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History of Currency

Money has always been a part of our lives.
From ancient times (beginning with the
barter system) to the present day (credit
cards), the basic unit of currency has taken
on many diverse forms.
All of KFIC’s areas of expertise, from financing
to investment, are centered on money. This
year’s annual report illustrates the various
forms that currency has taken on in different
parts of the world.
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Salt
Throughout history, salt was used as a form
of currency in different parts of the world. In
ancient Rome, soldiers were paid with salt.
During the sixth century in Africa, salt was a
common form of currency. In the thirteenth
century, certain Asiatic people used pieces
of salt weighing about half pound each
as small change. Salt was also used as
money in Yun-Nan and other provinces of
southwestern China.
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Cattle and grain
Livestock, particularly cattle and plant
products, such as grain were used as money
in many different societies at different
periods. Cattle are probably the oldest of all
forms of money, as domestication of animals
preceded the cultivation of crops.
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Silver ingots
Silver ingots guaranteed by the State
for their weight and purity, gained wide
acceptance as currency. In the early
Yuan Dynasty (1271-1368), Mongolian
rulers legislated the use of 3 major silver
ingots of different fineness ‘Bai Yin’ (White
Silver), ‘Hua Yin’ (Flowery Silver) and ‘Ke Yin’
(Tax Silver).
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Cowrie shells
Cowrie shells, obtained from some islands
in the Indian Ocean, were widely used
as money in China and other places. A
pictograph of the cowrie was adopted in
their written language for money and the
phrase ‘shell out’ probably has its origins in
this practice.
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Chairman's Message
With great pride and pleasure, the Board of
Directors and I would like to welcome you.
We are very proud to present our fifth annual
report that sums up our company’s activities
and its results for the financial year ending
31st December, 2005.
2005 was, by all means, an exceptional year.
We have kept our promise in making this year
the turning point for the company to meet
your expectations. This was evident in the
profound changes, mostly in the expansion
and diversity of our activities, which was
reflected in the increase and diversity of our
revenues. This was achieved by maintaining
a balanced approach in fulfilling the
shareholders' and clients' needs.
The Board of Directors endeavored to
maintain their success elements and to
sustain growth based on a clear vision
and stable steps to achieve extraordinary
results by demonstrating high professional
standards and quality throughout the
company’s services. The Board's strategy
in setting priorities has been effective in
creating harmony and concordance in
those elements, which empowered us to
achieve best results.



The transparency of the Board's strategy
has always been the foundation by which
the company conducts its operations. The
Board’s vision was translated positively by
the Executive Management, which carried
out its tasks efficiently and overcame all
obstacles to achieve the pre-set targets. This
combined effort has reflected on the overall
company’s achievement.
The Board of Directors strove to recruit a
qualified and distinguished team to gear the
company's various activities. The dedication
of staff has positioned our company amongst
the elite institutions in record time. This status
goes beyond the local to regional and
international levels.
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Our powerful existence on the economic
map is proven by our strategic alliances and
partnerships with major local and regional
financial institutions and by the interest of
others to deal with us. These alliances have
had an excellent influence on the company's
momentum, presence and financial results especially the large projects we embraced.
The local economy in particular and
those of the GCC countries in general are
enjoying phenomenal economic boom
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Tools
Metal models of agricultural implements
and household tools that had previously
been accepted in commercial exchanges,
i.e., spades, hoes and knives were adopted
as currencies in China. Very soon the
market was flooded with spade money,
knife money, etc.
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due to the constant rise in oil prices, which
is creating large surpluses in the budgets
of these countries. These surpluses are
directed towards expanding and reviving
the infrastructure with major vital projects.
Political stability encouraged the private
sector to play its role and take the initiative
to invest in major housing, commercial,
industrial and entertainment projects.
Reforming economic policies to attract
investments and capital has become a
major concern for the GCC countries. The
promotion of such vital issues and projects will
contribute to the prosperity of the region.
The Board and Management seek to offer
comprehensive financial services based on its
philosophy. The company’s diversified services
are an added value, which serves the clients’
requirements and ensures their loyalty.
The company’s diversified offering gives
clients numerous options to suit their needs
and financial capabilities. This interaction with
market requirements has mainly enhanced
the company's reputation as a multi-function
company with diverse activities.

Investment Activities
Investment activities have evolved as a vital
source of income. The company’s prominent
image is derived from its contribution to
major regional projects. The Board is carrying
on with its policy of offering distinctive
and unique investment opportunities with
rewarding revenues as a consequence of
applying a solid investment management
theory, “Diversification of risk”. Our company
has pursued investment opportunities with
exit policies to meet its investors’ objectives.








Since the launch of its investment services,
the company has clearly determined to
cater to unique and diverse products. In
addition, the projects undertaken were of
a large scale and required attracting large
capitals. The clients' trust in the company's
management and in its strategic decisions
has been the major incentive to pursue
constantly for those rewarding and unique
opportunities.
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Wampum
Native Americans used strings of beads
made from clamshells, called wampum, as
currency. Wampum was valued because
it took a considerable amount of time and
hard work to find suitable clamshells, shape
and drill them into beautiful beads.
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Legends Investment Company
Legends Dubailand project is one of the most
vital entertainment projects in the region
with a total area of 27.7 million square feet.
The company has bought the land for the
purpose of developing its infrastructure. The
total value of the project is US $302 million
derived from several GCC investors.
Al-Areen Commercial Project
In the Kingdom of Bahrain, Al-Areen project
and its land were chosen after carefully
studying its surroundings and location to
assess the flow of citizens and visitors. The
project will have an entertainment character
with restaurants and entertainment centers in
addition to the commercial complex. as part
of the project's commercial centre and with
a total cost of 100 million Bahraini dinar.
Al-Wasm Investment Fund
This is the first fund launched by the company.
It specializes in the stocks listed on the Kuwait
Stock Exchange. In managing the fund, the
company relies on its expertise, excellent
results and good record in managing
investment portfolios. This fund is the nucleus
through which a larger base of clients will be
attracted due to the low limits of investment.



Al-Basha'er Fund
The fund clearly translated the company's
ability to form alliances in all GCC countries,
as their financial markets were the main
targets of the fund. The success of those
alliances was rewarded with the results of the
initial subscription which made it the largest
initial subscription of an investment fund in
the Middle East, with a volume exceeding
US $540 million spread over investors from
all GCC countries. The fund complies with
Islamic Sharia’a investment of shares listed
on the GCC stock exchange markets.

Financing Activities
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Your company is steadily seeking to maintain
its pioneering status among competing
companies in the finance industry. Continuity
and success in the financing market is
considered a serious challenge to be
approached confidently. The company
aims to develop its clientele base through
its offering of financing solutions. The
company's special approach was designed
for its audience’s comfort. The company
has opened its first branch in Kuwait and is
looking forward to have other branches in
different areas as part of its expansion plan.
The diversity of the company's products is
a policy applied to all activities, that's why
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Iron spits and nails
Prior to the introduction of coinage, the
Athenians used iron spits or elongated nails as
currency. Tetradrachma, a famous Athenian
coin, derives its name from ‘drachma’, which
means ‘handful’ and comes from the Greek
practice of using copper and iron nails
measured by the handful, as currency.
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the company began offering operational
leasing service as part of the newly launched
leasing service.



The company stresses on after-sale service,
by introducing new methods of paying
installments and monthly commitments
through the Internet or K-net cards on special
machines made available round the clock.

Online Trading Services
There are no limits to technology applications.
This has been evidenced by the Board when
it introduced online trading services to
serve traders in stock exchanges anywhere,
anytime. The website, www.mutadawil.com
was launched in 2005. Initially limited to the
Kuwaiti Stock Exchange, the system was later
developed to cover stock exchanges in the
GCC region and the world.
In this context, the company introduced
‘Mutadawil Expert Service’ targeted at
active traders who require more details for
their transactions. The company’s clients
enjoy value-added services such as
access to international and local market
news, company information from authentic
international sources and SMS service. The
client will benefit from a single account
for trading in all markets in various foreign
currencies, in addition to analyses and
charts of companies and their shares.









5PUBM"TTFUT ,%.JMMJPO

Dear Shareholders,
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Our financial year was excellent as evident
by the great financial growth of the company
and its exceptional financial results. The
company achieved superior growth in the
volume of managed funds. The funds under
management rose by KD 628 million to KD
884 million from the previous year. This attests
to the clients' trust in the efficient portfolio
management style of our young investment
services. With balanced and parallel steps,
the value of the credit portfolio grew to KD
91.5 million, an increase of more than 33%,
compared to the financial year 2004, while
maintaining the quality and safety of the
portfolio through the conservative credit
policy of the company. The company made
a successful issuance of new bonds with a
value of KD 21.5 million for longer term than
the previous issue with 5-year maturity and at
distinctive terms and interest rates reflecting
to the company's high status and solvency.
Indeed the results were superb with net
profits for the financial year reaching KD
24.1 million, a 402% increase over the
financial year 2004, and earning per share
of 99.7 fils compared to 21.7 fils in 2004,
an increase of 355%. The company assets
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The Board is confident that the company's
future and its financial results will exceed
expectations, as we are willing to continue
applying our business strategy of achieving
local, regional and international presence,
in addition to assuring that our services and
products provide distinctive opportunities
for achieving those ambitions. Our ambition
will not stop at what we have achieved so
far, we are looking forward to finding new
channels and additional activities, mainly
to increase our revenues and diversify
them while maintaining constant harmony
between the company's various activities
locally, regionally and internationally.







increased by 55% to KD 46.9 million, with
shareholders equity increasing by 69.5% to
KD 52 million. The Board has been keen on
creating investments for the company as
part of the diversifying and risk spreading
policy of its assets. The value of those
investments form 20.9% of the total asset
value.



The development and boom experienced
by our region in general and by our beloved
Kuwait in particular, call for optimism about
our company being part of the boom and
about our work acquiring added value to
contribute to and benefit from the region's
economic reforms and spectacular progress,
thus serving the interests of its citizens and
the stability of the region's financial policies.
The region's interest in revitalizing their
infrastructure is a major factor in attracting
the participation of the private sector. The
loosening of procedural work would be a
major incentive for the private sector to take
part in this boom.
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In light of the exceptional profits, the Board
recommends the following distribution for the
financial year ending 31 December, 2005:
- 25% Cash dividends
- 25% Bonus shares
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On this occasion and on behalf of my
colleagues and Members of the Board,
I would like to extend my thanks to the
shareholders for their constant support and
to the company's Executive Management
for their hard work and dedication, with the
hope that our recommendations would meet
with your approval.
I would also like to thank the Central Bank
of Kuwait, the Ministry of Commerce and
Industry and all government agencies for
their support.
Finally, I pray to Allah Almighty to protect
Kuwait and her people under the patronage
of H.H. the Emir and H.H. the Crown Prince.
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Kuwait Finance and Investment Company
K.S.C. (Closed)
Kuwait

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS
We have audited the accompanying balance sheet of Kuwait Finance and Investment
Company K.S.C. (closed) as of 31 December 2005, and the related statements of income,
changes in equity and cash flows for the year then ended.
Respective responsibilities of the Company’s management and auditors
These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.
Basis of Opinion
We conducted our audit in accordance with International Standards on Auditing. Those
Standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Company as of 31 December 2005, the results of its operations and its cash
flows for the year then ended in accordance with International Financial Reporting Standards
as adopted in the State of kuwait.
Furthermore, in our opinion, proper books of accounts have been kept by the Company and
the financial statements, together with the contents of the report of the Board of Directors
relating to these financial statements, are in accordance therewith. We further report that we
obtained all the information and explanations that we required for the purpose of our audit and
that the financial statements incorporate all information that is required by the Commercial
Companies Law of 1960, as amended, and by the Company’s Articles of Association; that
inventory was duly carried out; and that to the best of our knowledge and belief, no violation
of the Commercial Companies Law of 1960 as amended, or of the Articles of Association of
the Company have occurred during the year ended 31 December 2005 that might have had
a material effect on the business of the Company or on its financial position.
We further report that, during the course of our examination, we have not become aware
of any material violations of the provisions of Law No. 32 of 1968, as amended, concerning
currency, the Central Bank of Kuwait and the organisation of banking business, and its related
regulations, during the year ended 31 December 2005.

Bader A. Al-Wazzan
Licence No 62.A
PricewaterhouseCoppers
Kuwait, 27 February 2006

Barrak Al-Ateeqi
Licence No. 69 A
An Independent Member of
B.K.R. International
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Kuwait Finance and Investment Company K.S.C. (Closed)
Balance Sheet as of 31 December, 2005
(All amounts are in Kuwaiti Dinars)

Note

2005

2004 Restated

ASSETS
Bank balances

3

Finance receivables

4

Investment securities

5

Other assets

6

Property and equipment

7

TOTAL ASSETS

1,030,812
91,504,998
27,638,081
11,261,690
762,680
132,198,261

780,928
68,862,192
14,423,955
975,930
239,123
85,282,128

1,287,890
42,000,000
21,344,792
15,537,468

1,278,865
51,000,000
2,317,500

80,170,150

54,596,365

24,307,809
2,210,849
(2,505,050)
1,031,419
3,562,680
3,063,019
697,069
7,564,787

22,098,008
2,210,849
(869,321)

12,095,529

3,314,701

52,028,111
132,198,261

30,685,763
85,282,128

LIABILITIES AND EQUITY
LIABILITIES
Bank overdraft

3

Term loans

8

Bonds

9

Other liabilities

10

EQUITY
Share capital

11

Share premium
Treasury shares

12

Treasury shares reserve
Statutory reserve

13

General reserve

14

Fair value reserve
Retained earnings
Proposed dividend
TOTAL LIABILITIES AND EQUITY
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The attached notes form an integral part of these financial statements.

Saleh Yacoub Al Homaizi
Chairman
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Abdul Rahman Ali Al Saeed
Vice Chairman & CEO

85,017
1,066,961
906,625
1,620,150
252,773

Kuwait Finance and Investment Company K.S.C. (Closed)
Statement of Income - Year ended 31 December, 2005
(All amounts are in Kuwaiti Dinars)

Note
INCOME
Financing income
Investments income

17

Management and advisory fees
Other income

2005

2004
Restated

8,587,230
10,471,370
15,292,390

6,248,517
2,516,920
920,152

42,488

40,670

34,393,478

9,726,259

2,918,846
180,004
290,754
813,568

1,006,647
86,933
206,609
472,516

576,305
4,656,809
224,615
120,000

523,367
2,386,691
57,273
50,000

552,921

140,500

10,333,822
24,059,656

4,930,536
4,795,723

99.7

21.7

EXPENSES
Staff expenses
Depreciation
Marketing expenses
Other operating expenses
Provisions
Finance cost
Contribution to Kuwait Foundation for the Advancement of Sciences
Directors’ remuneration
National labour support tax
Net profit for the year
Earnings Per Share (fils)

18

The attached notes form an integral part of these financial statements.
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(All amounts are in Kuwaiti Dinars)

Statutory
reserve

1,066,961
1,066,961
2,495,719
3,562,680

Treasury
shares
reserve

22,098,008 2,210,849
(869,321)
85,017
22,098,008 2,210,849
(869,321)
85,017
2,209,801
- (12,953,092)
- 11,317,363
946,402
24,307,809 2,210,849 (2,505,050) 1,031,419

The attached notes form an integral part of these financial statements.

Balance at 31 December 2004 as previously reported
Effect of applying IAS (39) changes (Note 20)
Balance at 31 December 2004 (Restated)
Change in fair value of available-for-sale investments
Transferred to the statements of income for sales of investment
Profits recognized directly in equity
Net profit for the year
Total recognized profit
Issue of bonus shares (Note 9)
Cash dividends for year 2004 (Note 15)
Purchase of treasury shares
Sale of treasury share
Transfer to reserves
Proposed dividends (Note 16)
Balance at 31 December 2005

(2,248,759)
1,379,438
(869,321)

Treasury
shares
430,596
430,596
636,365
1,066,961

Share
premium
85,017
85,017

Share
capital

Statement of Changes in Equity - Year ended 31 December, 2005

Kuwait Finance and Investment Company K.S.C. (Closed)

Balance at 31 December 2003 as previously reported
15,900,000
Effect of applying IAS (39) changes (Note 20)
Balance at 31 December 2003 (Restated)
15,900,000
Change in fair value of available-for-sale investments
Profit directly recognized in equity
Net profit for the year
Total recognized profit
Issue of bonus shares
1,272,000
Issue of shares according to the employee share ownership plan
586,407
41,048
Issue of share capital
4,339,601 2,169,801
Purchase of treasury shares
Sale of treasury share
Transfer to reserves
Proposed dividend
22,098,008 2,210,849
Balance at 31 December 2004 (Restated)

22
906,625
906,625
2,156,394
3,063,019

358,674
358,674
547,951
906,625

256,067
(300,000)
(43,933)
4,795,723
4,795,723
(1,184,316)
(3,314,701)
252,773

Retained
earnings

1,872,923
1,620,150 (1,620,150)
1,620,150
252,773
4,251,517
(5,174,598)
(923,081)
- 24,059,656
(923,081) 24,059,656
- (4,652,113)
- (12,095,529)
697,069
7,564,787

300,000
300,000
1,320,150
1,320,150
1,320,150
1,620,150

General Fair value
reserve
reserve

Total

3,314,701
3,314,701
(2,209,801)
(1,104,900)
12,095,529
12,095,529

30,685,763
30,685,763
4,251,517
(5,174,598)
(923,081)
24,059,656
23,136,575
(1,104,900)
(12,953,092)
12,263,765
52,028,111

1,272,000 18,217,337
1,272,000 18,217,337
1,320,150
1,320,150
4,795,723
6,115,873
(1,272,000)
627,455
6,509,402
- (2,248,759)
1,464,455
3,314,701
3,314,701 30,685,763

Proposed
dividend

Kuwait Finance and Investment Company K.S.C. (Closed)
Statement of Cash Flows - Year ended 31 December, 2005
(All amounts are in Kuwaiti Dinars)

Note

2005

2004 Restated

Operating Activities
Net profit for the year
Adjustments for:
Depreciation
Provisions
Amortisation of bond issue fees
Available for sale investment income
Interest income
Finance cost
Operating profit before changes in operating assets and liabilities:
Finance receivables
Trading investments
Other assets
Other liabilities
Net cash generated from / (used in) operating activities

24,059,656

4,795,723

180,004
576,305
31,042
(5,943,609)
(29,438)
4,656,809
23,530,769
(23,219,110)
5,922,038
(10,285,760)
12,864,732
8,812,669

86,932
523,367
60,067
(125,000)
(75,106)
2,386,691
7,652,674
(16,766,645)
(5,203,620)
(828,039)
(655,475)
(15,801,105)

Investing Activities
Purchase of property and equipment
Dividends received
Interest received
Purchase of investment available for sale
Proceeds from sale of available for sale securities
Loans & receivables
Net cash used in investing activities

(703,561)
187,665
29,438
(37,026,516)
21,223,214
1,500,000
(14,789,760)

(179,601)
80,000
75,106
(1,520,185)
150,000
(1,394,680)

Financing Activities
Term loans
Proceeds from bonds
Repayments of bonds
Finance cost paid
Increase in share capital
Purchase of treasury shares
Sale of treasury shares
Dividends paid
Net cash from financing activities

(9,000,000)
21,313,750
(4,301,573)
(12,953,092)
12,263,765
(1,104,900)
6,217,950

30,000,000
(15,000,000)
(2,128,851)
7,136,857
(2,248,759)
1,464,455
19,223,702

240,859

2,027,917

(497,937)
(257,078)

(2,525,854)
(497,937)

Increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

3

The attached notes form an integral part of these financial statements.
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Kuwait Finance and Investment Company K.S.C. (Closed)
Notes to the Financial Statements 31 December, 2005
(All amounts are in Kuwaiti Dinars unless otherwise stated)

1.

Constitution of activities
Kuwait Finance and Investment Company K.S.C. (the Company) is a Kuwaiti closed shareholding Company
incorporated on 29 March, 2000 in accordance with Commercial Companies Law No. 15 of 1960. The Company
is regulated by the Central Bank of Kuwait as an investment company.
The Company is principally engaged in consumer and commercial financing activities and managing funds
and portfolios on behalf of third parties. Its registered office is in Building No. 2, Rashid Salim Ali Al-Rashid
Building, Murqab, Kuwait City.
The Company operates in Kuwait and employed 101 employees as of 31 December, 2005 (31 December, 2004: 78).
These financial statements were authorized for issue by the Board of Directors on 27 February, 2006 and are
subject to the approval of the shareholders.

2.

Significant accounting policies
The principle accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the years presented, unless what stated in note (2.3), The
effect of the changes in accounting policies has been explained in note (20).

2.1

Basis of preparation
These financial statements have been prepared in accordance with International Financial Reporting Standard
(IFRS) as adopted for use by the Government of Kuwait for financial institutions regulated by the Central Bank
of Kuwait. These regulations require adoption of all IFRS except for the IAS 39 requirements for collective
provisions, which have been replaced by the Central Bank of Kuwait’s requirements for a minimum general
provision as described in note (2.3) for impairment of financial assets.
The financial statements have been prepared under the historical cost convention, as modified by the revaluation
of available for sale investments and financial assets at fair value through profit or loss.
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates.

2.2

Cash and cash equivalents
For the purpose of the statement of cash flows, cash equivalents comprise balances less than three months
maturity from the date of acquisition including cash and bank balances and short term deposits, highly liquid
investments readily convertible to known amounts of cash and subject to insignificant risk of changes in value,
net of outstanding bank overdrafts.
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Kuwait Finance and Investment Company K.S.C. (Closed)
Notes to the Financial Statements 31 December, 2005
(All amounts are in Kuwaiti Dinars unless otherwise stated)

2.3

Financial Instruments – Classification, recognition and measurement
Starting from 1 January, 2005, the Company has adopted the changes over IAS (39) Recognition & Measurement
and IAS (32) Presentation & Disclosures, which became effective from 1 January, 2005.
Classification
The classification depends on the purpose for which the financial assets were acquired. Management determines
the classification of its financial assets at initial recognition and re-evaluates this designation at every reporting
date. The Company has classified its financial assets as follows:
Loans and Receivables
These are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They arise when the Company provides financing directly to a customer with no intention of trading the
receivables.
Financial Assets at fair value through profit and loss
This category has two sub-categories: Financial assets held for trading, and those designated at fair value
through profit or loss at inception. A financial asset is classified in this category if acquired principally for the
purpose of selling in the short term or if so designated by the management.
Available for Sale Investments
These are non-derivative financial assets that are either designated in this category or not included in any of the
above categories and are principally, those acquired to be held for indefinite period of time which could be sold
when liquidity is needed or upon changes in rates of profit.
Recognition and De-recognition
Purchases and sales of financial assets are recognised on the settlement date – the date on which the Company delivers
or receives the asset. Financial assets are de-recognised when the right to receive cash flows from the assets have
expired or have been transferred and the Company has substantially transferred all risks and rewards of ownership.
Measurement
Financial assets are initially recognised at fair value plus transaction costs for all assets not carried at fair value
through profit or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair
value and transaction costs are expensed in the income statement.
Subsequently, available for sale financial assets and financial assets at fair value through profit and loss are carried
at fair value. Loans and receivables are carried at amortised cost using the effective interest method.
Realised and unrealised gains and losses arising from changes in the fair value of the ‘financial assets at fair
value through profit or loss’ category, are included in the income statement for the period in which they arise.
Changes in fair value of financial assets classified as available for sale are recognised in equity. When available
for sale financial assets are sold or impaired, the accumulated changes in fair value recognised in equity are
included in the income statement.
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Kuwait Finance and Investment Company K.S.C. (Closed)
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Fair values
The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not
active (and for unquoted securities) the Company establishes the fair values by, reference to other instruments
that are substantially the same, expected discounted cash flows analysis after adjustment to reflect the same
circumstances of the issuing company, and option pricing models. Available for sale investments, which its fair
value has not been determined, are carried at cost less impairment losses.
The fair value of interest bearing financial instruments is estimated based on discounted cash flows using interest
rates for items with similar remaining maturities.
Impairment in value
An assessment is made at each balance sheet date to determine whether there is objective evidence that a
financial asset or group of financial assets is impaired. In the case of equity securities classified as available for
sale, a significant or prolonged decline in the fair value of the security below its cost is considered as an indicator
that the securities are impaired. If any such evidence exists for available for sale financial assets, the cumulative
losses - measured as the difference between the acquisition cost and the current faire value less any impairment
losses on that financial asset previously recognized in the profit or loss - is removed from equity and recognized
in the income statement. Impairment losses recognized in the income statement on equity instruments are not
reversed through the income statement.
A specific provision for impairment of receivables is established when there is objective evidence that the
company will not be able to collect all amounts due according to the original terms of receivables. The amount
of specific provision is the difference between the asset’s carrying amount and present value of the estimated
cash flows, including the amounts recoverable from guarantees and collateral, discounted at the effective interest
rate. The amount of the provision is recognized in the income statement.
In addition, in accordance with the Central Bank of Kuwait instructions, a minimum general provision of 2% of
all receivables net of certain restricted categories of collateral, and not subject to specific provision, is made.
2.4

Property and equipment
Property and equipment are stated at cost less accumulated depreciation and impairment losses. When assets are
sold or retired, their cost and accumulated depreciation are eliminated from the accounts and any gain or loss
resulting from their disposal is included in the statement of income.
Depreciation is computed on a straight-line basis over the estimated useful lives of 1-5 years. The useful life is
reviewed and adjusted if appropriate, at each balance sheet date.

2.5

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

2.6

Borrowings
These are financial liabilities created by the borrowing contract. They are recognized initially at fair value, net
of transaction costs incurred. Borrowings are subsequently re-measured and carried at amortised cost using the
effective interest method. Borrowings cost is expensed on a time proportion basis.
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2.7

End of service benefits
Provision is made for amounts payable to employees under the Kuwaiti Labor Law and employee contracts.
This liability, which is unfunded, represents the amount payable to each employee as a result of involuntary
termination on the balance sheet date, and approximates the present value of the final obligation.

2.8

Treasury shares
The treasury shares consist of the Company’s own shares that have been purchased. The consideration paid is
deducted from equity. When treasury shares are reissued or cancelled, gains are credited to a separate account
in the shareholders’ equity (Gain on sale of treasury shares), which is not distributable. Any realized losses are
charged to the same account to extent of the credit balance in that account. Any excess is charged to retained
earnings and then to reserves.

2.9

Revenue recognition
Financing income and costs are recognized on a time proportion basis so as to yield a constant periodic interest
rate on the balance outstanding. The recognition of financing income is suspended when originated loans
become impaired such as when overdue by more than 90 days.
Dividends on equity instruments are recognized when the Company’s right to receive payment is established.
Management and advisory services fees are recognized as the service is provided and the revenue is earned
based on the applicable service contracts.

2.10

Foreign currencies
Foreign currency transactions are translated into Kuwaiti Dinars at the rates of exchange ruling at the date of
the transactions. Monetary assets and liabilities denominated in foreign currencies are translated into Kuwaiti
Dinars at the exchange rate ruling at the balance sheet date. The resultant gains or losses are taken to the
statement of income.

2.11

Fiduciary Assets
Assets held in trust or in a fiduciary capacity are not treated as assets of the Company and accordingly are not
included in these financial statements.
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3.

Cash and cash equivalents
Cash and cash equivalents comprise the following:
2005
Bank balances
Bank overdraft

4.

2004

1,030,812

780,928

(1,287,890)

(1,278,865)

(257,078)

(497,937)

Finance receivable
2005
Gross receivables
Less: deferred income
Less: provision for credit losses

106,109,161
(11,943,776)
94,165,385
(2,660,387)
91,504,998

2004
81,651,147
(10,704,872)
70,946,275
(2,084,083)
68,862,192

The fair value of the financing receivables as at the balance sheet date is KD 98,047,943 (2004: KD 72,441,546).
5.

Investment securities
2005
Available for sale investments
Held for trading investments
Debt securities

2004

25,956,499

5,320,335

1,681,582

7,603,620

27,638,081

1,500,000
14,423,955

Available for sale investments include investments in unquoted securities amounted to KD 8,092,595 carried by
cost out of which securities amounting to KD 8,012,595 purchased during the year.
The financial information available does not indicate existence of impairment of these investments.
6.

Other assets
2005
Accrued income
Prepayments
Other debit balances

2004

6,337,226

544,745

151,416

61,545

4,773,048

369,640

11,261,690

975,930

Other debit balances include an amount of KD 3,267,144 which represents the amount paid by the Company for
subscription in foundation shares of Al Rayan Bank. This amount was not recorded as an investment because
the final allocation of subscribed shares was not finished before the year ended 31 December, 2005.
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7.

Property and equipment
Office
equipment

Furniture
and fixtures

Vehicles

Total

Cost
At 1 January 2005

186,565

279,619

34,542

500,726

Additions

597,092

99,720

6,750

703,562

At 31 December 2005

783,657

379,339

41,292

1,204,288

At 1 January 2005

97,777

154,214

9,612

261,603

Charge for the year

107,973

65,009

7,023

180,005

At 31 December 2005

205,750

219,223

16,635

441,608

At 31 December 2005

577,907

160,116

24,657

762,680

At 31 December 2004

88,788

125,405

24,930

239,123

Accumulated depreciation

Net book value

8.

Term loans
The loans have been obtained from financial institutions and local mutual funds. The loans carry interest at the
prevailing commercial rates. Term loans include loans of KD 10,000,000 secured by finance receivables of
KD 12,000,000
Term loans mature as follows:
Within one year
33,000,000
Between one and two years
2,000,000
Between two and five years
6,000,000
Above 5 years
1,000,000
42,000,000

9.

Bonds
On 1 March, 2005, the Company issued bonds at floating interest rate with a principal amount of KD 21,500,000
at an issue price of 100%. The bonds bear interest of 1.5% per annum above the Central Bank of Kuwait
discount rate and are payable semi-annually. The bonds will mature on 1 March, 2010.

10.

Other liabilities
2005

2004

Payable to suppliers and others

723,953

1,292,767

Amounts due to related parties

58,074

26,724

104,533

61,482

14,650,908

936,527

15,537,468

2,317,500

Employees’ end of service benefits
Accrued expenses and other payables
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10.

Other liabilities (Cont.)
Accrued expenses and other payable includes an amount of KD 8,127,088 represents agreed upon subscription
fees paid by the Company’s clients for their subscription in Al Rayan Bank. This amount was not included in
the Company’s income because the final allocation of subscribed shares was not finished before the year ended
31 December, 2005.

11.

Share capital
The shareholders at the annual general meeting held on 7 March, 2005 approved the issuance of 22,098,008
bonus shares.
Accordingly, the authorized, issued, and paid up capital is KD 24,307,809 comprising 243,078,089 shares, 100
fils each (31 December, 2004: KD 22,098,008 comprising 220,980,081 shares, 100 fils each).

12.

Treasury shares
2005
Number of shares (share)
% of the share capital
Market value (KD)

13.

2004

2,335,000

1,500,000

0.96%

0.68%

2,615,200

870,000

Statutory reserve
As required by the Commercial Companies Law and the Company’s Articles of Association, 10% of the net profit
for the year before contribution to Kuwait Foundation for Advancement of Sciences, Directors’ remuneration and
National Labor Support Tax has been transferred to statutory reserve. The Company may resolve to discontinue
such annual transfers when the reserve totals 50% of the issued share capital.
Distribution of the statutory reserve is limited to the amount required to enable the payment of a dividend of
5% of paid up share capital to be made in years when accumulated profits are not sufficient for the payment
of a dividend of that amount.

14.

General reserve
The Board of Directors of the Company has proposed a transfer of 10% of the net profit for the year after
transfer to statutory reserve, contribution to Kuwait Foundation for the Advancement of Sciences, National
Labour Support Tax and Director’s remuneration to the general reserve of KD 2,156,394 (2004: KD 547,951)
subject to the approval of the shareholders’ General Assembly. There are no restrictions on the distribution of
the general reserve.

15.

Dividends
On 7th March 2005, the shareholders approved the following dividends for the year 2004:
- Cash dividends of 5 fils per share
- Bonus shares dividends of 10% for each share.

16.

Proposed dividend
On 27 February 2006, the Board of Directors proposed cash dividends of 25 fils per share after treasury shares
deduction and also bonus share dividends of 25% of the paid up capital for the year 2005 profit.
Subject to the approval of the shareholders’ General Assembly.
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17.

Investment income
2005

2004
Restated

Available-for-Sale Investments
Cash dividends
Profit on sale

187,665

80,000

5,755,944

45,000

5,943,609

125,000

4,580,142

2,149,069

Held-for-Trading investments
Profit on sale
Changes in fair value

Interest from Originated Loans

18.

(81,819)

167,745

4,498,323

2,316,814

29,438

75,106

10,471,370

2,516,920

Earnings per share
Earnings per share is computed by dividing the net profit for the year by the weighted average number of
ordinary shares outstanding during the year as follows:
2005

Net profit for the year
Weighted average number of outstanding shares during the year
Earnings per share (fils)

24,059,656
241,413,788
99.7

2004
Restated
4,795,723
221,206,040
21.7

Earnings per share of the previous year have been restated to account for the effect of bonus shares issued
during 2005.

19.

Related party transactions
These represent transactions with related parties i.e., shareholders represented by Directors of the Company
and their related concerns. Pricing policies and terms of these transactions are approved by the Company’s
Management. Transactions with related parties are as follows:
2005
2004

Management and advisory fees
Dividends income

285,413
-

41,380
160,000
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20.

Effect of applying IAS 39 (revised 2003)
As mentioned in Note (2), the Company has applied the amendments over IAS (39) (Financial Instruments)
(Recognition and Measurement), which resulted in reclassifying some of the investments, in addition to
recognizing the unrealised changes in the fair value of the available for sale investments in the equity instead of
recognizing those changes in the statement of income. The effect of the change is summarized hereunder:
The effect on the financial statements of the current year
- The net income of the year has increased with KD 923,081.
The effect on the comparative year
- The net income of the year has decreased with KD 1,320,150 and the fair value reserve has increased with the
same amount.
- Retained earnings as of 31 December 2004 has decreased with an amount of KD 1,620,150 and the fair value
reserve has increased with the same amount.

21.

Risk management
Credit risk
The Company’s credit policy and exposure to credit risk is monitored on an ongoing basis. The Company
seeks to avoid undue concentrations of risks with individuals or groups of customers in specific locations or
business through diversification of lending activities. It also obtains security when appropriate.
There are no significant concentrations of credit risk with respect to finance receivables.
Interest rate risk
Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the
fair values of financial instruments. The company is exposed to interest rate risk as a result of mismatches of
interest rate re-pricing of assets and liabilities. The Board has established levels of interest rate risk by setting
limits on the interest rate gaps for stipulated periods.
The effective interest rate (effective yield) of a monetary financial instrument is the rate that, when used
in a present value calculation, results in the carrying amount of the instrument. The rate is a historical rate
for a fixed rate instrument carried at amortised cost and a current rate for a floating rate instrument or an
instrument carried at fair value.
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21. Risk Management (continued)
The Company’s interest sensitivity position based on contractual re-pricing arrangements or the maturity dates whichever is closer at 31 December, 2005 was as follows:
6 months
Non interest
Up to
3 to 6
1 to 3
Over
Effective interest
to
bearing
Total
3 months
months
years
3 years
rate range
1 year
items
From
To
Assets
Bank balances
1,030,812
1,030,812
0.75%
4.13%
Finance receivables
11,232,565 15,209,855 31,894,721 26,185,409
6,982,448
- 91,504,998
4.75%
10%
Investment securities
27,638,081 27,638,081
Other assets
11,261,690 11,261,690
762,680
762,680
Property and equipments
12,263,377 15,209,855 31,894,721 26,185,409
6,982,448
39,662,451 132,198,261
Total assets
Liabilities and Equity
Liabilities
Bank overdraft
1,287,890
1,287,890
6.88%
8%
Term loans
25,000,000
7,000,000
1,000,000
4,000,000
5,000,000
- 42,000,000
4.5%
8.5%
Bonds
21,344,792
- 21,344,792
6.5%
7%
15,537,468 15,537,468
Other liabilities
Total liabilities
26,287,890
7,000,000
1,000,000
4,000,000
26,344,792
15,537,468 80,170,150
Equity
Share capital
24,307,809 24,307,809
Share premium
2,210,849
2,210,849
Treasury shares
(2,505,050) (2,505,050)
Treasury share reserve
1,031,419
1,031,419
Statutory reserve
3,562,680
3,562,680
General reserve
3,063,019
3,063,019
Fair Value reserve
697,069
697,069
Retained earnings
7,564,787
7,564,787
12,095,529 12,095,529
Proposed dividends
Total equity
52,028,111 52,028,111
26,287,890
7,000,000
1,000,000
4,000,000
26,344,792
67,565,579 132,198,261
Total equity and liabilities
On-balance sheet interest sensitivity gap
(14,024,513)
8,209,855 30,894,721 22,185,409
(19,362,344)
(27,903,128)
-
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Assets
Bank balances
Finance receivables
Investment securities
Other assets
Property and equipments
Total assets
Liabilities and Equity
Liabilities
Bank overdraft
Term loans
Other liabilities
Total liabilities
Equity
Share capital
Share premium
Treasury shares
Treasury shares reserve
Statutory reserve
General reserve
Fair value reserve
Retained earnings
Proposed dividends
Total equity
Total equity and liabilities
On-balance sheet interest sensitivity gap
5,797,238
5,797,238

5,797,238

1,278,865
51,000,000
52,278,865
52,278,865
(43,622,134)

3 to 6
months

780,928
7,875,803
8,656,731

Up to
3 months

1 to 3
years

Over
3 years

-

-

11,841,368 32,738,262 12,109,521

-

11,841,368 32,738,262 10,609,521
- 1,500,000
11,841,368 32,738,262 12,109,521

6 months
to
1 year

22,098,008
2,210,849
(869,321)
85,017
1,066,961
906,625
1,620,150
252,773
3,314,701
30,685,763
33,003,263
(18,864,255)

2,317,500
2,317,500

12,923,955
975,930
239,123
14,139,008

Non interest
bearing
items

22,098,008
2,210,849
(869,321)
85,017
1,066,961
906,625
1,620,150
252,773
3,314,701
30,685,763
85,282,128
-

1,278,865
51,000,000
2,317,500
54,596,365

780,928
68,862,192
14,423,955
975,930
239,123
85,282,128

Total

To

4.5% 7.25%
3.5% 7.25%

0.75% 1.125%
5.25% 8.75%
5% 6.5%

From

Effective
interest
rate range

21. Risk Management (continued)
The Company’s interest sensitivity position based on contractual re-pricing arrangements or the maturity dates whichever is closer at 31 December, 2004 was as follows:
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21.

Risk management (continued)
Liquidity risk
Liquidity risk is the risk that the company will be unable to meet its liabilities when they fall due. To limit
this risk, management has arranged diversified funding sources, manages assets with liquidity in mind, and
monitors liquidity on a daily basis.
The table below summarises the maturity profile of the Company’s assets and liabilities. The maturities of
assets and liabilities have been determined on the basis of the remaining period from the balance sheet date
to the contractual maturity date.
Maturity profile of assets and liabilities at 31 December, 2005:

ASSETS
Bank balances
Finance receivables
Investment securities
Other assets
Property and
equipment
LIABILITIES
Bank overdraft
Term loans
Bonds
Other liabilities
Net liquidity gap

Up to

1-3

3-6

6 months

1-3

Over

1 month

months

months

- 1 year

years

3 years

6,419,830
1,681,582
11,261,690
-

15,209,855
-

31,894,721
-

26,185,409
25,956,499
-

6,982,448
762,680

1,030,812
91,504,998
27,638,081
11,261,690
762,680

1,030,812
4,812,735
-

Total

5,843,547

19,363,102

15,209,855

31,894,721

52,141,908

7,745,128

132,198,261

1,287,890
13,500,000
14,787,890
(8,944,343)

11,500,000
15,537,468
27,037,468
(7,674,366)

7,000,000
7,000,000
8,209,855

1,000,000
1,000,000
30,894,721

4,000,000
4,000,000
48,141,908

5,000,000
21,344,792
26,344,792
(18,599,664)

1,287,890
42,000,000
21,344,792
15,537,468
80,170,150
52,028,111

Maturity profile of assets and liabilities at 31 December, 2004:

ASSETS
Bank balances
Finance receivables
Investment securities
Other assets
Property, and
equipment
LIABILITIES
Bank overdraft
Term loans
Other liabilities
Net liquidity gap

Up to

1-3

3-6

6 months -

1-3

Over

1 month

months

months

1 year

years

3 years

Total

780,928
4,013,364
-

3,862,439
-

5,797,238
975,930

11,841,368
6,043,955
-

32,738,262
8,380,000
-

10,609,521
-

780,928
68,862,192
14,423,955
975,930

4,794,292

3,862,439

6,773,168

17,885,323

41,118,262

239,123
10,848,644

239,123
85,282,128

25,500,000 10,500,000
2,317,500
27,817,500 10,500,000
(23,955,061) (3,726,832) 17,885,323

3,000,000
3,000,000
38,118,262

7,000,000
7,000,000
3,848,644

1,278,865
51,000,000
2,317,500
54,596,365
30,685,763

1,278,865
5,000,000
6,278,865
(1,484,573)
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21.

Risk management (continued)
Market risk
Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market
prices, whether those changes are caused by factors specific to the individual security, or its issuer, or factors
affecting all securities traded in the market.
The company is exposed to market risk with respect to its investments.
The company continuously monitors developments in the markets. In addition, the company actively monitors
the key factors that affect market movements, including analysis of the operational and financial performance
of investees.

22.

Fair values
Except for finance receivable, which is dealt with in Note 4, the fair values of financial assets and liabilities are
not materially different from their carrying values at the balance sheet date.

23.

Employee share ownership plan
The Company has established an Employee Share Ownership Plan (the “plan”). Under the plan, the Company
operates two schemes to reward the performance of its employees, namely a Share Purchase Scheme (SPS) and a
Share Option Scheme (SOS). Both schemes will be in operation for a period of 10 years and the total capital increase
to meet the requirements of the schemes should not exceed 15% of the company’s share capital at the end of 2012.
The subscription price for the shares allotted is the book value per share at the end of each year adjusted by any
dividend distribution for that fiscal year.
In the year 2004, the Company has issued 5,864,065 shares in accordance with the plan.
There were no outstanding shares according to the plan as of 31 December, 2005.

24.

Segment Information
The Company is organized into two major business segments operating principally in the State of Kuwait.
Finance
2005

25.
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2004

2005

Segment results
Allocated expenses
Unallocated expenses
Net profit

8,629,718
(5,358,694)
3,271,024

6,289,189 25,763,760
(3,754,951) (4,077,592)
2,534,238 21,686,168

Segment assets
Unallocated assets

92,914,882
92,914,882

69,756,270
69,756,270

Segment liabilities

67,301,873

53,063,907

2004

Total
2005

2004
Restated

3,437,070
(927,812)
2,509,258

34,393,478 9,726,259
(9,436,286) (4,682,763)
(897,536)
(247,773)
24,059,656 4,795,723

39,283,379
39,283,379

15,082,749
15,082,749

132,198,261 84,839,019
443,109
132,198,261 85,282,128

12,868,277

1,532,458

80,170,150 54,596,365

Capital Commitments
Share of joint venture capital

26.

Investment

2005
7,939,000

2004
-

Fiduciary assets
As of 31 December, 2005, portfolios under management amounted to KD 884,447,850 (2004: KD 255,897,680).

