}

Liguidity risk

Liyuidity risk is the risk that the Group will be unable to meet its Nnancial obligations, Liguidity risk can
he caused by market disruptions or credit downgrades which may cause cerlain sources of funding 1o dry
up immediately, To guard against this risk. management have diversified funding sources and assels are
managed with liquidity in mind, maintaining a healthy balance of cash. cash equivalenis and readily
marketable securities, Further. the Group periodically ussesses the financial vighility of customers,

The Group has established an Asset and Liabilitics Management commillee Lo manape assels und liabilities
of the Group comprehensively and strategically, The committee meets regularly to determine and review
polivies for managing liquidity risk. as well as to set risk limits,

The following table summarizes the maturity profile of the Group's assets and liabilities, The conractuul
maturitics of assets and liabilitics have been determined en the basis of the remaining peried at the balance
sheet date Lo the contractual maturity dule and do not take into account the effective maturities as indicated
by the availability of liquid funds. The maturity profile is monitered by management o ensure that
adequale liquidity is main@ined, The maturity profile of the assels and labilities at year end is based on
contractual repayment arrangements,

The maturity profile of the assets and liabilities is as fallows:
31 December 2008

Up
thres Itoo Bl 12 Crver
maonths manths rromths | year Taal
FLEXOCHD ELD 0G0 R L300 B 7000 D000

Assets
Cuash and cash equivalents 47,990 - - - (7,996
Short term Murabhaha and

other 1slamic financing 260.950 - - - 200,950
Receivables 152,670 72,979 27615 14 466 267,730
Leased assels 44,877 7.040 27,821 B313 ER071
Financial assets held al fair

value through prolit or

loss - - - 44,097 44097
Available for sale

investiments 38122 - - 2000559 2R 181
[nvesimenls in associates - 5 - 5914 3914
Trading propertics £ - 2.754 - 154
Investment properlics - - - 29962 299462
(ther assets [ 260 - - 3430 9.919
Property and equipment = - - 4.887 4,847
Total assets 370,884 o RiLg o 131,368 840,461
Liabilities and Equity
Due to banks 118,131 - - - 118131
Dwpositors” accounts 478 300 71443 17,979 1,846 JOL636
(hher labilities 12,683 AL - 1.53] 15153
Equity _ - - - 137,341 137.541
Total linbilities and equity 609,180 73,384 17,9749 140,918 E40,461
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FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUED)

Liquidity risk (Continued)
3 December 2007

Assels
Cash and cash equivalents

Shorl term Murabaha and other
[slamic linancing

Receivables

leased assels

Financial assets held at fair
value through profit or loss

Avallable for sale investments

[nvesimenty in associales

Trading properties

Imvestiment propertics

Chther assels

Property and equipment

Total asscls

Liakilities and Equity

Due Lo bunks

Depasitors’ accounts

{hher liabilities

Equity

Total liabilities and equity

Llp e
three ER (SR 0o 12 Chver
_ maonths __months muenths | year Tutal
KD 000 D000 R 000 AN K10
45,032 - - - 49,032
307,040 - - - 307,040
97087 32.47% 28209 39,932 167,703
[1,388 24.558 27.722 3,721 67,380
- - - L, 702 9,702
e 018 - - 20,140 30,258
- - - 25,304 25,306
- - 2733 - 2,733
- - - 18960 18,960
4.767 - - 2,654 7421
- - 7 _ 4384 4,384
503,432 57033 _ SE.664 124799 745,928
276,326 - - [0.982 287,508
273,283 JLLR3Y 2,275 42 37,454
9.561 - - 1,210 11,471
- - - 139,490 139,490
_ 559,372 31,857 2275 152,424 745,928

Fair value ol financial instruments
Fair value is defined as the amount al which the instrument could be exchanged in a current lransaction
between knowledgeable willing parties in un arm's length lransaction, ather than in a forced or liguidation
sale, Fair values are obtained Irom quoted market prices, discounted cash flow models and other models as
appropriate. The carrying values of linancial instruments approximate their [uir values at 31 December due to
the relatively short-term maturity of the inslruments except that it was not possible to reliably measure the

fair value of certain unquoted

seCuritics.

L]
o
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3, FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (CONTINUELD)

Capital management

The Giroup maintains an actively managed capilal basc to cover risks inherent in the business. Ihe adequacy
of the Group’s capital is monitored using. among other measures, the rules and ratios estzblished hy the
Basel Commiliee on Banking Supervision (BIS rules‘ratios) and adopted by the Central Bank of Kuwait in
supervising the Group.

During the year. the Group had complied in full with all its externally impesed capital requirements,

The primary abjectives of the Group's capital management are 1o ensure that the Crroup complics with
externally impesed eapital requirements and Lhal the Group maintains strong credit ratings and healthy
capilal ratios in order to support its business and 10 maximise shareholders® value.

The Ciroup manages its capital structure and adjusts it in the light uf changes in economic conditions and the
risk characteristics ol ils activities, In order to maintain or adjust the cupital structure, the Group may adjust
the amount ol dividend payvment to shareholders or issue capital sccurities, o changes were mude in the
vhjectives, policies und processes from the previous vears.

The Group's regulatory capital position al 31 December was us [ollows:

2008 2007
R0 FLLY (HDD
Tier 1 capital
Share capital 116,531 105,537
Share premium 280 280
Statutory reserve 3213 3709
Yoluntary reserve 3,501 1406
Retained carnings L3250 22,387
Minorily interests 23w oS08
139.95% 138,022
Tier 2 capital
Fair value reserve (TY¥) Ll
Foreign currency translation rescrve (a1 {733)
(2,417} 237,
Total regulatory capital 117.541 38,779
Risk-weiphted assets 641,391 487,039
Capital ratios
Tatal regulatory capital expressed as a percentage of total
risk-weighled asscts 21,44 % 28.35 %
Total tier 1 capilal expressed as a percentape of risk-
woighted assels 21,82 05 28 30 %

40



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

WOTES TO THE CONSOLIDATEDR FINANCIAL STATEMENTS

For the year ended 31 Decernber 2008

,"\
s e Ly

31.

FINANCIAL ASSETS AND LIABILITIES
The table below set oul the group’s classification of euch class of financial assets and liabililics

31 December 2008

~ Boubyan Ba nk

Designated Chher Total
as al fair Held for Loans and Availablz amorl iz carrying
_ vialue frading recervibles for sale sl amoeunt
KD 000 KLY LI KGO0 KL DD FD 000 KL iog
Cash and cash
cquivalents 67 990 - - 07 946
short term Murabaha
and other 1slamic
financing - iy GAL - 260,940
Receivablos - 26773 - 2677340
Leased assels RE.07I - a8.U71
Financial wssels held
at tair value throuph
profit or loss 440,547 3,550 - 44,097
Movailable For sale
Investments - = 58,181 - 58181
108,543 3,550 616,751 58,181 = TRT OZ5
Due 10 banks - - - - 118131 11E,131
Depasitors” socounts o - - 569030 509630
- - - - G87,767 687707
Income / {expenses) ENEE] 15371 36,270 2,224 _ I8 T4 34,326
31 December 2007
Designated (ther Total
as at far Teldd Tor Loans and Availabie amresd CHTTYING
value trathing receivables for sale carsl L
KL I KO KLa0 KL R 00 KL
Cash and cash
caquivalents 21,939 - 27093 o 40032
Short term Murabaha
and other lzslamic
financing - 07,040 - ¥ 307,044
Receivihles - 197,703 193,703
Leased assels - 67389 - - 47,3589
Financial assets hebd
at Tair value thringh
protit ar loss o702 - - - 402
Avallable Tor sale
investmcnis - - 56258 56,258
3lA40 595 225 56,258 aR7,124
Doe to banks - - - 287,508 ZET 50N
Depositors’ accounls - - 107,455 307,459
- - _ 594,907 b W67
Incume ¢ {expenscs) _ 2,143 = 32,508 3.253 RERUEAN 1R.833

4]
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lor the vear ended 31 December 2008

32,  FIDUCIARY ASSETS
The aggregate value of asscts held inoa trust or fiduciary capacity by the Bank amounted o KD 91,893
thousand (31 December 2007: KD 249321 thousand ).

33, FPROPOSED DIVIDEND
The Board of directors hus recommended not to distribute any dividends for the vear ended: 31 December
2008 {10% on outstanding shares as at 31 December 2007). This board recommendation is subject o
approval ol the General Assembly shareholders.

34, COMPARATIVE FIGURES
Cerain comparative (igures have been reclassified to conform with the current year's presentation.
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