A n n u a l

R e p o r t

2 0 0 6

Boubyan Bank K.S.C.
Tel. (965) 232 5000
Fax. (965) 245 4263
www.bankboubyan.com

P.O.Box: 25507
Safat 13116
Kuwait

His Highness
Sheikh Sabah Al-Ahmad Al-Jaber Al-Sabah
Amir of The State of Kuwait

His Highness
Sheikh Nawaf Al-Ahmad Al-Jaber Al-Sabah
Crown Prince of The State of Kuwait

Board Members
Mr. Yacob Yousef Al-Muzaini
Chairman & Managing Director

Mr. Mohammed Abdulaziz Al-Alloush
Vice Chairman

Mr. Ahmed Abdullatif Al-Dousiri
Member

Mr. Ahmed Mohamed Boodia
Member

Mr. Dawood Salman Al-Dabous
Member

Mr. Faisal Mohamed Al-Kandari
Member

Mr. Abdul Rahman Monahi Al-Osaimi
Member

Mr. Nabil Ahmed Ameen
Member

Mr. Yousef Yaseen Malallah
Member

Boubyan Bank

Annual Report 2006

01

Table of Contents
1

Board Members

3

The Sharia Supervisory Board Members

5

Executive Management

7

Chairman’s Statement

15

The Sharia Supervisory Report

16

Financial Highlights

The Sharia Supervisory Committee Members
Sheikh Ahmad Bezea Al-Yaseen
Chairman

Sheikh Dr Ajeel Jasim Al-Nashmi
Vice Chairman

Sheikh Dr Mohammed Abdulrazaq Al-Tabtabae
Member

Sheikh Dr Esam Khalaf Al-Anezi
Member

Sheikh Dr Saud Mohamed Al-Rabea
Member

Boubyan Bank

Annual Report 2006

03

Boubyan
Real Estate
Sukuk Fund
Fixed Deposit

Consumer
Finance

Boubyan
Global Real
Estate Fund
Commercial
Finance

Boubyan
Financial Fund
K.D / USD
Boubyan
Prepaid Card

Boubyan Prepaid Card

Executive Management
Mr. Yacob A. Al-Awadi
General Manager Treasury Group
Acting General Manager Operations & Services

Mr. Yousef J. Al-Obaid
General Manager Corporate Finance Group
Acting General Manager Banking Services Group
Acting General Manager Administration Services

Mr. Foud S. Al-Shehab
General Manager Investment Group

Mr. Ahmad Fayed Al-Gebali
Chief Financial Officer

Mr. Kurien Varghese
Head - IT Group

Mr. Abdul Rahman Hamza
Chief Audit Executive

Dr. Ahmed M. Abisourour
Senior Bank Advisor

Boubyan Bank

Annual Report 2006

05

Boubyan
Real Estate
Sukuk Fund
Fixed Deposit

Consumer
Finance

Boubyan
Global Real
Estate Fund
Commercial
Finance

Boubyan
Financial Fund
K.D / USD
Boubyan
Prepaid Card

Boubyan Financial Fund K.D / USD

Chairman’s Statement

Dear shareholders, I feel highly honored today to welcome you to the
2nd Annual General Meeting of our Bank and to present, on behalf of
the Board of Directors, the second board report accompanying the conssolidated financial statements and notes thereto, Auditors’ Report, and
Sharia’a Supervisory Board’s Report for 2006 financial year. It is my firm
belief, my first statement was pronounced last year, 2005, against achievemments dramatically different to the ones we now see. Many achievements
throughout the year have had a telling effect on our operating environmment and, thus, the final results.
Fellow Shareholders,

Our Bank’s 2006 income has witnessed a drastic hike by

In tune with our strategic intent to continue our 2005 succ-

131.2% to amount KD 29.8 Million compared to KD 12.9

cess story of incorporation, we continue to achieve our

Million in 2005. This is due to the record increase by 143.8%

preset targets beyond expectations. Thanks to several

in operating income from KD 7.6 Million in 2006 to KD 18.6

economic factors, we have successfully adopted sound

Million before depositors’ distributions for the period und-

strategies and documented policies and procedures,

der review. Eventually, the profit for the year, net of dep-

which will extend values to both our customers and

positors’ distributions, Contribution to Kuwait Foundation

shareholders and, eventually to the national economy.

for the Advancement of Sciences and National Labor
Support Tax, amounted to KD 10.3 Million compared to

I am also delighted to report a second excellent year for

KD 6.8 Million in 2005, i.e. an increase by 50.5%, giving rise

Boubyan Bank, which again achieved record profits and

to typical increase of per share earning up to 10.27 fils for

cash flows, given the recent entry and operations. Our

12-month year (2006) compared to 6.9 fils for a 15-month

2006 financial statements show substantial appreciations

period (2005).

in all evaluation parameters and amply demonstrate the
strong financial health of your Bank. The core activities

In furtherance of its regulatory compliance, the bank rec-

and operations of Islamic banking services, investment,

corded a general provision of 2% on the total financing

treasury and finance performed well achieving signific-

portfolio amounting to KD 3.8 Million at the end of 2006,

cant increases in 2006 figures compared to 2005’s. The

compared to KD 1.7 Million in 2005. No specific provision

total assets drastically increased by 53.5% amounting,

has been recognized due to the fact that the bank has

by the end of 2006, to KD 504.3 Million compared to KD

no non-performing facilities under its financing and ijara

328.5 Million in 2005. Gross financing portfolio recorded

portfolio that so require.

KD 400.8 Million compared to KD 228.2 Million with an
increase of a about 75.6%. The most financial highlight

Boubyan’s gross investment portfolio, including direct

was the increase of shareholders’ equity, including min-

and indirect investments, has grown by 41.6% to reach

nority interests, by 12.6% from KD 106.9 Million in 2005 to

KD 79 Million in 2006 against KD 55.8 Million in 2005, where

KD 120.4 Million in 2006.

the financial investment portfolio, including Islamic Sukuk
and unconsolidated subsidiaries, recorded KD 62.6 Mill-

On the liabilities side, the total depositors’ investment

lion in 2006 compared to KD 52.6 Million in 2005, being

accounts, of all types (saving accounts and investment

an increase of 19%. On the other hand, the direct real

deposits under the modes of Wakala and Mudharaba)

estate investment portfolio recorded KD 16.4 Million in

amounted to KD 222.6 Million in 2006 from KD 104.6 Million

2006 compared to KD 3.2 Million in 2005 with an increase

reflecting an increase by 113%.

of 411%.
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Commercial Finance

Once again, Boubyan Bank, launched just couple of years ago, continues to prosper in a market, which honors only
companies that promote the well-being of all stakeholders, and measure the success of a Bank in other than merely
financial terms. Nevertheless, Boubyan Bank has established a distinctive character in the emerging Islamic banking
market. Service and product development and innovation have consistently been of key strengths, and by moving
forward, these shall build further on our Bank’s successes over the coming years. We introduced some products with
competitive features such as Boubyan Saving Account (a monthly return, calculated on the daily balance), Boubyan
Deposit (structured under Investment Wakala, whereby the return is predetermined and the depositor is free to select
the deposit term).
The Investment Group

much needed publicity, apart from broadening its satisf-

The investment group’s ultimate responsibility is to all-

fied customer base.

locate the bank’s resources among high return investmDear
mentsShareholders,
with the lowest risk possible. Keeping this goal in

Our
bank>s the
2006
income Year,
has witnessed
a drastic
byThroughout
Financial
Treasury Group
has hike
continu

mind, the investment group examined numerous investmIn
tune
with our strategic
to continue
our
2005 succment
opportunities
in the intent
year 2006.
However,
investment

131.2%
to amount
KD 29.8role
Million
compared
to KDof12.9
ued
to play
the important
in making
the name
the
Million
in
2005.
This
is
due
to
the
record
increase
by
143.8%
Bank known widely in the International Financial Market.

cess
story had
of incorporation,
continue
to achieve
ourdecisions
to be cautiouswe
due
to the presence
of pol
preset targets beyond expectations. Thanks to several
litical and economic turbulences in many areas around
economic factors, we have successfully adopted sound
the world. In continuance with the bank’s strategy of invstrategies and documented policies and procedures,
vesting in associates which started in 2005 by investing in
which will extend values to our both customers and
“Al-Bilad Real Estate Investment Company” and Indonesshareholders and, eventually to the national economy.
sia-based “Bank Muamalat”, the bank launched its takaf-

in operating income from KD 7.6 Million in 2006 to KD 18.6

ful
insurance
arm under
the a
name
of “Boubyan
Takaful
I am
also delighted
to report
second
excellent year
for
InsuranceBank,
Company”
with a achieved
capital of record
KD 10 Million.
The
Boubyan
which again
profits and

Million before depositors> distributions for the period undThis has helped to expand the correspondent banking
der review. Eventually, the profit for the year, net of depnetwork worldwide with wider choice of banks to advise
positors> distributions, Contribution to Kuwait Foundation
LCs for imports to Kuwait. Commodity Murabaha Agreemfor the Advancement of Sciences and National Labor
ments and Wakala Agreements have been concluded
Support Tax, amounted to KD 10.3 Million compared to
with many more local financial institutions and banks
KD 6.8 Million in 2005, i.e. an increase by 50.5%, giving rise
both
regional
andofinternational,
which
incto typical
increase
per share earning
up facilitated
to 10.27 fils for
creased
Treasury
activities.
12-monthinter-bank
year (2006)
compared
to 6.9 fils for a 15-month

new
is expected
to entry
capitalize
the lucrative
cash company
flows, given
the recent
and on
operations.
Our

period (2005).

opportunities
the Islamic
insurance
market
in Kuwait
2006 financial in
statements
show
substantial
appreciations

Structured Finance & Syndication Department at Boubya-

in all the
evaluation
and
region. parameters and amply demonstrate the

In furtherance
of its regulatory
the bank
recan
Bank has participated
and compliance,
successfully closed
some

strong financial health of your bank. The core activities

corded
a general
provision
of 2% onby
theplaying
total financing
good and
noteworthy
transactions
leading
portfolio
amounting
to
KD
3.8
Million
at
the
end of 2006,roles (such as Mandated Lead Arrangers, Documentat

and
operations
of of
Islamic
banking
services, investment,
Due to
the nature
real estate
investments
of being a
treasury
and
finance
performed
well
achieving
significsafe heaven for investors, the bank launched “Boubyan

cant increases in 2006 figures compared to 2005’s. The
Global Real Estate Fund” with a variable capital ranging
total assets drastically increased by 53.5% amounting,
between KD 5 Million to KD 100 Million. The fund aims to
by the end of 2006, to KD 504.3 Million compared to KD
capitalize on the lucrative opportunities in international
328.5 Million in 2005. Gross financing portfolio recorded
real estate markets in Europe, USA and Japan. The fund
KD 400.8 Million compared to KD 228.2 Million with an inchas the advantage of providing attractive returns in addcrease of a circa 75.6%. The most financial highlight was
dition
to quarterly
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compared
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transactions
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where
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Treasury
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including
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and
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Since inception, Treasury Group, through its various arms,

ing
growing international
business
lion its
in rapidly
2006 compared
to KD 52.6 Million
in network.
2005, being

On
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the market
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investment
has the
launched
twoside,
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an increase of 19%. On the other hand, the direct real
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an
KWD Financial
Fund(saving
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under
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of
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2006
compared
to KD to
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2005
withbase
an increase
The group managed
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amounted
to KD 222.6 Million
in 2006
from KD 104.6
Million
Sukuk, Murabaha-Backed
Sukuk,
Structured
Murabaha
reflecting an increase by 113%.
Sukuk and the other sharia’a compliant Sukuk. These two

of
411%.the bank’s financing portfolio during 2006 by conccrease

funds have given the Bank the required exposure and

have been attracted to the bank through the recently

cluding the successful deals and transactions. More clients
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Boubyan Global Real Estate Fund

launched financing services with competitive features.

• Internal Audit,

The group managed to adopt a comprehensive policy

• Compliance and Anti-money Laundering,

to ensure higher returns with lower risks. The group prov-

• Risk Management,

vided number of sharia’a compliant modes of financing

• Legal Affairs, and

such as Murabaha, Ijara, etc.

• Sharia’a Supervision.

Banking services Group

Internal Audit

During the year, the group set up and operated three

The internal audit function is the core of each control

branches, launched number of retail and consumer fin-

and corporate governance system. Our internal audit

nancing services, e.g. debit and credit cards to serve a

has documented its own accord and policy & proced-

wider base of customers, in addition to consumer Mur-

dures manual, which are now approved by the Board of

rabaha and retail installment finance.

Directors. Our internal audit function encompasses highlly-qualified, long-experienced and competent execut-

Information Technology Group

tive and staff. During the year, the Internal Audit Departm-

The year 2006 was the most challenging year for the IT

ment has successfully completed review of the policies

Group as it witnessed the implementation of all major

and procedures of the bank’s various departments and

systems in the Bank and opening of the three branches

sections to ensure their compliance with the best pract-

to the public. After a period of five months from contract

tices and international standards and they are operating

signature for the Core Banking system, the Bank was able

in accordance with the relevant approved policies and

to open its first branch in February 2006.

procedures.

During this period, the IT Group was able to implement

Compliance

systems to support Retail Banking, Accounting, Assets,

In accordance with the directives of the Central Bank of

Trade Finance, IVR, Call Center, Debit Cards, Credit

Kuwait “CBK”, the bank has appointed Compliance &

Cards, ATMs and SMS banking. During the year other

Anti-money Laundering Reporting Manager to act as a

modules of the system such as Treasury, Retail Finance

central coordinator for the Bank in respect to all matters

and straight-through-processing of SWIFT transactions

relating to CBK regulatory reporting, capital markets regul-

were implemented. In addition the Bank was also able

lations and other requirements. The function also covers

to automate its purchasing, fixed assets, project costi-

the broad areas of corporate governance, adherence to

ing, accounts payable, HR and Payroll functions. Implem-

best practices, code of conduct, conflict of interest, etc.

mentation of the first phase of Internet Banking system is
completed which will be offered to the retail customers

We are embracing global best practices in all our ope-

during early part of January 2007. Content management

erations with a high accent on good corporate govern-

solution for all types of content and physical record is in

nance.

the process of being implemented.
Risk Management
Major plan for 2007 would be to review the policies and

In December 2005, the risk management department

procedures in line with international standards such as

was curved and three main branches were formed,

ISO 27001 and CoBIT in addition to completing remaining

namely: Credit Risk, Market Risk and Operational Risk.

system implementation initiatives.

Risk Management is pivotal for the sound and profitaable financial services for any financial institutions worldw-

Corporate Governance

wide. The Board of the Directors has approved a Risk

Boubyan’s Corporate Control & Governance Function
Group comprises of:

Boubyan Bank

Annual Report 2006

11

Boubyan
Real Estate
Sukuk Fund
Fixed Deposit

Consumer
Finance

Boubyan
Global Real
Estate Fund
Commercial
Finance

Boubyan
Financial Fund
K.D / USD
Boubyan
Prepaid Card

Consumer Finance

Management Policy Framework covering Risk return Phil-

The Bank has a plan to establish efficient system for

losophy and Integrated Risk Management Organization

monitoring total volume of risk and amount of capital all-

of the Bank. Boubyan Bank, professionally measures and

located to each business Group. The Bank has specific

manages its risks associated with the different business

objectives to maintain a high standard of Islamic sharia’a

lines and as well as with the other areas of the Bank.

guidelines, corporate governance, regulatory reporting
and high standard of market discipline. The Bank aims

In a short span, credit risk function of Risk Management

also to implement Basel II approach (as per IFSB) for capit-

Department has placed various measures and controls

tal calculations in future.

for risk mitigation of the business activity exposed to crediit risk. One of the measures was starting risk review of the

Distinguished shareholders,

financing proposals of the different business groups comp-

Although we encounter various obstacles for local exp-

prising corporate banking, Treasury and Investments. The

pansion, we have stepped up our drive to launch new inn-

Bank have approved Financing Policy (by the Board)

novative products from our existing and future branches.

and Financing Committee Charter. The Bank is in process

We expect to have 9 branches by the end of this year so

of developing “borrowers risk rating model” (BRR) in order

as to be closer to all of our customers across the State of

to have credit scoring based model for the borrowers.

Kuwait.

Market risk function of the Risk Management departm-

Future of our bank is not only assured but also very bright.

ment has initiated various measures and control to

This optimism is predicated on the sound expansion and

mitigate market risk. The Bank has set Asset & Liability

investment plans, great efforts exerted by the executive

Management (ALM) policy with an active ALM Committ-

management and competent staff and the overall imp-

tee, Chaired by the Chairman & Managing Director. The

provement of your bank. We will continue to remain foc-

ALCO strives for the comprehensive strategic managem-

cused to face emerging challenges.

ment of asset and liabilities on our balance sheet. Primariily, all the factors affecting liquidity management and it’s

On behalf of the Board of Directors and Shareholders, I

compliance with the prescribed regulatory norms is moni-

wish to express my profound gratitude to management

itored regularly and independently. In order to manage

and staff of the bank for their commitment and devot-

the market risk more effectively, a process of middle off-

tion. I must also pay tribute to The Central Bank of Kuwait,

fice establishment at the bank wide particularly covering

Kuwait Ministry of Finance, Kuwait Ministry of Commerce

three main groups (Treasury, Investments and Corporate

& Industry and Kuwait Stock Exchange for their cooperat-

banking) of the bank have been initiated.

tion with our bank throughout the year in all banking businnesses.

Avoiding Operational Risk is one of key goal of the Bank.
A full fledged Operational Risk function under Risk Mana-

Finally, I would like to thank you, our distinguished shareh-

agement is scheduled to function in the beginning of

holders, for your unflinching support and continued intere-

the first quarter of 2007; bank had already taken the

est in Boubyan Bank.

necessary steps for the same. Currently Risk Managemment Department evaluates all the IT systems of the Bank

We invoke the Almighty to lead us towards integrity and

from operational risk perspective. A standard matrix has

correctness!

been developed to evaluate IT projects. Once the full
fledged operational risk function is established, Bank
will implement operational Risk policy and control and
implement bank wide “business continuity and recovery

Yacob Yousef Al-Muzaini

plan (BCRP)”.

Chairman & Managing Director
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Fixed Deposit

Report of Fatwa & Sharia’a Supervisory Board
In the Name of Allah, The Merciful, The Compassionate,
Praise be to Allah Almighty, and Peace and Blessings be upon our Prophet Muhammad, his folk, Comppanions and Followers to the Day of Judgment
The Fatwa & Sharia’a Supervisory Board in Boubyan Bank has reviewed and amended all the Bank’s
contracts and transactions presented to it by the Bank management to ensure their conformity with the
Principles of Islamic Sharia’a.
The Board has also responded to all questions and inquiries related to the Bank’s business and operattions.
Based on the report presented to this Board by the Sharia’a Supervisor in the Bank, and also on what the
Board perceived from the presented documentations, Fatwa & Sharia’a Supervisory Board hereby testiffies that Boubyan Bank’s operations and transactions for the financial year ended 31.12.2006 are all in
compliance with the Islamic Sharia’a and we found nothing that might lead us to believe that these are
not in accordance with the Islamic Sharia’a.
We invoke the Almighty ALLAH to lead the Bank management and staff
towards integrity, correctness, and more success.
Peace be upon our Prophet Mohammad and his Kins and Companions All,

Sheikh Ahmad Bezea Al-Yaseen

Sheikh Dr Ajeel Jasim Al-Nashmi

Chairman

Vice Chairman

Sheikh Dr Mohammed Abdulrazaq Al-Tabtabae

Sheikh Dr Saud Mohamed Al-Rabea

Member

Member

Sheikh Dr Esam Khalaf Al-Anezi
Member
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Boubyan Real Estate Sukuk Fund

Al-Fahad & Co.
Salhia Complex, Gate 2, 4th Floor
P.O. Box 23049 Safat 13091
State of Kuwait

KPMG Safi Al-Mutawa & Partners
Rank Tower, 18th floor
Fahad Al-Salem Street,
P. O. Box 24, Safat 13001, Kuwait
Tel : +965 247 5090
Fax : +965 249 2704

Tel: +(965) 2438060
Tel: + (965) 2468934
Fax: + (965) 2452080
www.deloitte.com

Independent Auditors’ Report
To the Shareholders of
Boubyan Bank K.S.C.
State of Kuwait
Report on the consolidated financial statements
We have audited the accompanying consolidated financial statements of Boubyan Bank K.S.C. (“the Bank”) and
subsidiary (collectively “the Group”) which comprise the consolidated balance sheet as at 31 December 2006, and
the consolidated income statement, consolidated statement of changes in equity and the consolidated cash flow
statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.
The financial statements of the Bank as at and for the period from the date of incorporation on 21 September 2004 to
31 December 2005 were audited by a joint auditor other than KPMG Safi Al-Muttawa and Partners. Their report dated
26 January 2006 expressed an unqualified opinion.
Management’s responsibility for the consolidated financial statements
Management of the Bank is responsible for the preparation and fair presentation of these consolidated financial statemments in accordance with International Financial Reporting Standards. This responsibility includes: designing, implemmenting and maintaining internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the circumstances.
Auditors’ responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We condducted our audit in accordance with International Standards on Auditing. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the consolidated
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consoliddated financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also inccludes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated financial statements.
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Notes to the Consolidated financial statements

Consolidated Income Statement
For the year ended 31 December 2006

31 December
2006
Notes

From date of incorporation
21 September 2004
to 31 December 2005

KD’000

KD’000

18,581

7,622

3,361

2,734

6,465

1,588

927

947

470

-

29,804

12,891

Staff costs

(5,797)

(2,730)

General and administrative expenses

(2,873)

(1,368)

Income
Murabaha and other Islamic financing income, net
Investment income

5

Fees and commissions income
Share of results of associates

13

Other income
Expenses

(327)

(80)

(2,080)

(1,706)

(11,077)

(5,884)

18,727

7,007

(7,936)

-

Tax (“NLST”) and Directors’ fees

10,791

7,007

Provision for contribution to KFAS

(96)

(63)

Depreciation
Provision for impairment - general

6

Profit before distribution to depositors
Distribution to depositors

4

Profit for the year / period before provision for
Kuwait Foundation for the Advancement of
Sciences (“KFAS”) , National Labour Support

Provision for NLST

(265)

-

Directors’ fees

(116)

(90)

10,314

6,854

10,259

6,854

Profit for the year / period
Attributable to:
Equity holders of the Bank

55

-

10,314

6,854

10.27

6.86

Minority interest
Profit for the year / period
Earnings per share (fils)

7

The notes set out on pages 8 to 32 form an integral part of these consolidated financial statements
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the
Group as of 31 December 2006, and of its financial performance and its cash flows for the year then ended in accorddance with International Financial Reporting Standards as adopted for use by the State of Kuwait.
Report on other legal and regulatory requirements
Furthermore, in our opinion proper books of accounts have been kept by the Bank and the consolidated financial
statements together with the contents of the report of the Bank’s Board of Directors relating to these consolidated
financial statements, are in accordance therewith. We further report that we obtained the information and explanattions that we required for the purpose of our audit and the consolidated financial statements incorporate all the informmation that is required by the Kuwait Commercial Companies Law of 1960, as amended, and by the Bank’s Articles
of Association; that an inventory count was duly carried out; and that, to the best of our knowledge and belief, no
violations of the Kuwait Commercial Companies Law of 1960, as amended, or of the Articles of Association of the bank
have occurred during the year ended 31 December 2006 that might have had a material effect on the business of the
Group or on its financial position.
We further report that, during the course of our audit, we have not become aware of any material violations of the
provisions of Law No. 32 of 1968, as amended, concerning currency, the Central Bank of Kuwait and the organization
of banking business, and its related regulations during the year ended 31 December 2006.

Jassim Ahmad Al-Fahad
Licence No. 53-A
Al-Fahad & Co. Deloitte & Touche

7 January 2007
Kuwait
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Licence No. 138-A
of KPMG Safi Al-Mutawa & Partners
Member firm of KPMG International
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expense for the period

Balance at 31 December 2006

Interest

-

280

-

-

-

-

-

-

-

-

280

-

-

-

-

280

1,727

-

1,026

-

-

-

-

-

-

701

701

-

-

-

-

-

-

KD’000

Statutory
reserve

1,550

-

1,026

(177)

-

-

-

-

-

701

701

-

-

-

-

-

-

KD’000

Voluntary
reserve

909

-

-

-

909

-

909

-

909

-

-

-

-

-

-

-

-

KD’000

109

-

-

-

267

-

267

267

-

(158)

-

(158)

-

-

-

-

-

KD’000

Foreign
currency
Fair value translation
reserve
reserve

13,659

-

(2,052)

-

10,259

10,259

-

-

-

5,452

(1,402)

-

6,854

6,854

-

-

-

KD’000

118,175

-

-

(177)

11,435

10,259

1,176

267

909

106,917

-

(158)

6,854

6,854

100,221

(59)

100,280

KD’000

2,235

2,180

-

-

55

55

-

-

-

-

-

-

-

-

-

-

-

KD’000

Attributable
to equity
Retained holders of Minority
earnings the parent interest

The notes set out on pages 8 to 32 form an integral part of these consolidated financial statements

99,941

-

-

Net movement in Minority

-

Transfer to reserves

-

-

-

-

-

99,941

-

-

Transfer to Zakat

expense for the year

Total recognized income and

Profit for the year

equity

Net gain recognized directly in

adjustments

Foreign currency translation

sale investments

Unrealized gain on available for

Balance at 31 December 2005

Transfer to reserves

adjustments

Foreign currency translation

-

-

Total recognized income and

Profit for the period

(59)
99,941

280

KD’000

KD’000
100,000

Share
premium

Share
capital

Total share capital

(Note 19)

Fraction shares not issued

Issue of share capital (Note 19)

For the year ended 31 December 2006

Consolidated Statement Of Changes In Equity

120,410

2,180

-

(177)

11,490

10,314

1,176

267

909

106,917

-

(158)

6,854

6,854

100,221

(59)

100,280

KD’000

Total

Consolidated Balance Sheet
As at 31 December 2006

Notes

2006

2005

KD’000

KD’000

Assets
Cash and cash equivalents

8

22,947

27,974

Short term Murabaha

9

277,344

168,212

Receivables

10

115,539

58,192

1,020

-

Investments carried at fair value through profit or loss
Available for sale investments

11

30,710

26,237

Investment in unconsolidated subsidiary

12

1,133

-

Investments in associates

13

9,080

8,263

2,885

3,206

Trading properties

13,508

-

Leased assets

14

7,940

1,794

Other assets

15

18,624

32,356

3,609

2,236

504,339

328,470

Investment properties

Property and equipment
Total assets
Liabilities and equity
Liabilities
Due to banks and financial institutions

16

207,165

108,139

Depositors’ accounts

17

168,592

91,233

Other liabilities

18

Total liabilities

8,172

22,181

383,929

221,553

99,941

99,941

Capital and reserves
Share capital

19

Share premium

20

280

280

Statutory reserve

21

1,727

701

Voluntary reserve

22

1,550

701

909

-

Fair value reserve

109

(158)

13,659

5,452

118,175

106,917

2,235

-

Total equity

120,410

106,917

Total liabilities and equity

504,339

328,470

Foreign currency translation reserve
Retained earnings
Equity attributable to equity holders of the parent
Minority interest

The notes set out on pages 8 to 32 form an integral part of these consolidated financial statements

Yacob Y. Al-Muzaini
Chairman & Managing Director
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Consolidated Cash Flow Statement (Continued)
For the year ended 31 December 2006

From date of incorporation
21 September 2004 to
31 December 2005
31 December 2006
Notes
FINANCING ACTIVITIES
Issue of share capital
Net cash from financing activities
Net change in minority interest
Net (decrease) / increase in cash and cash equivalents

-

100,221

-

100,221

2,180

-

(5,027)

27,974

Cash and cash equivalents at the beginning
of the year / period
Cash and cash equivalents at the end of the year / period

8

27,974

-

22,947

27,974

The notes set out on pages 8 to 32 form an integral part of these consolidated financial statements
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Consolidated Cash Flow Statement
For the year ended 31 December 2006

31 December 2006
Notes

From date of incorporation
21 September 2004 to
31 December 2005

KD’000

KD’000

10,791

7,007

2,080

1,706

327

80

OPERATING ACTIVITIES
Profit for the year / period before provision for
contribution to KFAS, NLST and Directors’ fees
Adjustments for:
Provision for impairment - general
Depreciation

6

Gain from sale of available for sale investments

(236)

-

Share of results of associates

(927)

(947)

Dividend income

(152)

(108)

11,883

7,738

(109,492)

(168,773)

(58,291)

(59,337)

321

(3,206)

Changes in operating assets and liabilities:
Increase in short term Murabaha
Increase in receivables
Decrease / (increase) in trading properties
Increase in leased assets

(6,146)

(1,794)

Decrease / (increase) in other assets

13,732

(32,356)

Increase in due to banks and financial institutions

99,026

108,139

Increase in depositors’ accounts

77,359

91,233

(15,439)

22,028

152

108

13,105

(36,220)

(15,594)

(26,237)

(1,020)

-

12,096

-

-

(7,474)

504

-

(Decrease) / increase in other liabilities
Dividend income received
Net cash from / (used in) operating activities
INVESTING ACTIVITIES
Purchase of available for sale investments
Purchase of investments carried at fair value
through profit or loss
Proceeds from sale of available for sale investments
Purchase of investments in associates
Dividends from associates

(13,508)

-

Purchase of property and equipment

(1,700)

(2,316)

Purchase of investment in unconsolidated subsidiary

(1,090)

-

(20,312)

(36,027)

Purchase of investment properties

Net cash used in investing activities

Continued

The notes set out on pages 8 to 32 form an integral part of these consolidated financial statements
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Basis of consolidation
The consolidated financial statements incorporate the financial statements of the Bank and its subsidiary Boubyan
Takaful Insurance Company K.S.C. (Closed) which is controlled by the Bank (collectively “the Group”). Control is
achieved where the Bank has the power to govern the financial and operating policies of a subsidiary company so
as to obtain benefits from its activities.
The results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement
from the effective date of acquisition or up to the effective date of disposal, as appropriate.
Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting policies
into line with those used by the Group.
All intra-group transactions, balances, income and expenses are eliminated on consolidation. Unrealized losses are
eliminated in the same way as unrealized gains, but only to the extent that there is no evidence of impairment.
Minority interests in the net assets of consolidated subsidiaries are identified separately from the Group’s equity therein.
Minority interests consist of the amou nt of those interests at the date of the original business combination and the
minority’s share of changes in equity since the date of the combination. Losses applicable to the minority in excess of
the minority’s interest in the subsidiary’s equity are allocated against the interests of the Group except to the extent
that the minority has a binding obligation and is able to make an additional investment to cover the losses.
Short term Murabaha
Short term Murabaha are financial assets originated by the Group and represent deals with high credit quality banks
and financial institutions with residual maturity of up to three months from the balance sheet date. These are stated at
amortized cost.
Receivables
Murabaha
Receivables from Murabaha relate to the sale of commodities at cost plus an agreed upon profit margin, whereby the
seller informs the buyer of the price at which the deal will be completed and also the amount of profit to be recognnized. These receivables are stated at amortized cost.
Mudaraba
Mudaraba is a contract between the Bank and a client, whereby the Bank extends a certain amount of money to
the client to be invested in a project or certain activity against a fixed share of the profit representing the total profit
for the project less the client’s share as a Mudarib. Balances relating to these contracts are stated net of provisions for
impairment, if any.
Ijarah
Ijarah represents a contract which is executed for an asset owned by the lessor, wherein a customer requests the Bank
to acquire the asset or to acquire the usufruct of an existing asset which the customer wishes to take on lease. Ijarah
agreements provide a purchase option to lessees at a price equal or expected to be equal or lower than fair value of
such assets at the time when such option is exercised. Ijarah assets are stated at amounts equal to the net investment
outstanding in the lease.
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

1. Incorporation and activities
Boubyan Bank K.S.C. (“the Bank”) is a public shareholding company incorporated on 21 September 2004, in accorddance with the Commercial Companies Law in the State of Kuwait, by Amiri Decree No. 88 and in accordance with
the rules and regulations of the Central Bank of Kuwait (“CBK”) (Law No. 30 passed in 2003). The Bank’s shares were
listed in Kuwait Stock Exchange on 15 May 2006.
The Bank was licensed by the Central Bank of Kuwait on 28 November 2004. The Bank is principally engaged in providiing banking services, in accordance with Codes of the Islamic Sharia’a, as approved by the Bank’s Sharia’a Supervissory Board.
The address of the Bank’s registered office is P.O. Box 25507, Safat 13116, State of Kuwait.
The consolidated financial statements were authorised for issue by the Board of Directors on 7th January 2007.

2. Significant accounting policies
Basis of preparation
The financial statements have been prepared in accordance with the International Financial Reporting Standards
(“IFRS”) promulgated by the International Accounting Standards Board (“IASB”), and Interpretations issued by the Internnational Financial Reporting Interpretations Committee of the IASB, as modified for use by the Government of Kuwait
for financial services institutions regulated by the Central Bank of Kuwait. These regulations require adoption of all IFRS
except for the IAS 39 requirement for collective impairment provision, which has been replaced by the CBK requiremment for a minimum general provision as described below.
The impairment provision for finance facilities complies in all material respects with the specific provision requirements
of the CBK and IFRS. In addition, in accordance with the CBK instructions, a minimum general provision of 2% on all
finance facilities net of certain categories of collateral, to which CBK instructions are applicable and not subject to
specific provision, is made.
The comparative amounts in the consolidated statements of income, equity, cash flows and related notes are from
date of incorporation on 21 September 2004 to 31 December 2005. Actual operations of the Bank started after getting
the approval of the CBK on 28 November 2004 and insignificant transactions occurred during December 2004.
IFRS 7 Financial Instruments: Disclosures and the Amendments to IAS 1 Presentation to Financial Statements: Capital
Disclosures require extensive disclosures about the significance of financial instruments for entity’s financial position and
performance, and qualitative and quantitative disclosures on the nature and extent of risks. IFRS 7 and amended IAS
1, which become mandatory for the Group’s 2007 consolidated financial statements, will require extensive additional
disclosures with respect to Group’s financial instruments and share capital.
Accounting convention
The consolidated financial statements are presented in Kuwaiti Dinars and are prepared under the historical cost convvention, except for certain available for sale investments, investments carried at fair value through profit or loss and
investment properties that are stated at fair value.
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Investments in associates (Continued)
Any excess of the cost of acquisition over the Group’s share of the net fair value of the identifiable assets, liabilities and
contingent liabilities of the associate recognized at the date of acquisition is recognized as goodwill. The goodwill is
included within the carrying amount of the investment and is assessed for impairment as part of the investment.
Any excess of the Group’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities over
the cost of acquisition, after reassessment, is recognized immediately in the consolidated income statement.
Unrealized gains arising from transactions with associates are eliminated against the investment to the extent of the
Group’s interest in the associate. Unrealized losses are eliminated in the same way as unrealized gains, but only to the
extent that there is no evidence of impairment.

Leasing
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the lessee. All other leases are classified as operating lease.
Leased assets represent net investment in assets leased for periods which either approximate or cover a major part
of the economic life of such assets. The lease agreements provide a purchase option to lessees at a price equal or
expected to be equal or lower than fair value of such assets at the time when such option is exercised.
Leased assets are stated at amounts equal to the net investment outstanding in the leases.
For operating leases, lease payments (excluding costs for services such as insurance and maintenance) are recognnized as an expense on a straight-line basis; whereas any initial leasing fees paid as a premium to the lessor are defferred and amortized over the life of the lease.

Impairment and uncollectability of financial assets
An assessment of financial assets is made at each balance sheet date to determine whether there is objective eviddence that a specific financial asset may be impaired. If such evidence exists, an impairment loss is recognized in the
consolidated income statement.
Impairment is determined as follows:
(a) for assets carried at amortized cost, impairment is based on estimated cash flows discounted at the original
effective rate of return;
(b) for assets carried at fair value, impairment is the difference between cost and fair value; and
(c) for assets carried at cost, impairment is the difference between cost and present value of future cashflows
discounted at the current market rate of return for a similar financial asset.
In addition, in accordance with Central Bank of Kuwait instructions, a minimum general provision of 2% on all finance
facilities net of certain categories of collateral, to which CBK instructions are applicable and not subject to specific
provisions, is made.
Reversal of impairment losses recognized in prior years is recorded when there is an indication that the impairment
losses recognized for the financial asset no longer exist or have decreased and the decrease can be related objecttively to an event occurring after the impairment was recognized. Except for equity instruments classified as available
for sale, reversals of impairment losses are recognized in the consolidated income statement to the extent the carrying
value of the asset does not exceed its amortized cost at the reversal date. Reversals in respect of equity instruments
classified as available for sale are recognized in the fair value reserve.

Boubyan Bank

Annual Report 2006

11

Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Wakala
Wakala is an Islamic transaction involving the Muwakkil (the principle) who wishes to appoint the Wakkil (the agent)
to be his agent with respect to the investment of the Muwakkil’s fund in Islamically acceptable transactions. Wakala
receivables are financial assets originated by the Bank stated at amortized cost net of provision for impairment.

Investments
Investments carried at fair value through profit or loss
Investments carried at fair value through profit or loss are acquired or incurred principally for the purpose of selling or
repurchasing in the near term or is designated by the Group as such, upon initial recognition. Such investments are
measured initially at cost, which is the fair value of the consideration given.
After initial recognition, the Group shall measure these investments at their fair values, without any deduction for transaaction costs it may incur on sale or other disposal.
Unrealized gains and losses arising from a change in the fair value of these investments are recognized in the consoliddated income statement. When the investments are sold, collected or otherwise disposed of, the realized gain or loss
thereon are recognized in the consolidated income statement.
Available for sale investments
Available for sale investments are non-derivative investments that are not designated as another category of financial
assets.
Investments are initially measured at cost, which is the fair value of the consideration, plus directly attributable transaaction costs. Gains and losses arising from subsequent changes in fair value are recognized directly in equity, until the
security is disposed of or is determined to be impaired, at which time the cumulative gain or loss previously recognized
in equity is included in the consolidated income statement for the year.

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

Investments in associates
Associates are enterprises in which the Group exercises significant influence, and that is neither a subsidiary nor an
interest in joint venture. Significant influence is the power to participate in financial and operating policy decision but
not in control or joint control over those policies.
The results of associates are incorporated in the consolidated financial statements using the equity method of acccounting. Under the equity method, investments in associates are carried in the consolidated balance sheet at cost
as adjusted for post-acquisition changes in the Group’s share of the net assets of the associate, less any impairment in
the value of individual investments. Losses of an associate in excess of the Group’s share of ownership in that associate
(which includes any long-term share of ownership that, in substance, form part of the Group’s net investment in the
associate) are not recognized.

10

Boubyan Bank

Annual Report 2006

Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Provisions
A provision is recognized when, and only when the Group has a present legal or constructive obligation as a result of a
past event and it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, and a reliable estimate can be made of the amount of the obligation.
Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate of the expenditture required to settle the obligation at the balance sheet date, and are discounted to present value where the effect
is material.

Fair values
Investments
For investments traded in organized financial markets, fair value is determined by reference to stock exchange quoted
market bid prices at the close of the business on the balance sheet date.
For investments where there is no quoted market price, a reasonable estimate of the fair value is determined by refereence to an earnings multiple, or an industry specific earnings multiple or a fair value based on a similar publicly traded
company, or based on the expected cash flows of the investments.
Available for sale investments with no reliable measures of their fair values or for which fair value information could not
be obtained are carried at their initial cost less impairment losses, if any.
Financial assets and liabilities
For financial assets and liabilities, fair value is determined based on expected future cash flows or management’s esttimate of the amount at which this asset could be exchanged for cash on an arm’s length basis or a liability settled to
the satisfaction of creditors.

Revenue recognition
• Income from Murabaha is recognized on a weighted time apportionment basis.
• Income from Ijarah receivables is recognized on a pattern reflecting a constant periodic return on the outstanding
net investment.
• Income from Wakala is recognized on a time apportionment basis over the period of the contract based on the
principle amounts outstanding.
• Dividend income is recognized when the right to receive payment is established.
• Fees and commission income is recognized at the time the related services are provided.

Cash and cash equivalents
Cash includes cash in hand and cash at banks and financial institutions both in local and foreign currencies. Cash
equivalents are short-term, highly liquid investments that are readily convertible to known amounts of cash with original
maturities of three months or less and that are subject to an insignificant risk of change in value.
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Impairment of tangible and intangible assets
At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the
recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where it
is not possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable amount
of the cash-generating unit to which the asset belongs. Where a reasonable and consistent basis of allocation can be
identified, corporate assets are also allocated to individual cash-generating units, or otherwise they are allocated to
the smallest group of cash-generating units for which a reasonable and consistent allocation basis can be identified.
Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for impairment
annually, and whenever there is an indication that the asset may be impaired.
Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounted to their present value using a discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset for which the estimates of future cash flows have not been
adjusted.
If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognnized immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the impairmment loss is treated as a revaluation decrease.

Reversal of impairment of assets
Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is increased
to the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrrying amount that would have been determined had no impairment loss been recognized for the asset (cash-generatiing unit) in prior years. A reversal of impairment loss is recognized immediately in the consolidated income statement,
unless the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated
as a revaluation increase. Impairment losses recognized in the consolidated income statement on available for sale
equity instruments are not reversed through the consolidated income statement. Impairment losses recognized in profit
or loss for debt instruments classified as available-for-sale are subsequently reversed if an increase in the fair value of
the instrument can be objectively related to an event occurring after the recognition of the impairment loss.

Murabaha payable
Murabaha payable is an Islamic transaction involving the Group purchase of an asset from a counterparty and settlemment thereof at cost plus an agreed profit on a deferred payment basis. The purchase price is payable to the counterpparty on maturity. Murabaha payable is included in the balance sheet under “Due to banks and financial institutions”
stated at amortized cost.

End of service benefits
A provision is made for amounts payable to the employees for end of service benefits, which is calculated in accorddance with the provisions of the Bank’s regulations and in accordance with the Labour Law of the State of Kuwait.
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

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 resultiing from their disposal is included in the consolidated income statement.
The initial cost of property and equipment comprises its purchase price and any directly attributable costs of bringing
the asset to its working condition and location for its intended use. Depreciation is computed on a straight-line basis
over the estimated useful lives of items of property and equipment as follows:
Asset category

Useful life in years

Furniture
Leasehold improvement
Office equipment
Tools

5
5
3
5

The useful lives and depreciation method are reviewed periodically to ensure that the method and period of depreciaation are consistent with the expected pattern of economic benefits derived from items of property and equipment.

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

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

3. Critical accounting judgements and key sources of estimation uncertainty
Critical judgements in applying the entity’s accounting policies
In the process of applying the Group’s accounting policies, management has made the following judgements, apart
from those involving estimations, which have the most significant effect in the amounts recognized in the consolidated
financial statements:
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

Foreign currencies
The individual financial statements of each group entity are presented in the currency of the primary economic envvironment in which the entity operates (its functional currency). For the purpose of the consolidated financial statemments, the results and financial position of each entity are expressed in Kuwaiti Dinars (“KD”), which is the functional
currency of the Bank, and the presentation currency for the consolidated financial statements.
Foreign currency transactions are recorded in Kuwaiti Dinars at the approximate rates of exchange prevailing at the
date of the transactions. Transactions between the head office, branches and the subsidiaries are recorded at annuaally agreed fixed rates of exchange.
Exchange differences arising on the settlement of monetary items, and on the retranslation of monetary items, are
included in the consolidated income statement for the year. Exchange differences arising on the retranslation of nonmonetary items carried at fair value are included in the consolidated income statement for the year except for differeences arising on the retranslation of non-monetary items in respect of which gains and losses are recognized directly
in equity. For such non-monetary items, any exchange component of that gain or loss is also recognized directly in
equity.
For the purpose of presenting consolidated financial statements, the assets and liabilities of the Group’s foreign operattions are expressed in KD using exchange rates prevailing on the balance sheet date. Income and expense items are
translated at the average exchange rates for the year. Exchange differences arising, if any, are classified as equity and
transferred to the Group’s translation reserve. Such translation differences are recognized in the consolidated income
statement in the year in which the foreign operation is disposed of.

Offsetting
Financial assets and financial liabilities are only offset and the net amount reported in the balance sheet when there
is a legally enforceable right to set off the recognized amounts and the Group intends to settle on a net basis so as to
realize the assets and liabilities simultaneously.
Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gains and
losses arising from a group of similar transactions such as in the Group’s trading activity.

Contingencies and commitments
Contingent liabilities are not recognized in the consolidated financial statements. They are disclosed unless the possibiliity of an outflow of resources embodying economic benefits is remote.
A contingent asset is not recognized in the consolidated financial statements but is disclosed when an inflow of econnomic benefits is probable.

Segment reporting
A segment is a distinguishable component of the Group that is engaged in providing products or services (business
segments), which is subject to risks and rewards that are different from those of other segments.

Fiduciary assets
Assets held in trust or in a fiduciary capacity are not treated as assets of the Group and accordingly are not included
in these consolidated financial statements.
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Notes To The Consolidated Financial Statements
For the year ended 31 December 2006

4. Distribution to depositors
The Bank invests all of its investment deposits and saving accounts, adjusted for reserve requirements and the Bank’s
liquidity requirements.
Allocation of profits between depositors and shareholders is calculated according to the Bank’s standard procedures
approved by the Bank’s Sharia’a Supervisory Board based on the result of the financial year as follows:

Investment deposits
Saving accounts

2006

From date of incorporation
21 September 2004
to 31 December 2005

KD’000
7,614
322
7,936

KD’000
-

2006

From date of incorporation
21 September 2004
to 31 December 2005

KD’000

KD’000

The balance payable is included in other liabilities.

5. Investment income

Realized gain from sale of Sukuk real estate

-

1,839

Unrealized gain on money market funds

902

403

Realized gain on money market funds

282

-

Sukuk Coupon income

858

384

Income from investment properties

931

-

Gain from sale of available for sale investments

236

-

Dividend income

152

108

3,361

2,734

6. Provision for impairment - General

2006

From date of incorporation
21 September 2004
to 31 December 2005

KD’000

KD’000

Provision for impairment of short term Murabaha

360

562

Provision for impairment of receivables

944

1,144

Provision for impairment of contingencies and commitments

776

-

2,080

1,706
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Classification of investments
Management has to decide on acquisition of an investment whether it should be classified as held to maturity, availaable for sale or investments carried at fair value through profit or loss account.
The Group classifies investments as carried at fair value through profit or loss if they are acquired primarily for the purppose of short term profit making. All other investments are classified as available for sale.
Impairment of investments
The Group treats available for sale equity investments as impaired when there has been a significant or prolonged
decline in the fair value below its cost or where other objective evidence of impairment exists. The determination of
what is “significant” or “prolonged” requires considerable judgement. In addition, the Group evaluates other factors,
including normal volatility in share price for quoted equities and the future cash flows and the discount factors for
unquoted equities.

Key sources of estimation uncertainty
The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the
next financial year, are discussed below.
Impairment losses on finance facilities
The Group reviews its problem finance facilities on a quarterly basis to assess whether a provision for impairment should
be recorded in the consolidated income statement. In particular, considerable judgement by management is required
in the estimation of the amount and timing of future cash flows when determining the level of provisions required. Such
estimates are necessarily based on assumptions about several factors involving varying degrees of judgment and unccertainty, and actual results may differ resulting in future changes to such provisions.
Valuation of unquoted equity investments
Valuation of unquoted equity investments is based on one of the following:
• recent arm’s length market transactions;
• current fair value of another instrument that is substantially the same;
• the expected cash flows discounted at current rates applicable for items with similar terms and risk
characteristics; or
• other valuation models.
The determination of the cash flows and discount factors for unquoted equity investments requires significant estimattion. There are a number of investments where this estimation cannot be reliably determined. As a result, these investmments are carried at cost less provision for impairment.
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9. Short term murabaha
2005

2006
KD’000

KD’000

232,153

141,271

46,630

27,715

-

489

Less: deferred profit

)517(

)701(

Less: provision for impairment

)922(

)562(

277,344

168,212

Banks
Financial institutions
Others

The Group maintains international and local short term Murabaha placements under Murabaha and Wakalah agreemments of 3 months or less maturity. Placements with financial institutions (Islamic and conventional) are utilized in the
purchase and sale of commodities, as trading is conducted by those financial institutions on behalf of the Group. The
discretion of the conventional financial institutions over buying and selling is limited by the terms of the agreements
between the Group and the conventional financial institutions.
Provision for impairment is calculated based on Central Bank of Kuwait instructions on the outstanding balance of
Murabaha net of the deferred profits.

10. Receivables
Receivables principally comprise Murabaha and Tawaroq balances and are stated net of provision for impairment as
follows:
2006

2005

KD’000

KD’000

Financial institutions

43,950

45,309

Individuals and companies

66,909

16,853

Banks

11,096

-

Less: deferred profit

)4,328(

)2,826(

Less: provision for impairment

)2,088(

)1,144(

115,539

58,192

Provision for impairment is calculated based on Central Bank of Kuwait instructions on the outstanding balance of
receivables net of the deferred profits.
Whenever necessary, Murabaha receivables are secured by acceptable forms of collateral to mitigate the related
credit risks. Receivables from banks and financial institutions comprise mainly Murabaha transactions with high credit
quality institutions.
The Group’s receivables are concentrated in Kuwait.
The fair values of receivables do not differ from their respective book values.
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Movements in the provision for impairment of finance facilities are as follows:
Specific
KD’000

General
KD’000

Total
KD’000

Balance at 31 December 2005

-

1,706

1,706

Provided during the year

-

2,080

2,080

Balance at 31 December 2006

-

3,786

3,786

At 31 December 2006, non-performing finance facilities amounted to KD Nil (31 December 2005:
KD Nil).
The analysis of specific and general provision stated above is based on Central Bank of Kuwait requirements. In accorddance with the Central Bank of Kuwait guidelines, a general provision of 2% has been provided on all credit facilities
not subject to specific provision, net of certain collaterals.
The collective impairment provision computed in accordance with IAS 39 for the year / period ended 31 December
2006 and 31 December 2005 amounted to Nil.

7. Earnings per share
There are no potential dilutive ordinary shares. The information necessary to calculate basic earnings per share based
on weighted average number of shares outstanding during the year / period is as follows:

2006

From date of incorporation
21 September 2004
to 31 December 2005

KD’000

KD’000

10,259

6,854

outstanding (shares)

999,410

999,410

Earnings per share (fils)

10.27

6.86

Profit for the year / period
Weighted average number of shares

8. Cash and cash equivalents

Balances with Central Bank of Kuwait

2006

2005

KD’000

KD’000

89

9,544

Balances with banks and other financial institutions

2,155

315

Cash and balances with banks and financial institutions

2,244

9,859

20,703

18,115

22,947

27,974

Short term funds
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13. Investments in associates
Investments in associates comprise the following:

Name of
associate

Country of
Incorporation

2006 proportion
of ownership
interest and
voting power %

2005 proportion
of ownership
interest and
voting power %

Principal
activity

Bank Muamalat

Indonesia

21.28

21.28

Islamic Banking

Al Bilad Real Estate Co.

Kuwait

31.7

31.7

Real Estate

Bank Muamalat - Indonesia was established in 1991 and commenced operation on May 1992. The establishment of
Bank Muamalat was initiated by the Indonesian Council of Ulama (MUI), which was supported by a group of entreprenneurs. The movement in the investment balances is as follows:

Balance at the beginning of the year / period
Acquisition of associates
Share of results of associates
Dividends received
Foreign currency translation adjustment

2006

2005

KD’000
8,263
927
)504(
394
9,080

KD’000
7,316
947
8,263

The Group’s share of results of associates is recognized based on unaudited management financial statements. Bank
Muamalat financial statements date is 31 August 2006 and Al Bilad Real Estate Company financial statements date is
30 November 2006. The Bank’s balances in its associates were as follows:
Name of associate

Assets

Liabilities

Revenues

Results

Al Bilad R/E Co.
Bank Muamalat

KD’000
3,934
53,044
56,978

KD’000
307
47,622
47,929

KD’000
559
3,196
3,755

KD’000
384
543
927

The Bank’s balances in its associates as at 31 December 2005 were as follows:
Name of associate

Assets

Liabilities

Revenues

Results

Al Bilad R/E Co.
Bank Muamalat

KD’000
3,170
43,947
47,117

KD’000
38,807
38,807

KD’000
3,954
3,954

KD’000
728
728
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11. Available for sale investments
2006

2005

KD’000

KD’000

Investment in Sukuk

12,330

14,308

Investment in unquoted securities

10,018

9,838

8,362

2,091

30,710

26,237

Investment in unquoted funds

It was not possible to reliably measure the fair value of certain available for sale investments of KD 14,463 thousand (31
December 2005: KD 26,237 thousand) due to lack of reliable measure to determine the fair value of such investments.
Accordingly, they are stated at cost less impairment losses, if any.

12. Subsidiaries
During the year, the Bank has established a wholly owned subsidiary in the United Kingdom under the name of House
of London and the Middle East plc with a capital equivalent to KD 1,133 thousand whose proposed principal activities
are to conduct Sharia’a compliant financial services activities. The investment has not been consolidated and is stated
at cost as the subsidiary has not started its operations yet.
During the year, the Bank has acquired a 76.41% interest in Boubyan Takaful Insurance Company KSC (Closed), a
Kuwaiti Shareholding Company engaged in Islamic Takaful insurance activities in accordance with Noble Islamic
Sharia’a principles. The investment in the subsidiary of KD 2,820 thousand represents 56.41% of the subsidiary’s paid
up share capital. The remaining shares of 20% amounting to KD 1,000 thousand are classified under other assets as
these shares have been committed to be subscribed by a strategic investor. On 4 January 2007, the agreement bettween the Bank and the strategic investor has been finalized. The Bank has signed a promise to sell agreement with
one of the insurance companies in GCC (“Investor”) regarding the remaining shares, which was entered into effect
on 4 January 2007. The agreement stipulates that the Bank gives a committed promise to sell to the investor 20 million
shares in Boubyan Takaful Insurance Company after three years as of the incorporation date of the above –mentioned
company so that all the related economic risks and rewards of such shares will be transferred to the investor effective
4 January 2007.

Name of
subsidiary

20

Country of
Incorporation

2006 proportion
of ownership
interest and
voting power %

2005 proportion
of ownership
interest and
voting power %

House of London and
the Middle East plc.

United
Kingdom

100

-

Boubyan Takaful
Insurance Co. KSC
(Closed)

Kuwait

56.41

-
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17. Depositors’ accounts
2006

2005

KD’000

KD’000

Non-investment accounts

90,219

60,428

Investment accounts

78,373

30,805

168,592

91,233

Investment accounts
Investment accounts may take the form of investment deposits, which are valid for specified periods of time, and are
automatically renewable on maturity for the same period unless the concerned depositors give written notice to the
contrary, or take the form of investment saving accounts for unspecified periods. In all cases, investment accounts
receive a proportion of the profit and bear a share of loss based on the results of the fiscal year determined by the
Board of Directors of the Bank.
Non-investment accounts
Non-investment accounts represent, in accordance with Islamic Sharia’a, Qard Hasan from depositors to the Bank and
take the form of current accounts. These accounts are neither entitled to profit nor do they bear any risk of loss, as the
Bank guarantees to pay the related balance on demand. Investing Qard Hasan is made at the discretion of the Board
of Directors of the Bank and the results of such investments are attributable to the shareholders of the Bank.

18. Other liabilities
2005

2006
KD’000

KD’000

-

21,081

Accrued expenses

218

247

Accrued staff benefits

915

355

Sukuk for Real Estate Development Co.

Suppliers
Clearing accounts
Trade finance provision
Margin accounts
NLST and KFAS due
Others

56

151

1,372

-

776

-

1,813

-

424

63

2,598

284

8,172

22,181

19. Share Capital
2005

2006
Authorized ordinary shares of par value 100 fils
Fraction shares not issued
Shares issued and fully paid

Shares

KD’000

Shares

KD’000

1,000,000,000

100,000

1,000,000,000

100,000

)589,670(

)59(

)589,670(

)59(

999,410,330

99,941

999,410,330

99,941
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14. Leased assets
The net investment in leased assets comprises the following:

Gross investment
Unearned revenue

2006

2005

KD’000
8,954
)1,014(
7,940

KD’000
1,946
)152(
1,794

2006

2005

KD’000
5,771
190
1,979
7,940

KD’000
1,519
275
1,794

The future minimum lease payments receivable in the aggregate are as follows:

Within one year
One to five years
After five years

The unguaranteed residual value of the leased assets at 31 December 2006 is estimated at KD Nil (2005: KD Nil).
The fair value of the leased assets at the balance sheet date is KD 7,940 thousand (2005: KD 1,794 thousand).

15. Other assets

Due from Real Estate Sukuk Fund
Income receivable on investments
Prepayments
Others

2006

2005

KD’000
13,182
2,851
1,061
1,530
18,624

KD’000
31,184
342
230
600
32,356

2006

2005

KD’000
144,275
62,890
207,165

KD’000
73,788
33,182
1,169
108,139

16. Due to banks and financial institutions

Investment accounts
Murabaha payable
Non-investment accounts

In accordance with Islamic Sharia’a, no profit is payable on non-investment accounts due to banks and financial
institutions. The fair value of balances due to banks and financial institutions do not differ from their respective book
values.
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Compensation of key management personnel:
The remuneration to Directors and other members of key management during the year/period was as follows:

31 December
2006

From date of incorporation
21 September 2004
to 31 December 2005

KD’000

KD’000

Short-term benefits

624

496

Post-employment benefits

220

117

844

613

During the year, the Bank sold trading properties and investment properties to related parties at book value amounting
to KD 289 thousand and KD 11,688 thousand respectively (2005: Nil).
During the year, the Bank also sold available for sale investments to its associate, Al Bilad Real Estate Co. for KD 2,939
thousand, which resulted in a realized gain of KD 157 thousand after eliminating the Bank’s share (31.7%) of KD 72
thousand in the associate (Note 13).

25. Contingencies and commitments
At the balance sheet date there were outstanding contingencies and commitments entered in the ordinary course of
business in respect of the following:
2006

2005

KD’000

KD’000

Guarantees

27,453

-

Acceptances and letters of credit

13,030

-

Investment commitments

31,303

5,259

670

1,839

72,456

7,098

Capital commitments (projects under construction)

26. Segment reporting
For management purposes, the Bank is organized into the following four major business segments:
Retail banking: Principally handling the deposits of individual customers and small businesses, and providing consumer
and commercial type Murabaha, Ijara and Islamic covered cards facilities.
Corporate banking: Principally handling Murabaha and Ijarah facilities for corporate and institutional customers.
Investment: Principally handling direct investments, Sukuk, and local and international real estate investment.
Treasury: Principally handling local and international Murabaha and Wakala, primarily with financial institutions, as well
as the management of the Bank’s funding operations.
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20. Share premium
The share premium is not distributable except under specific circumstances as provided by the Kuwait Commercial
Companies Law.

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

22. Voluntary reserve
As required by the Bank’s Articles of Association 10% of profit for the year is transferred to the voluntary reserve. Such
annual transfers may be discontinued by a resolution of the shareholders’ General Assembly upon a recommendation
by the Board of Directors. Zakat is charged against the voluntary reserve and amounted to KD 177 thousand for the
year ended 31 December 2005.

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

Not later than one year
After one year and not later than five years

2006

2005

KD’000
1,303
3,234
4,537

KD’000
905
2,308
3,213

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

24. Related party transaction
Balances with related parties arise from commercial transactions in the normal course of business on an arm’s length
basis and comprise the following:
2006

2005

KD’000

KD’000

14,053

31,184

28,414
-

26,003
15,278

Due from related parties:
Receivables and other assets
Due to related parties:
Due to banks and financial institutions
Depositors’ accounts
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Segment reporting (Continued)
From date of incorporation 21 September 2004 to 31 December 2005

Retail
banking

Corporate
banking
Investment

KD’000

Treasury

Unallocated
items

Total

KD’000

KD’000

KD’000

KD’000

KD’000

-

390

3,527

8,974

-

12,891

(482)

(638)

(338)

(2,110)

(2,469)

(6,037)

(248)

3,189

6,864

(2,469)

6,854

Treasury

Unallocated
items

Segment revenues
Segment expenses
Segment results

(482)

Retail
banking

Corporate
banking Investment

Total

KD’000

KD’000

KD’000

KD’000

KD’000

KD’000

Cash and cash equivalents

-

-

-

27,974

-

27,974

Short term Murabaha

-

473

-

167,739

-

168,212

Receivables

-

15,410

-

42,782

-

58,192

Available for sale investments

-

-

11,929

14,308

-

26,237

Investments in associates

-

-

8,263

-

-

8,263

Trading properties

-

-

3,206

-

-

3,206

Leased assets

-

1,794

-

-

-

1,794

Other assets

-

-

31,184

342

830

32,356

Property and equipment

-

-

-

-

2,236

2,236

Total assets

-

17,677

54,582

253,145

3,066

328,470

1,169

-

-

106,970

-

108,139

60,428

-

-

30,805

-

91,233

-

-

21,081

-

1,100

22,181

-

-

-

-

106,917

106,917

61,597

-

21,081

137,775

108,017

328,470

Assets

Liabilities and equity
Due to banks and financial institutions
Depositors’ accounts
Other liabilities
Equity
Total Liabilities and equity
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Segment reporting (Continued)
For the year ended 31 December 2006

Retail
banking

Corporate
banking Investment

KD’000

Unallocated
items

Treasury

KD’000

KD’000

553

2,903

6,381

19,495

472

29,804

(3,088)

(1,733)

(769)

(8,974)

(4,926)

(19,490)

(2,535)

1,170

5,612

10,521

(4,454)

10,314

Retail
banking

Corporate
banking

Investment

Treasury

Unallocated
items

Total

KD’000

KD’000

KD’000

KD’000

KD’000

1,811

-

4,110

17,026

-

22,947

Short term Murabaha

-

-

-

277,344

-

277,344

Receivables

-

78,737

-

36,802

-

115,539

-

-

1,020

-

-

1,020

-

-

18,379

12,331

-

30,710

-

-

1,133

-

-

1,133

Investments in associates

-

-

9,080

-

-

9,080

Trading properties

-

-

2,885

-

-

2,885

Investment properties

-

-

13,508

-

-

13,508

Leased assets

-

7,940

-

-

-

7,940

Segment revenues
Segment expenses
Segment results

KD’000

KD’000

Total
KD’000

KD’000

Assets
Cash and cash equivalents

Investments carried at fair value
through profit or loss
Available for sale investments
Investment in unconsolidated
subsidiary

Other assets

132

-

16,541

51

1,900

18,624

Property and equipment

524

44

51

37

2,953

3,609

2,467

86,721

66,707

343,591

4,853

504,339

Total assets
Liabilities and equity
Due to banks and financial
institutions
Depositors’ accounts
Other liabilities
Equity
Total Liabilities and equity
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-

-

-

207,165

-

207,165

128,833

-

-

39,759

-

168,592

1,937

596

2,262

177

3,200

8,172

-

-

-

-

120,410

120,410

130,770

596

2,262

247,101

123,610

504,339
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Segment reporting (Continued)

Operating
income

Operating profit
before distribution
to depositors

2005

2005

KD’000

KD’000

10,449

4,765

2,442

2,242

12,891

7,007

Kuwait and the Middle East
Others

Concentration of assets
Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in the
same geographic region or have similar economic features that would cause their ability to meet contractual obligattions to be similarly affected by changes in economic, political or other conditions. Concentrations indicate the relattive sensitivity of the Group’s performance to developments affecting a particular industry or geographic location.
The distribution of assets by industry sector was as follows:

Trading and manufacturing

2006

2005

KD’000

KD’000

25,056

-

362,708

293,747

Construction and real estate

46,569

15,862

Others

70,006

18,861

504,339

328,470

Banks and financial institutions

27. Financial instruments and risk management
In the normal course of business, the Group uses primary financial instruments such as cash and short term funds, investmments, bank borrowings, accounts receivable and accounts payable and as a result, is exposed to the risks indicated
below. The Group currently does not use derivative financial instruments to manage its exposure to these risks.
Credit risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation causing the other party
to incur a financial loss. To limit this risk, the Group deals exclusively with high credit rating financial institutions and has
policies and procedures in place to limit the amount of credit exposure to any counter party. These policies include
the non-concentration of credit risk. The Bank minimizes other concentrations of credit risk by undertaking transactions
with a large number of consumers.
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Segment reporting (Continued)

Secondary segment information
The Bank operates in various geographical sectors. The geographical analysis is as follows:
For the year ended 31 December 2006
Assets

Liabilities &
equity

Commitments &
contingencies

2006

2006

2006

KD’000

KD’000

KD’000

Geographical area:
Kuwait and the Middle East

461,616

491,725

51,635

North America

6,589

-

-

Western Europe

26,061

2,035

14,835

Others

10,073

10,579

5,986

504,339

504,339

72,456

Operating
income

Operating profit
before distribution
to depositors

2006

2006

KD’000

KD’000

23,895

12,872

Kuwait and the Middle East
North America
Western Europe
Others

490

488

3,890

3,886

1,529

1,481

29,804

18,727

Assets

Liabilities &
equity

Commitments &
contingencies

2005

2005

2005

KD’000

KD’000

KD’000

312,123

327,346

6,610

3,811

24

488

From date of incorporation 21 September 2004 to 31 December 2005

Geographical area:
Kuwait and the Middle East
North America
Western Europe
Others
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12,496

1,100

-

328,470

328,470
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Financial instruments and risk management (Continued)

The maturity profile of the assets and liabilities is as follows:
31 December 2006
From 3
months to
6 months

Within
three
months

From 6
months to More than 1
1 year
year

KD’000

KD’000

KD’000

KD’000

Total
KD’000

Assets
Cash and cash equivalent
Short term Murabaha
Receivables

22,947

-

-

-

22,947

277,344

-

-

-

277,344

37,259

50,192

16,132

11,956

115,539

Investments carried at fair value
through profit or loss

-

-

1,020

-

1,020

Available for sale investments

-

-

-

30,710

30,710

Investments in unconsolidated subsidiary

-

-

-

1,133

1,133

Investments in associates

-

-

-

9,080

9,080

Trading properties

-

-

2,885

-

2,885

Investment properties

-

-

-

13,508

13,508

Leased assets

-

-

5,771

2,169

7,940

Other assets

-

18,624

-

-

18,624

Property and equipment

-

-

-

3,609

3,609

337,550

68,816

25,808

72,165

504,339

Due to banks and financial institutions

185,325

8,054

13,786

-

207,165

Depositors’ accounts

166,938

1,654

-

-

168,592

6,137

-

2,035

-

8,172

-

-

-

120,410

120,410

358,400

9,708

15,821

120,410

504,339

Total assets
Liabilities and equity

Other liabilities
Equity
Total Liabilities and equity
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Financial instruments and risk management (Continued)

Market risk
Market risk is the risk that the value of an asset will fluctuate as a result of changes in market prices.
Market risk is managed on the basis of pre-determined asset allocations across various asset categories, a continuous
appraisal of market conditions and trends and management’s estimate of long and short term changes in fair value.
The Group is not exposed to any risk in terms of the repricing of its liabilities since in accordance with Islamic Sharia’a
the Group does not provide contractual rates of return to its depositors.
Operational risk
The Bank has a set of policies and procedures, which is applied to identify, assess and supervise operational risk in adddition to other types of risks relating to the banking and financial activities of the Bank. Operational risk is managed by
the operational risk function, which ensures compliance with policies and procedures and monitors operational risk as
part of overall global risk management.
The operational risk function of the Bank is in line with the Central Bank of Kuwait instructions concerning the general
guidelines for internal controls and best practice for managing and supervising operational risks in banks.
Foreign currency risk
The Group is exposed to foreign currency risk on transactions that are denominated in a currency other than the Kuwwaiti Dinar. The Bank ensures that the net exposure is kept to an acceptable level by dealing in currencies that do not
fluctuate significantly against the Kuwaiti Dinar.
The Group has the following significant net exposures of assets denominated in Kuwaiti Dinar equivalents:
2006

2005

KD’000

KD’000

)7,948(

6,649

Sterling Pound

370

-

Euros

376

-

US Dollar

GCC Currencies

27

-

Other currencies

5,612

65

Liquidity risk
Liquidity risk is the risk that the Group will be unable to meet its net funding requirements. Liquidity risk can be caused
by market disruptions or credit downgrades which may cause certain sources of funding to dry up immediately. To
guard against this risk, management have diversified funding sources and assets are managed with liquidity in mind,
maintaining a healthy balance of cash, cash equivalents and readily marketable securities. Further, the Group periodiccally assesses the financial viability of customers.
The table below summarizes the maturity profile of the Group’s assets and liabilities. The contractual maturities of assets
and liabilities have been determined on the basis of the remaining period at the balance sheet date to the contracttual maturity date and do not take into account the effective maturities as indicated by the availability of liquid funds.
The maturity profile is monitored by management to ensure that adequate liquidity is maintained. The maturity profile
of the assets and liabilities at period end is based on contractual repayment arrangements.
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