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Wame Of Allak,

The Most Gracious, The Most Merciful

ye who believe! Fear Allak and Eu'ms up whieal
remaitins c::/lymu' d'éfnand’/}u' usury, r'f-i,.re' are
indeed belrevers ?f iy e do ff nof, take nolfice
&/. & ar fl.r'um Allalr and Lirs ﬁpa.fffe. bul 1f
ye lurn back, ge shall have your capital
sums deal no! unjustly and ye shall nol be

deall u £y .fff, \

The Qora'an

Al- Bakara (278-270)
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HIS HIGHMESS THE AMIR OF KUWAIT
SHEIKH JABER AL AHMAD AL JABER AL SABAH




HIS HIGHMESS THE CROWM PRINCE AND PRIME MIMISTER
SHETKH SA'AD AL ABDULLAH AL SALEM AL SABAH




Kuwait Finance House, with it’s strong Islamic values,
is a financial Institution whose main aim is to develop
and promote Islamic banking worldwide. The Finance
House offers unique yet competitive products and services
directed to target markets for both depositors and
shareholders. In accordance with the Islamic Code,
Kuwait Finance House ensures that while working with
the public professionally, the company guarantees an
bonorable relationship with its immediate client base

and the Islamic community as a whole.

These values are continually reinforced and adbered
to in all aspects of the company’s opevations.

Its Integrity and sincerity has maintained a quality
service at all times. The employees of Kuwait Finance
House are constantly encouraged to be efficient, creative
and above all successful. Career enhancement is actively
promoted within an ever-changing financial world,

creating a healthy professional environment.
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Bider Abdual Muhsen Al-Mukhaizeem

Chalrman & Managing Director

Mohammad Yoosisf Al Ronmi
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Supervisory Board

Shellkh Ahmad Bazie Al-Yaseen - Chairman
sheikh Dr. Khaled Macthkour Al-Mathkour
Sheikh Dr. Ajeel Jasem Al-Nashmi

sheikh Dr. Mohammad Fawzi Faidullah
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MERCIFUL

CHAIRMAN'S STATEMENT

Praise be to Allah, and peace be upon the Prophet Mohammed, his kinsfalk,
companions and followers till the Day of Resurrection.

It gives me great pleasure to welcome you to the eighteenth meeting of the
General Assembly and present to your excellencies, the Annual Report of
Kuwait Finance House (KFH) for the year 1936. This report highlights the most
significant achievements of KFH, the balance sheet, the statement of income
and appropriations and the cash flow statement along with the auditors’ report.

Honourable Gentlemen,

As an introduction, | present a summary of the international and regional
developments before mentioning various activities of KFH due to the strong
correlation between them,

GLOBAL ECONOMIC DEVELOPMENTS

The global economy continued its growth at a satisfactory pace due to robust
growth in many developing and emerging markets in particular. However,
growth in Europe and North America slackened notably. Low inflation rates
and efforts exerted to trim the budget deficits helped in stabilizing the
exchange rates, consistent with the economic principles,

Despite the positive developments in the global economy, there remain many
formidable challenges, such as a higher level of structural unemployment and
budget deficit in some industrialized countries, in addition to some obstacles
which still hamper market forces in European countries, Commonwealth of
Independent States, developing countries as well as problems encountered by
the least developed countries. '

DEVELOPMENTS IN INDUSTRIALIZED COUNTRIES

In the year 1996, the GDP growth rate in the industrialized countries dropped
from 2.1% to 1.9%, but it is expected to reach 2.7% in 1997, In the United
States a growth rate of 1.9% was achieved in 1996 with a condition
favourable for a resumed economic expansion. The growth rate is expected
to reach 2.6% in 1997. The two main predicaments faced by the US economy
is to reduce the budget deficit and increase the national savings by containing
the inflationary pressures and long term high interest rates.

In the United Kingdom (UK} and Canada, there are signs of moderate growth,
which would contribute to easing the inflationary pressures. The growth rate
in the UK dropped to 2.4% but is expected to reach 2.9% in 1997, This decline
in growth rate coincided with a similar drop in the unemployment rate to 7.9%,




Private Banking

On the other hand, Canada's GDP growth rate dropped from 2.2% in 1995 to
1.9% in 1996, but is expected to rise to 2.6% in 1997, Among the major factors
contributing te this trend in the UK and Canada are disciplined financial
policies and controlled budget deficit, which consolidated recovery, helped
in maintaining price stability and enhanced confidence in financial markets.

In Germany, an appreciation in the Deutsch Mark resulted in a short term
decline in growth rates which fell to 0.8% in 1996, after reaching 2.4% in
1995, Nevertheless an upturn in growth is expected, with Eastern Germany
maintaining an increase in investment expenditure and accelerated growth
in productivity, particularly in the manufacturing industries. The growth
rate is expected to reach 2.9% in 1997 as a result of control on budget deficit,
limited growth in consumption and tax reductions.

France which was adversely affected by labour unrest and fluctuations in
foreign exchange rates, witnessed a drop in growth rate from 2.6% in 1995
to 1.3% in 1996. France has failed to curb the unemployment rate, which at
12% in 1995 and 1996 is considered to be the highest in Europe. In Italy also,
the growth rate slipped to 2.2% in 1996 after reaching 2.4% in 1995,
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In Japan, GDP grew to 2.7% after a prolonged recession which left a
legacy of large amounts of unexplnit'er.t resources, |t is expected to reach
3.1%, particularly after the return of confidence in the financial system
following the announcement of a new strategy to solve problems of the
Japanese banks.

DEVELOPMENTS IN THE DEVELOPING COUNTRIES

Most emerging market economies have succeeded in overcoming and
controlling the consequences and transitional impacts of the financial
upheavals caused by the Mexican crisis. These countries maintained a
reasonably high level of capital inflow and achieved a higher than expected
annual growth rate of up to 6.5% during 1995/1996. They also witnessed
more economic and financial stability and structural reforms by moving
towards a market based economy. Among the major indicators of this are a
maintained level of market confidence and improved performance in most of
these developing countries.

In developing countries, the overall
growth rate during 1997 is expected
to be at the same level as maintained
in the previous two years, mainly due
to policies adopted by these countries
and the increasing inflow of foreign
capital over the past few years.

Growth in Asia continued for the
fifth year in a row, reaching 8.2% in
1996, reaching its peak in China at an
average rate of 10%, whereas in
Malaysia the increase in demand for
investment and exports, boosted the
growth rate to 9%.

DEVELOPMENTS IN THE GCC STATES

Most of the GCC states exerted more efforts in cutting expenditure while
taking steps to increase non-oil revenues. They witnessed a remarkable
growth mainly due to the rise in crude oil prices during 1996,

The GCC states are working to minimize the trade barriers between them and
are making efforts to find a permanent and effective mechanism to settle the
issues relating to flow of locally manufactured goods between the GCC states.

DEVELOPMENTS IN KUWAIT ECONOMY
The Kuwait economy witnessed remarkable growth in many sectors, driven by

a number of positive local and international developments, together with
growing optimism and improvement in world oil prices. The GDP recorded a
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notable growth of 8.2% in 1995, which was maintained during 1996 due to
increasing international demand and higher prices of oil compared to the
previous year.

The Kuwait government is making all efforts to eliminate the budget deficit
by the year 2000, by enforcing control over expenditure together with
honouring its international obligations by fully paying due debts totalling US
$ 5.5 billien, The rehabilitation of Kuwait's oil sector coupled with favourable
oil prices had positive effect on the State budget during the vears 1995/1995,
resulting in an increase in oil revenues by more than 25% compared to
the forecast,

In its continuous efforts to improve and strengthen the banking sector, the
government endeavours to standardize the legislation regulating Islamic
banks and define the nature of their business activities in a manner which
would encourage more of them te be established. In this field, KFH
possesses a rich base of knowledge, due to its accumulated vast experience in
Islamic hanking.

The Central Bank of Kuwait pursued to regulate and contral liquidity levels,
steer credit policies, develop a database and improve quality and
comprehensiveness of its financial and monetary statistics in accordance with
international trends.

With reference to privatization and restructuring of the economy, Kuwait
Investrment Authority continued its privatization programme commenced in
1994 and expected to be complete by the beginning of 1998, raising a total
of KD 1.17 billion. Auctions, underwriting and mutual funds are used to
implement this programme, which was positively reflected in increased
trading on the stock exchange, attaining record activity levels for the second

consecutive year
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DEVELOPMENTS IN KUWAIT FINANCE HOUSE

In accordance with the company's mission statement, KFH aims to maintain
the best in developing and operating an Islamic banking system globally,
thereby offering unique financial products and investment services in
its target markets at competitive rates and returns to both depositors
and shareholders, 1996 was an eventful year for various sectors of Kuwait
Finance House.

In the field of local investments KFH participated as a lead manager and
agent for the Islamic portion of financing for the Equate Petrochemical
project, The total value of Islamic financing in the project is US $200 million
and it is the first project which invelves conventional and Islamic financing at
such a large scale.

In international investments, KFH continued its efforts to diversify its foreign
investments with a view to optimize the returns with minimum risk. Success
of the Dana Real Estate Portfolio and the appreciation of its assets in the USA
is a good example,

Looking ahead, and in line with its policy to offer new investment
opportunities to its customers, KFH's strategic plan for the next three-years
pays due attention to foreign expansion in promising markets, such as South
East Asia and the Pacific region, with a predominant Muslim majority, as well
as expansion in Arab markets. The outcome of this approach is the establish-
ment of an ljara company in Malaysia, the groundwork for establishing an
Islamic bank in Lebanon in collaboration with Islamic Development Bank and
exploring banking and investment oppaortunities in Indonesia.

In the field of banking, with its desire to reach its customers, KFH opened a
branch in Sabhan. Al Showeikh and Al Naseem branches are due to open in
early 1997, raising the total number of branches from 18 to 20. Similarly the
number of branches offering Murabha facility has been increased to 12,
KFH has also started issuing Mastercard in Gold and Silver categories.
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In its endeavour to make use of the advanced technology, the Automated
Teller Machine (ATM) services were enhanced by raising the daily withdrawal
ceiling, in addition to increasing the number of ATM'S at branches and
co-operative societies. Moreover, new facilities were added to the telephone
banking service.

KFH is also contributing towards the commerdial activity of the State and
strengthening its economy by dealing with a broad base of suppliers for
buying and selling. Its role in this domain is as diverse as the activities it
undertakes, encompassing the purchase of vehicles, construction equipment,
furniture, househald appliances, electrical appliances and other commodities.

KFH also continued to offer its commercial products and services to
its esteemed customers, providing basic commodities and necessities fram
local as well as international markets at competitive prices through
its Commercial Sector.

With the grace and success granted by Allah, the Commercial Sector has
achieved a significant growth in 1996 operations as compared to 1995, as a
result of the improved products and services and its keenness ta offer
excellent services to its customers.

In the sphere of direct investments and expansion in setting up
companies, KFH established a company to organize and manage public
auctions, to organize auctions of commodities, to stage exhibitions and for
storage activities.

KFH also invested KD 5 million in the Public Services Company, which
aims to offer all personalized services on behalf of organizations,
institutions and individuals,
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In accordance with the strategic goals of KFH, the Real Estate Projects
department was separated to be an independent Company.

The success achieved in the Kuwait market gave KFH an impetus to make use
of its locally gained experience in the international market. KFH is currently
extending its expertise to the Malaysian market in the domain of consumer
finance. It also opened two offices, one each in the USA and Germany to
import used cars inte Kuwait and other countries of the region, KFH also
began the first phase of its ambitious plan to penetrate the markets of some
of the GCC states.

KFH diversifies the financing instruments to cater for the varied needs and
requirements of the market to suit different commercial, industrial and real
estate activities, providing short to long term financing in conformity with
the glorious Islamic Sharee’a.

The Private Banking Department is also continuously improving its facilities
by offering advisory services to corporate and individual customers in a
personalized and confidential atmosphere.

The massive expansion in fund management and control of KFH assets,
necessitated the presence of a strong Support Sector to facilitate the
management and control of these funds, to help improve the revenue and
minimize the cost and provide required information accurately and in time.

Seeking to keep ahead of developments in information technelogy and to
harness them in developing its operations, KFH is a forerunner in its presence
on the Internet. Having established its own web site through which

it offers detailed information regarding its activities and

services, KFH is improving interaction with its existing and
potential customers,
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Honourable Gentlemen,

The financial statements for the year ended 31 December 1996 show the
following results:

BALANCE SHEET

The total assets by the end of the year amounted to KD 1,420 million,
recording an Increase of KD 24 million over the year 1995,

O the liabilities side, total current and investment accounts amounted to KD
1,130 million, The shareholders’ equity totalled KD 110.3 million an increase
af KD 20.8 million, which is a 23% Increase over 1995,

REVENUES

Total revenues amounted to KD 108.7 million recording an increase of KD 2.5
million, an increase of 2%. After deducting expenses and provisions, the
profit before distribution is KD 81,44 million, an increase of KD 5.7 million,
which is an 8% increase over the year 1995,
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DISBURSEMENTS

Profits were consequently distributed to the depositors for the year ended
31 December 1996, at the following rates:

1996 1995

Yo Yo

Investment Saving Accounts 4.667 4,667
Investment Deposits for limited period 6.222 6,222
Investment Deposits for unlimited period 7.000 7.000

At the end, we are grateful to Allah for his kindness and for the success
granted to us by His Almighty. We pray Allah to culminate our efforts with
success to fulfil the KFH goal for the benefit of our beloved country and the
Arab and Islamic world, under the leadership and guidance of His Highness
The Amir, Sheikh Jaber Al-ahmad Al-Jaber Al-Sabah and the Crown Prince
and Prime Minister Sheikh 5a'ad Al-Abdullah Al-Salim Al-5abah. Indebtedness
is also due to all concerned administrative authorities and our noble clients
who spare no effort in supporting this Islamic Institution.

Due thanks are also extended to their eminences, the learned members of the
Fatwa and Sharee'a Supervisory Board for their distinguished efforts, praying
Allah to reward them most auspiciously.

Appreciation is also extended to Mr. Waleed Abdul Rahman Al-Ruwayah,
Deputy General Manager, the Assistant General Managers, their deputies and
all employees of this distinguished Islamic institution.

May Allah grant us success and guide us to the benefit of Islam and Muslims
and the world at large.

Bader Abdul Muhsen Al-Mukhaizeem
Chairman



REPORT OF AL-FATWA
AND SHAREE'A
SUPERVISORY
AUTHORITY BOARD

By following up the performance of Kuwait
Finance House during the year ended 31 Dec 1996,
we certify that all activities were practiced
in compliance with Islamic Sharee'a and
no violations have occurred, to the best of
our knowledge.

Sheikh Ahmad Bazie Al-Yaseen
Chairman ),

DACEOGE
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We have audited the financial statements of Kuwait Finance House K.5.C, set out on pages 25 to 40.
These financial statements are the responsibility of the campany's management. Our responsibility is to
express an opinion on these financial staterments based on our audit,

We conducted our audit in accordance with International Standards on Auditing. Those Standards
require that we plan and perfarm the audit to abtain reascnable assurance about whether the financial
statements are free of matenal misstatement, An audit includes exarmining, on a test basis, evidence
supporting the amaunts 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 averall financial statement presentation. We believe that our audit provides a reasonzble basis
far our opinion.

I our opinion, the financial statements present fairly, in all material respects, the financial position of
the company as of 31 Decermber 1996, and the results of its operations and its cash flaws for the yaar
then ended in accordance with International Accounting Standards,

Furthermare, in aur opinion proper books of account have been kept by the comparny and the financial
staternents, together with the contents of the report of the board of directors relating to these financial
staterments, are in accordance therewith, \We further report that we abtained all the information and
explanations that we required for the purpose of our audit and that the financial statements incorparate
all information that is required by the Commercial Companies Law of 1960, as amended, and by the
campany’s articles of association, that an inventory was duly carried out and that, to the best of our
krowledae and belief, no vialations of the law nar of the articles of asseoation have occurred during
the year ended 31 Decernber 1996 that might have had a matenal effect on the business of the
campany or on its financial position,

We further repart that, during the course of our audit, we have not become aware of any material
violations of the provisions of Law Mo, 32 of 1968, as amended, concerning currency, the Central Bank
of Kuwait and the organisation of banking business, and its related regulatiens during the year ended
31 Decernber 1996. '

WALEED AL AL-OSAIMI JASSIM AL AL-FAHAD
LICENCE NO. 68 A LICENCE NO, 53 A
OF ERNST & YOUNG OF DELOITTE & TOUCHE

22 lanuary 1997
Kwait



Kuwait Finance House K.5.C.

BALANCE SHEET
31 December 1996

1996 1945

Note KD 000's KD 000
ASSETS
Ciacl and batances with havks and other fimancial institutios 3 92 446 71,220
Receivables 4 HE0,376 729,602
Lesed axets 5 22,762 14, 6016
Giovernment deft bomads i) 224,584 145 8ed
Fvertients 7 150,279 189,564
Broperty and equipment 3 16,788 17,470
Chther asrets 32,366 21,956
TOTAL ASSETS 1,419,605 1,395 286
LIABILITIES AND SHAREHOLDERS' FUNDS
LIABILITIES
Dhie to banks and other financial institutions \oudu 9 4931 % 30,645
Depsivsrs’ accomiy 10 = 1,130,012 1,123,713
Otber labilitier 11 - 162,431 142,472
Froposed cach devidends 12 = 11923 5,904
TOTAL LIABILITIES 1,309,297 1,305,828
SHARFHOLDERS' FUNDS
Shave capital 13 ¥ 47600 44,991
Propused disme of bowes shaves 12,13 " 2881 2,694
Reserver 13 50757 41,768
TOTAL SHAREHOLDERS' FUNDS 110,308 #9458
TOTAL LIABILITIES AND SHAREHOLDERS' FUNDS 1,419,605 1,395,286
BADER ABDULMOHSEN AL-MUKHAIZEEM
(CHAIRMAN AND MANAGING DIRECTOR)
WALEED ABDULRAHMAN AL-RUWAIH
(DEPUTY GENERAL MANAGER)
The attached notes 1 to 18 form part of these financial statements.

K UWAIT FINANCE HOUSE AMNNUAL REFPORT
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STATEMENT OF INCOME

OPERATING INCOME

Mugrababa, Istima'a and leasing
Subvention of government debt bonds
Investsment incoree

Fees amd commissions

Net gain from dealing in foreign cwrrendes
Miscellaneons

OPERATING EXPENSES
(reneral and adminidration
Deepreciation

Provisians

PROFTT BEFORE DISTRIBUTION TO DEPOSITORS
Diistribution to deposttors

NET PROFIT FOR THE YEAR

STATEMENT OF APPROPRIATIONS

Transfer to reserves

Cantribution tv Keawait Fowndation for the Advancement of Sctences
Divectors' fees

Proposed cash dividends af 25% (1995 - 20%)

Proposed e of borsies shaves of 6% (1995 - 6%)

The attached notes 1 to 18 form part of these financial statements,

Note

10

12
12

1996
KD 000

76,939
14,795
030
3519
1,042
5,346

108,671

16,075
3,609
7,547

27,231
B1,440
47,076

34,364

18,574
941

11,923
2.861

34,364

1995
KD 000's

70,682
22,082
7,230
2,646
772
2,747

106,159

15,637
2,997
11,781

30,415
75,744
44316

31,428

| 8,887
784
6l
8,908
2,699

31,428



Kuwait Finance House K.5.C.

STATEMENT OF CASH FLOWS
Year Ended 31 December 1996

1996

Note KD 000's
OPERATING ACTIVITIES
Net prafit for the year 34,564
Adfustenent for:
Depreciation 3,609
Operating profit before changes in operating avsets and labilities 37,973
(Tcrease) decrease i operating aoets:
Increase tn recervables (150,774)
(Increase) decrease fn leased amets (5,156)
Decrease (inerease) in trading properties 30,863
Inerease in other wvets {10,410y
{(Decrease) tncvease in operaging labilitien:
(Decrease) increase in due to banks and other frnancial fustitutiony (25.714)
Increase in depasitors” accounts 6,299
Increase m other Nabilities 19,802
Net cash used in operating activities (75,117)
INVESTING ACTIVITIES
Redemption of government debs bonds  ~ 121,280
Purchase of non trading investments 4 ——— o o T12,0e6)
Purchase of property and eqieipiment .~ (2,080)
Proceeds from sale of property and equiprent - 221
Net cash from investing activities 106,775
FINANCING ACTIVITIES
Payment of Zickat (5EH3)
Contribution to Kuwant Foundation for the Advancement of Sciences {784)
Dherectors” fees (64
Clavlr dividendr paid (B, 00H)
Net cush sved in financing activities {10,431)
NET INCREASE (DECREASE) IN CASH AND BALANCES
WITH BANKS AND OTHER FINANCIAL INSTTTUTIONS 21,226
Ciash and balances with banks and other financial institutions ae 1 Fanuary 71,220

CASH AND BALANCES WTTH BANKS AND OTHER
FINANCIAL INSTTTUTIONS AT 31 DECEMBER i 92 4446

The artached notes 1 to 18 form part of these financial statements,

1995
KD 000's

31,428
2,997 i

34,425

(138,662) =

L0 -
3 333) L

1421 ©
2375
14,369 -

(87,698)

: .'.?3-1'!!?1‘-j g
-~ “-_ﬂll"w

(3.021) ¢
48

71,802

413
(552) -

(60)
(5942} -

{6,967)

(22,863)

94083 -

71,220
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1 - ACTIVITIES

Kuwait Finance House K.5.C, (the company) s a public shareholding company incorporated in Kuwait
and is engaged principally in providing banking services, the purchase and sale of properties, leasing,
project construction for its own account as well as for third parties and other trading activities without
practising usury.

Sales may take various forms including cash, credit and Murabaha sales (purchasing of raw materials,
goods or equipment and selling them at an agreed negotiated profit marging,

All activities, as approved by the company's Fatwa and Sharee’a Supervisory Board, are conducted in
accordance with Islamic Sharee’a,

2 - SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared in confarmity with International Accounting Standards
The significant accounting palicies adopted are as follows:

a) Accounting convention
The financial statements are prepared under the historical cost convention,

b) Receivables

Recewables are stated in the balance sheet net of specific and general provisions on the basis of a
continuous appraisal of the receivables, having regard to the company's past experience, current
economic conditions and other relevant factors. Specific provisions are made to reduce all impared
receivables to their expected realisable value whereas general pravisions are made 1o provide for lasses
known from experience to exist but not yet specifically identified.

) Leased assets

Leased assets are stated at amounts equal to the net investment cutstanding in the leases.
d) Government debt bonds

Government debt bonds are stated at cost,

e} Investments

i) Investment properties

. Investments in rental buildings are intended to be held for long-term purposes and ars
carried at cost less depreciation.

s |nvestments in trading properties are intended to be held for short-term purposes
and are carried at the lower of cost or market value, determined on an aggregate
portfolio basis.

*  Irvestments in other properties are intended to be held for long-term purposes and are
carried at cost less provision for decline other than tempaorary in value, determined an an
indwidual basis.

i) Investments in securities and managed portfolios

Investments in securities and managed portfalios are held for long-term purposes and are carried at cost
less provision for decline ather than temporary in value, determined on an individual basis.



Kuwait Finance House K.5.C,

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 1996

2 - SIGNIFICANT ACCOUNTING POLICIES {Cnntinued}
&) Investments (continued})
i) Investments in affiliates

. Subsichary companies

Subsidiary companies are those companies which are owned more than 50% and are fully
controlled by Kuwait Finance House K.5.C. The financial statements of subsidiary companies
are nat consalidated, since the amounts invalved are iImmaterial. Accardingly, the investments
in these unconsclidated subsidiary companies are consistently accounted for using the cost
method of accounting for long-term investments,

+  Associaled companies

Associated companies are those companies in which Kuwait Finance House K.5.C. has a lang-
term investment between 20% and 50% and over which it exerts significant influence,
including participation in the decision making of their operating and financial polices,
The investments in these associated companies are consistently accounted for using the cost
method of accounting for long-term investments, since the amounts invalved are immatenal.

Where, in the opinion of the management, there has been a decline other than temporary in the value
of an investment in a subsidiary or an associated company, a provision is made for such decling in the
year such determination is made.

f} Property and equipment
Property and equipment are initially recorded at cost,
g) Depreciation

i) Property and equipment

Depreciation is provided on all propertyy and equipment, other than freehald land, at rates
calculated to write off the cost of each asset over its expected useful life or the period of lease,
whichever is shorter. Expected future cash flows are nat discounted to ther present values in
determining the recoverable amount af items of praperty and equipment,

i) Rental buildings

Depreciation is provided on all rental buldings on freehold and leasehoid land at rates
calculated to write ot the cost of each asset over its expected useful life or the period of lease,
whichewver is sharter,

h) Employees' terminal benefits

Pravision is made for amounts payable under the Kuwait Labour Law applicable to employees'
accumulated periods of service at the balance sheet date, or on the basis of employment
contracts where such contracts provide additional benefits,

KUWAIT FINANCELE HOWUSE ANNUAL REPORT



Kuwait Finance House K.5.C.
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2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

i) Revenue recognition
i) Income frem Murabaha and Istisna’a is recognised on a time apportionment basis.

iy Income from leased assets is recognised an a pattern reflecting a constant periodic return
on the net investment outstanding.

iy Subvention on government debt bands and income from rental buildings are recognised
on an accruals basis,

w)  Dividend income is recognised when the right to receive payment is established,

v} Fee and commission income is recognised when earned, at the time the related services
are provided. :

i) Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction,
Maonetary assets and liabilities denominated in foreign currencies are retranslated at the rate of
exchange ruling at the balance sheet date, All differences are taken to the statement of income.

k) 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.

3 - CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS

1996 1995
KD 00O's | KD DDO's

: 7
G 2 |
Balances with the Cenrral Bank of Kuewait -.? 32,893
Balances with ol avid ather fivanciel institations Zn,060) 24,336
92,446 71,220




Kuwait Finance House K.5.C.

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 1996

4 - RECEIVABLES

Receivables comprise Murabaha, Istisna’a and Qard Hasan and are stated net of specific and
general provisions.

The composition and residual maturity of receivables are as follows:
Residual maturity

On 1 year Over Over 1996
demand or less 1to5 5to 10 Total
years years

KD 000's KD 000 KD 000's KD 000 KD 000's

Tradtig and manufacturing 22,050 17,127 §3.842 - 153,019
Banks and financial inseituriony 26,711 172,626 5,058 % 207,395
Clomstriwtion and veal estate 93 80,530 114,039 44,571 240,233
Individuals 51,196 138,470 184,611 # 354,277
Chtber 8,042 - - = 8,042
91,792 468,753 357,550 44,871 962,966

Lew: Specific amd general provisions (82,590)
H80,376

The movemnent of the provisions during the year is as follows;

1996 19495

KD 000's KD 000's

Provisions at 1 Janiary 79,288 69,742
Ceded to the Central Bank of Kiwait during the year (3,003) -
Reclassified duving the year (784} -
Provided during the year 7,181 9,546
Provisions at 31 December 82,590 79,288

The company seeks to manage its financial risk exposures through diversification of such financing
activities to avoid undue concentrations of risk with individuals or groups of customers in specific
locations or businesses, It also obtans security, when appropriate, which is periedically reviewed and is
considered by the management when provisions are determined. The receivables are mainly
concentrated in Kuwait and Middle East,

Certain provisions made at 31 December 1991 were purchased by the Central Bank of Kuwait. In
accordance with the regulations specified in Maote & to the financial staterments, these provisions must
be ceded ta the Central Bank of Kuwait when they are no longer required,

It is the company's intention ta hold recevables to maturity. As a result, the estimated fair value of the
receivables is not significantly different from its respective book value, which represents the gross
receivables less specific and general provisions established to reduce book value to estimated
realisable value.
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5 - LEASED ASSETS

This itemn represents the net investrnent in assets leased for perads which either approximate or cover a major
part of the estimated useful lives of such assets. The lease agreements provide a purchase option 1o lessees at
a prce equal to the estimated residual value of the gross investment cutstanding at the time when such option
is exercised. The net investrment comprises the following:

1996 1995

KD 000's KD 000's

Crvaer mmuestarent 26,6007 12 447
L-'ﬂe.r.r_‘r.rmd FEUEmY (2,187) (1,790
Provizion (2,043 (1,051)
22,762 19,606

The unguaranteed residual value of the leased assets at 31 December 1996 amounted to kKD 54659
thousand {1995 KD 3,773 thousand).

6 - GOVERNMENT DEBT BONDS

1996 1995

KD Q00's KD 000's

Real Estate bonds maraving within 10 years 123,465 145 439
Cemmmmerciged defet bopeds praturang within 20 veas 1,123 ERL)

224,588 345,868

The Central Bark of Kuwait, (on bekalf of the Government of Kuwart), purchased local real estate portfolic
and resident Kuwaiti custormers' delits and resident debts of other Gulf Co-operation Council nationals existing
at 31 Decernber 1991, in accordance with Decree Na, 32 of 1992, concerning the treatrment of the financial
and banking sectar, Law Mo, 41 of 1993, cancerning the purchase of certain debts by the Government, as
amended by Law Mo. 80 of 1995, the Councl of Ministers Resalution No. 865, and chapter five, concerning
regulations pertaining to the management of local real estate portfolio purchased from Kuwart Finance House
K.5.C., of the Counal of Ministers Resolution Mo, 1096 of 1993 elating to the executive regulations of Law
Mo, 41 af 1993,

The purchase value of the local real estate portfolio and debts was determined in accordance with the above
requlations and were settled by the ssue of bonds dated 31 December 1991,

Under the terms of the above requlations, the company is committed 1o re-purchase the local real estate
portfalio fram the Government within a perad not 1o exceed 10 years as of 31 Decamber 1991, at the lower
of the market price prevailing at the time of the re-purchase of the loral real estate portfolio and the purchase
price thereof at the date of issue of the bonds. The company is also committed 1o manage the local real estate
portfalio without remuneration,

Under the terms of the above requlations, the amourt of bonds relating to resident Kuwait customers’ debits
and resident debts of other Guif Co-operation Councl nationals mature over a maximum pencd of teenty
years from the date of the ssue of the bonds, and are adjusted in respect of differences arising, it any, cnce
the balances of the related debts have been agreed with the customers concerned and approved by the Central
Bank of Kuwart, The company therefore has a contingent liability in this respect.

-
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NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 1996

6 - GOVERNMENT DEBT BONDS (continued)

The subvention on the bonds was 5.45% per annum for the first half and 5.31% per annum for the second
half of the year ended 31 December 1996 (1995 - 5.8% per annum for the year), and is payable sermi-annually,
It is not practicable to determine the fair value of the Government Debt Bonds with sufficient reliability as the
future cash flows are not determinable urtil maturity.

7 - INVESTMENTS

1996 1995
KD 000's KD 000's
il Investiment properties:
Rental
Cost 46,701 32,925
Avenmadated depreciation TR {6, 808)
8,850 26,117
Trading i3 82,194
Cither 48,717 32,381
118,898 160,692
b Investments in secrerities and managed portfolios 24125 22,892
e frrvestments in affiliates:
Uncomsolidated subsidiary companies 4,131 3484
Assaciated companies 3,128 2496
150,279 189,564
. Included in investments in rental properties above is an investment n Al-Muthana Complex in

Kuwait. The building is constructed an a land leased from the Government. The ownership
of the building, as well as any results from the activities relating to profit or loss from the
investment are attributed only to the shareholders of the comparny,

. At 31 December 1996, the market value of the ftrading properties amounted
to KD 31,331 thousand {1995 - KD 82,194 thousand) and other properties amounted to
KD 49,588 thousand {1995 - KD 53,649 thousand),

. Certain of the trading properties amounting to KD 16,442 thousand were reclassified during
the current year to rental properties at market value, which was equitable to carrying value, at
the date af the transfer,

. The estimated fair value of the investments in securities and managed portfalios amounted
to KD 24,313 thousand {1995 - KD 24,252 thousand). The estimated fair values of the
investments in subsidiary and associated companies are not significantly different from their
respective book values.

' Estimated fair values of equity investments are based an the latest available audited financial
statements or management accounts.

K UWwWaIi1 FINANTCE HOUSE ANNUAL REPORT 1 9
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7 - INVESTMENTS (continued)

. The unconsolidated subsidiary companies of Kuwait Finance House K.5.C. dealt with
in these financial statements are as follows:

Tnrevert tn Coutietry of Principal actrvities
egieity % registration

Al-lnma’a Real Estate Company K.5.C, (Closed) 100 Kuwait Maragernent and
maintenance of Real Estate

Al Mudeer Al-Kuwaitt Company
for Projects Management K.5.C. (Closed) 100 Kuwait Contracting, trading and
projects’ management

Guif Universal Company far Trading
in Motar Vehicles €.5.C. (Closed) 100 Kuwait Car dealer

International Turnkey Systerns
Company K.5.C. (Closed) 100 Kuwait Distribution of computer
software and hardware

KFH ljara House F.LL. 70 Malaysia Leasing finance and
murabaha

Malaysian KFH PLL, 100 halaysia Investments

. The associated companies of Kuwait Finance House K.5.C. dealt with in these financial

staternents are as follows,
Intevest tn Comntry of  Principal activities

ety M regirtrion

Human Resources Investment and Consulting
Company K.5.C. (Closed) 50 Kuwait Training

Kuwait Privatisation Project
Company K.5.C. (Closad) 20 Kuwait Cansultancy

Kunevait Turkish Evkaf Finance House 50 Turkey Banking Services

34
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NOTES TO THE FINANCIAL STATEMENTS (continued)

31 December 1996

8 - PROPERTY AND EQUIPMENT

The estimated useful lives aof the assets for the calculation of depreciation are as follows:

Freehold buildings 20 years
Leasehold premises 20 years or period of lease, whichever is shorter
Furniture, equipment and vehicles 3 years

Freehold Furniture,

land and  Leasehold equipment

buildings premises and vehicles Total

KD 000's KD 000 KD 000's KD 000's
COST:
A I Fanuary 1996 18,285 2,469 13,040 33,794
Additione A5 309 1,716 2,080
Disposals - - (321 (321)
At 31 December 1996 18,3440 2,778 14,435 35,551
DEPRECIATION:
At Fanuary 1996 3,507 B9 9.972 16,324
Pravided during the year il 132 1,761 2,541
Disposals - . (100) {100)
At 31 December 1996 6,155 977 11,633 18,765
MNet book value at 31 December 1996 12,185 1,801 2,802 16,788
COST:
At I Fanuary 1995 17,317 2,469 11,131 31,117
Additions Thi 4 2,253 1,021
Dhispasale - - {344 (344}
At 31 December 1995 18,285 2,469 13,0440 33,794
DEPRECIATION:
At 1 Janiey 1995 4,862 s | 8,738 14,321
Provided during the year (] 124 1,530 2,209
Disposals 1 = 196) [296)
At 31 December 1995 5,507 845 9,972 16,324
Net book value at 3 1 December 1995 12,778 1,624 3,068 17,470
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9 - DUE TO BANKS AND OTHER FINANCIAL IHSTITUTIdNS

1996 1995
: KD 000's | KD 000's

Balance ar 31 December 4,931 30,645

In accordance with lslamic Sharee'a, no interest is payable or receivable on amaunts due to or due from
banks and other financial institutions,

The company exchanges deposits with credit guality banks and finandial institutians in local and foreign
currencies, with the legal right reserved to set off such deposits exchanged in the event that a bank or
a financial institution becomes insolvent on the maturity date. Included in the balance above is the nat
amaunt of exchange of deposits as at 31 December 1966,

10 - DEPOSITORS' ACCOUNTS
al The depasitars’ accounts comprise the following:

i Mon-investment deposits which take the form of current accounts. These depasits are
not entitled 1o any profits nar do they bear any risk of loss, as the company guarantees
ta pay the related balances on demand. Accordingly, these depasits are considered Qard
Hasan fram depositors to the company, on the grounds of Islamic Sharee'a.

i Investment depasits are deposits for unlimited period which are valid for one year and are
autormatically renewable far the same period unless the depositors concerned give written
notice ta the contrary three months before the due date, or deposits for a limited period
which are valid for one year and are renewable only by specific instructions from the
depositars concerned, or investment savings accounts which are valid for unlimited period.

In all cases the investment deposits receive a proportion of the profit as the board of
directors determines, or bears share of lass based on the results of the financal year,

The company generally invests approximately 90% of investment deposits for an
unlimited period, 80% of investment deposits far a limited period and 60% aof
investment savings accounts, respectively. The company guarantees to pay the remaining
uninvested portion of these investment deposits. Accardingly, this portien is considered
Qard Hasan from depositars to the company, on the grounds of Islamic Sharee’a
investing such Qard Hasan is made at the discretion of the board of directors, the results
af which are attributable to the company.

k) On the basis of the results for the year ended 31 December 1996, the board of directors
determined the depositors’ share of profit at the following rates:

1996 1995

% per annum % per annum

Invesement deposits for unlimited peviod 2000 7,000
Investmeent deposits for a lmited perisd $.222 6,222
Trvestament savings gooounty 4.667 4.667
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NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 1996

11 - OTHER LIABILITIES

1996 19495

KD 000 KD 000's

Uniearned vevene 120,192 95,124
Cther 42,239 7,344

162,431 142 472

The estimated fair values of other liabilities are not significantly different from their respective book values,
12 - PROPOSED CASH DIVIDENDS AND ISSUE OF BONUS SHARES

At 31 Decernber 1996, the board of directors proposed cash dividends of 25% (1995 - 20%) and issue of
. bonus shares of 6% (1995 - 6%) of paid-up share capital - (Note 13). This proposal is subject to the approval
of the Annual General Assembly of the shareholders of the company and completion of legal formalities.

P 13 - SHAREHOLDERS' FUNDS

Proposed Reserves Total

Share issue of Share Share-
capital bonus shares Statutory premium Voluntary | holders’
KD 000's KD 000's KD 000's KD OOO's KD 00DO's funds
{Note a) {Note 12) (Notea) (Noteb) (Notec) KD 000's

Ar 1 January 1995 42,444 2,547 12,494 5.641 5,159 68,285
Movenerts duving 1995
Terpve of bovns shaves 2,547 (2,547) - - B -
Lakar - - - - 413 413
Transfor from statement of

approprigtions - 2694 15 - 3,143 21,586
At 31 December 1995 44,991 2,699 28,238 5.641 7,889 89,458

Moverenes during 19%4;

lssue of bomus shaves 2,699 (2,600 - y - .
Zakat - . . . (390) (390
Transfer from statement

of appropriations - 2,861 15,143 - 3436 21,440
At 31 December 1996 47,690 2,861 43,381 5,641 10,735 110,308
al The Extraordinary General Assembly of the shareholders of the company held on 18 March

1996 approved the following:

i Increase of paid-up share capital by issuance of 26,990 thousand bonus shares
(1985 - 25470 thousand bonus shares) af 100 fils each, The bonus shares were issued by a
transfer fraom profits for the year ended 31 Decernber 1995, Accordingly, the authorised,
issued and fully paid-up share capital at 31 December 1996 comprise 476,900 thausand
shares (1995 - 449,910 thousand shares} of 100 fils each.

KUWAIT FINANTCE HOUSE ANNUDLAL REPORT
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13 - SHAREHOLDERS' FUNDS {continued)

iy Amendment to article 58 of the company's articles of association, in which the Ordinary
General Assembly can approve an increase in the transfer of 10% of the profit for the
year to statutory and voluntary reserves each, as appropriate, if proposed by the board
of directors. As a result, an amount of KD 15,143 thousand equivalent to approximately
A44% (1995 - KD 15,744 thousand equivalent to approximately 50%), of the profit for
the year has been transferred to statutory reserve. The Ordinary General Assembly may
resolve to discontinue such annual transfers, if proposed by the board of directars,

Only that part of the reserve in excess of 50% of paid-up share capital s freely
distributable and useable at the discretion of the Ordinary General Assernbly in the ways
that may be deemed beneficial to the company and its shareholders, Distribution of the
balance af the reserve is limited to the amount required to enable the payrment 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.

b} The share premium account is not available for distribution.
c) 10% of the profit for the year has been transferred to voluntary reserve,

14 - CONTINGENCIES AND COMMITMENTS

a) At the balance sheet date there were outstanding contingencies and commitments entered
into in the ordinary course of business in respect of the following:
1996 1995
KD 000's KD 000's
Avceprances and leters of credit 30,880 37,938
(ruarantees f} 822 64 948
94,702 102,886

The general provisions for non-cash credit facilives are included in other liabilzies on the balance sheet.

b} Af the balance sheet date there were capital commitments amounting to KD 5,362 thousand
(1995 - KD 550 thousand) in respect of uncalled capital of investments.

15 - NET OPEN FOREIGN CURRENCY POSITION
1996 1995

KD 000" KD 000
equivalent  equivalent

Net asrets (labilities) tn major foreign curvencies:

LLS, Dallars 40,237 16535
Sterling Peandds {5,588) (5,008
jﬂpﬂﬂr_ﬂ' Yen (256) 2227
Crermen Mariks B0 1,228
COthers 33 |13

35,227 28,125
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NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 1996

16 - RELATED PARTY TRANSACTIONS

Certain related parties (directors and officers of the company, ther families and companies of which
they are principal owners) were depositors and credit customers of the company, in the ordinary course
of business. Transactions with the directors are approved by the Annual General Assembly of the
shareholders of the company. The year end balances of related parties included in the balance sheet are
considered insignificant.

17 - MATURITIES OF ASSETS, LIABILITIES AND SHAREHOLDERS® FUNDS
The maturity profile of assets, labilities and shareholders' funds at 31 Decemnber 1996 are as follows:
Within Itoh 6 to 12 After

3 months months months one year Total
KD 000's KD 000's KD 000's KD 000's KD 000's

ASSETS
Cash and balancer with banks

and ather fimancial institutions 92 446 - = - 02 444
Receivables 229 806 103, 554 154, n9% IREGH] HEl 376
Leased asrets 4,093 2,490 4,500 11,370 22,762
Croversment delt basds 11,229 11,230 22459 179,670 224,588
Investments - - 31,331 115,948 150,279
Property and equipmment - - . 16,7HE 16,788
Clther asiets 23,079 4,924 723 A6 32,366
31 December 1996 inl653 125,538 214,021 719,393 1,419,605
31 December 1995 1,395,286
LIARILITIES AND

SHAREHOLDERS' FUNDS
Dinie to banks and ather financial

sttt 4951 i . s 3,911
Dlepositors’ acconsiy 732,966 Qe o977 171,173 125, 8% 1,130,012
Chther liabifities and propaced

cirst dividends 4,513 G380 5,981 Bl 478 174,354
Share capital and reserves - - 110,308 110,308
31 December 1996 802,412 109,357 190,154 7682 1419605
31 December 1995 1,395,286

Maturities of assets inet of provisions), liabilities and sharehalders’ funds have been determined an the
basis of the remaining pericd at the balance sheet date to the contractual maturity date,
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18 - CONCENTRATION OF ASSETS, LIABILITIES AND SHAREHOLDERS' FUNDS AND THE
CONTINGENCIES AND COMMITMENTS UNDER LETTERS OF CREDIT AND GUARANTEES

The company aperates in different gecgraphical areas and different industry sectors as designated below:

Contingencies
and commitments
. Liabilities and ander letters of
: Assets sharebolders’ funds credit and guarantees
| 1996 1995 1996 1995 1996 1995

KDO0OO's KDODO's KDOOO's KDOODO's KDOOD's KD ODO's

Geographical areas:

Kermait and Middle Eawr 1,268,752 1,223,350 1419,1%4  1,3594.781 79,399 71,939
| Nevth Aweerica 14,670 14,109 174 117 30 2,763
Western Europe 99,299 139,20% 20 248 3,023 16,544
Chfrer 16,584 18,618 257 14} 12,250 11336

1,419,605 1,395,286 1,419,605 1,395,286 94,702 102,886

Industry sector:
Trading and mantfacowrmg 172,981 129,662 108313 163,203 i, 574 51,852
Banks and financial

sttty 523,722 G1Y 665 H.BHD 4414 1,506 4,780
Constraction and veal estate 378,713 155,151 66,454 4a 332 2 800 7 6
Individuals 322,563 280456 1,029338 ELLRTE - -
Other 21,626 10,352 211,191 241,665 25,817 ELRA R

1,419,605 1,395,286 1,419,605 1,395,286 94,702 102,886
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