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We remain committed to  
providing first class banking 
services for customers, 
depositors and business  
partners in the region, to 
minimise risks across all  
our business sectors, and 
to maximise value for our 
shareholders.
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Financial  
Highlights  
2009

In the difficult trading conditions 
that prevailed in 2009, core 
operating income continued to 
grow. However, the Bank being 
conservative took additional 
precautionary provisions. Improving 
our revenue earning capability, 
strong capital position, and focus  
on risk management policies  
remain our priorities. 
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   Operating Income

KD 110.4
 million

   Shareholders’ Equity

KD 330
 million

   Total Assets

KD 2.97
 billion

  Earnings per Share

34 fils
  Capital Adequacy Ratio

17.23%

2009 Performance

• Continued growth in core operating income
• Prudent provisioning policy
• Consistent emphasis on risk management and cost control
•  Strong capital position

  Nationalisation Ratio

Moody’s A2
Fitch A-
Standard & Poor’s  BBB+

  2009 Ratings

Net Profit

KD 39.2
  million

  Nationals 62.26%
  Others 37.74%
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Dear Shareholders,

It is my pleasant duty once more to present to you, 
on behalf of the Board of Directors of Al Ahli Bank 
of Kuwait, the annual report and audited financial 
statements for the year ended 31 December 2009. 

The year past saw some improvement from the global 
financial turbulence, and some encouraging macro-
economic signs that the world has escaped the worst effects 
of recession. In particular, the price of oil recovered to 
around the $70-80 level, which we regard as a sustainable 
price beneficial for both regional and world economies.

Nonetheless, it was still a challenging year for Kuwait, and 
our neighbours in the Gulf. World financial markets remained 
fragile and volatile, and this had an inevitable impact on our 
business. In line with our stated policy of pursuing a prudent 
and cautious strategy, we have taken additional voluntary 
provisions to minimise the potential risk from any unexpected 
external events. This reduced our profits, but given the 
circumstances this measure is the most appropriate to ensure 
the long term interests of shareholders, customers, business 
partners and all other stakeholders.

After these provisions, the Bank achieved a net profit of 
KD 39.2 million. Earnings per share 34 fils, the return on 
assets was 1.31 per cent and the return on equity was 
12.19 per cent.

In such exceptional circumstances, it is gratifying to report 
to you that all our core businesses showed commendable 
growth, demonstrating the intrinsic resilience of the Bank in 
these difficult economic and fiscal conditions.

In light of these results, the Board of Directors has proposed 
a cash dividend of 15 per cent per share (15 fils per share), 
subject to the approval of ABK’s General Assembly.

Despite the financial uncertainty in Dubai, we remain 
confident that our strategic initiative of opening branches 
in the UAE remains the correct one. Our aim is to enhance 
the capabilities of Kuwaiti businessmen operating there, to 
ensure they have the resources and facilities to exploit the 
opportunities that will inevitably arise when markets stabilise 
and growth resumes.

 

We are proud of our continued efforts in the area of 
corporate social responsibility, which has been a top priority 
for us for many years now. In 2009, the Bank maintained 
its policy of supporting the people and businesses within 
our community, and has provided financial support and 
donations to a number of institutions that provide social and 
community services to our citizens, especially in the fields of 
sport, education and healthcare, as well as helping children 
with special needs.

Our continued success, in the most difficult of circumstances, 
owes much to the dedication and hard work of our Board of 
Directors, the executive management team, and all individual 
employees of ABK. Their efforts are enhanced by the ongoing 
support of our shareholders and customers, to whom 
the Bank owes a great debt of gratitude. Our combined 
strengths will ensure future prosperity.

I would like to extend thanks and warm best wishes to 
His Highness the Amir of Kuwait, Sheikh Sabah Al-Ahmed 
Al-Jaber Al-Sabah, His Highness the Crown Prince, Sheikh 
Nawaf Al-Ahmed Al-Jaber Al-Sabah, and His Highness the 
Prime Minister, Sheikh Nasser Al-Mohammed Al-Ahmed 
Al-Sabah for their visionary governance and leadership. I am 
also grateful to officials at the Central Bank of Kuwait, the 
Ministry of Finance, the Ministry of Commerce and Industry, 
and the Kuwait Stock Exchange for their guidance.

The current year will continue to present challenges to the 
Bank but, we are confident that, against the backdrop of 
an improving global economy and the resilience of the Gulf 
region, we will rise to meet those challenges successfully.

Ahmed Yousuf Behbehani 
Chairman 

We are confident that, against the backdrop of an 
improving global economy, we will rise to meet 
challenges successfully.
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The global banking business faced continued uncertainty in 
2009. ABK, as an integral part of the international financial 
system and a major player in the Gulf region, encountered 
significant challenges during the year. Disappointingly, profits 
declined, but this was mainly due to our policy of adopting 
a stringent and prudent level of provisioning in order to 
safeguard the interests of shareholders and customers. 

Nevertheless, we believe the Bank has entered the current 
year on a sound operational basis, with judicious risk 
management and cost control as our priorities. There are 
some signs that the global financial and economic outlook 
is improving, which we hope will speed the industry back 
towards the levels of activity enjoyed before the credit crisis. 
Shareholders, customers, employees and all stakeholders 
can be assured ABK has weathered the storm well, especially 
when compared to our local peer group.

In the early part of 2009 ABK, along with the rest of the 
regional banking business, continued to experience difficult 
trading conditions. Traditional growth areas like corporate 
and retail banking witnessed a tightening of margins and 
earnings. In Kuwait, volatility in asset values and equity 
markets put further strains on our business generators. 
Towards the end of the year, this tough environment was 
ameliorated to some degree by an improvement in global 
economic conditions, and a significant recovery in the oil 
price. The prompt and responsible actions of the Kuwaiti 
authorities have helped ensure a favourable environment for 
the first shoots of this fragile recovery. Let us hope this will 
continue in 2010.

The financial situation in Dubai was a matter of concern for 
all in the region, but with our minimal exposure in the UAE, 
we are confident it will not be a long-term problem for ABK. 
Corporate banking remains the mainstay of our business and  
a significant contributor to the economic life of Kuwait. 

In retail banking, we enhanced our growing interface with 
customers by expanding our branch network and ATM 
locations, and our range of products and services. Our core 
strategy has been adapted and refined to meet current 
and forecast economic conditions. We remain committed 
to providing first class banking services for customers, 
depositors and business partners in the region, to minimise 
risks across all our business sectors, and to maximise value 
for our shareholders.

In 2010 our efforts will be directed at ensuring the maximum 
ongoing operational efficiency of all our core business units. 
Risk management is central to this objective. Our voluntary, 
but stringent, risk management policy is in line with the 
prudent and cautious regulatory policy of the Kuwait banking 
authorities. ABK welcomes their initiatives, which have 
helped Kuwait through a period of unprecedented financial 
turbulence. We are satisfied that, by international and 
regional standards, we have adequate and well-managed 
capital and liquidity resources. 

Maintaining this strong capital position is one of our highest 
priorities. Our dedicated and highly motivated workforce has 
responded well to the unprecedented challenges of 2009, 
and I am grateful for their continued efforts.

ABK’s core strategy was tested last year by the most severe 
conditions the global markets could throw at us. We have 
come through that test with increased confidence for the 
current year, and the coming decade. 

Colin Plowman 
Chief General Manager  
and Chief Executive Officer

In 2010 our efforts will be directed at 
ensuring the maximum ongoing operational 
efficiency of all our core business units.
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Business
Review

Our portfolio was streamlined  
to reduce the risk of non-
performing loans, and we 
successfully implemented the 
policy of structured reporting  
that enables us to monitor our  
loan book more efficiently. 
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Corporate Banking
Corporate Banking remains the main business generator for 
ABK. We continued to play our part in the vital investment 
in infrastructure, with involvement in major projects in the 
energy, medical and construction sectors.

In line with the rest of the banking sector in Kuwait, market 
conditions required a more cautious and risk conscious 
approach. Our portfolio was streamlined to reduce the risk 
of non-performing loans, and we successfully implemented 
the policy of structured reporting that enables us to 
monitor our loan book more efficiently. Increased collateral 
was sought where appropriate, and potential client business 
plans subjected to further rigorous scrutiny.

Continuing tightening of capital adequacy requirements 
led us to focus further on the more efficient utilisation of 
capital and use of cash flow based financing.

The global downturn in business conditions at the start 
of the year led to an increase in NPLs, and we have taken 
certain provisions as a result of a more conservative 
approach to managing credit exposures. Towards the end 
of 2009 there was a gentle but appreciable improvement in 
sentiment, which we expect will continue, albeit cautiously, 
into the current year.

As committed corporate citizens, we are fully supportive of 
the economic measures initiated by Kuwait’s government to 
stimulate the business sector. We have played our part in this 
process with partnerships in large-scale projects for urban 
renewal and enhancement of the country’s energy facilities. 

We are proud of the role we have played in the extension 
of healthcare facilities, with the extension of the Mubarak 
Hospital, in which we were significant financial partners.

2010 will continue to present challenges in terms of credit 
management, but we at ABK see a unique opportunity to 
participate in regenerating the country’s infrastructure and 
energy facilities.

Retail Banking
In Retail Banking, 2009 was a year of enhanced interface 
and involvement with our customers via the expansion of 
our branch network and ATM locations, and continued 
rollout of our brand with high-profile marketing initiatives. 
Significant business growth was achieved, notably in 
customer deposits, where we offered new and improved 
products to our customers.

Despite the more difficult economic climate, growth  
in non-performing loans was kept to a minimum by  
cautious credit management and monitoring. Our credit 
card business remains a key focus and priority to enhance 
cardholder offerings. 

Our mission remains to provide customers with a first-class, 
technologically modern and responsive banking service 
tailored to suit their needs and geared to their expectations. 
To this end, we increased the number of branches in 2009, 
and added more ATM machines at key points around Kuwait. 
We are confident this expansion will reap rewards for our 
business and our customers.
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Business
Review (continued)

We continued to invest in our employees with extensive 
training programmes and via the excellent facilities of our 
training academy. 

In 2010, technology will continue to be at the cutting edge 
of our expansion in Retail Banking. ABK has introduced 
chip-and-pin processes for all card transactions. Further 
enhancement of our online and SMS information providers 
is a top priority.

Our call centre was rated among the best in the country, and 
we have significantly extended our SMS advisory services, 
offering instant notice of all customer transactions. 

We will also pursue further marketing opportunities similar 
to the current partnerships we have with international 
brands like Emirates Airlines and Géant.

Treasury and Investments
Against a background of continued uncertainty in global 
and regional markets, ABK’s Treasury and Investments 
business had a challenging year. Our focus throughout 
was to ensure prudent management of treasury functions, 
manage market risk across the Bank, and ensure adequate 
liquidity was always available.

Trading volumes and client-driven business were under 
pressure most of the year, with less speculative corporate 
activity in evidence as customers were deterred by general 
economic uncertainty. Markets in Kuwait, as in the broader 
region, did not experience the extent of the upturn in more 
mature markets in Europe and America.

We successfully managed all the essential ratios required by 
the Central Bank. While our cost of funding fell in line with 
money market rates, we had access to lower cost deposits 
across the range of the Bank’s businesses. 

In 2010 we expect to see continued caution in our core 
markets within the GCC, with further uncertainty arising 
from the situation in Dubai. One important priority will  
be to manage the increased liquidity available to ABK as  
a result of any increase in capital resources. Conditions  
will remain challenging as the financial world continues  
to recover from recession.
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Ahli Capital
Investment Banking and Asset Management in 2009 
encountered continuing fall-out from the financial volatility 
of the previous year, which had a longer-lasting effect on 
regional markets than elsewhere. Ahli Capital nonetheless 
turned in a respectable performance, with the Kuwait and 
GCC funds high up on the league tables. As the business 
is dependent largely on external factors in regional stock 
markets, the outlook for 2010 depends on the durability of 
the recovery in regional equities and other asset values. We 
remain committed to the business to maintain and improve 
its position in a difficult sector.

International Banking
ABK’s international business was inevitably affected by the 
weakness in global trading conditions that persisted for 
most of the year, but nonetheless consolidated its position 
as a provider of a full range of services to international 
banks and corporations seeking to do business in Kuwait. 
Despite a slight improvement towards the end of the year, 
the upturn in world trade remains tentative. There is some 
confidence to be taken from the strength of the economies 
of eastern Asia, where the recovery is most in evidence.

Our trade finance business held up well. ABK was actively 
involved in several government related oil and energy 
sector projects in Kuwait; we see further opportunities  
in this area in the event of major government investment  
in energy and utilities infrastructure.

In the United Arab Emirates, where ABK has two branches, 
there were some negative reactions from the financial 
problems of Dubai towards the end of the year. However, 
we have limited exposures and we will continue to monitor 
the situation there.
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Business
Review (continued)

Key Support Groups
Human Resources
Human Resources continued to focus on the implementation 
of our core strategic plan, to ensure well trained and well 
motivated employees with a sound understanding of their 
role as an integral part of ABK’s manpower.

Kuwaitisation is a major element of our employee policy 
and we are proud to have achieved a level of employment 
of Kuwaiti nationals surpassing the 60 per cent required by 
government guidelines. 

One key initiative was to establish the ABK Training 
Academy, which contributed to the qualification of new 
employees through training and provided them with 
technical and personal skills.

New initiatives introduced included the implementation 
of psychometric testing to evaluate basic skills and 
competencies, in the Bank’s retailing and other businesses. 
This was allied to career management and development 
programmes, which will be further enhanced in 2010. 
The ABK Training Academy continued to foster a sound 
employee philosophy from the outset. More advanced 
training programmes involved the attainment of prestigious 
professional qualifications.

The Academy will expand its role by enhancing the Bank’s 
training culture and supporting ABK employee’s career 
development and talent management plan.

Information Technology
IT’s aim is to help improve the core efficiency of ABK’s business 
and workforce efficiency, and to improve communication 
between IT and other ABK divisions. Further progress was made 
toward those goals in 2009.

We were able to make information easily accessible more 
quickly to key executive decision-makers of the various 
divisions of the Bank.

IT training formed a major part of our work during the 
year, with a view to keeping employees on top of recent 
developments and trends in the fast-moving field of 
technology. An upgrade of our basic systems was initiated, 
and completing this task will be our major goal in 2010.

Operations
Operations continued the process of maximising staff 
efficiency in both products and systems. In close liaison with 
human resources and IT, the department focused efforts 
on training and improvement in work processes, all with 
the aim of providing better service to retail and corporate 
customers. In line with guidelines from the regulator,  
control mechanisms were enhanced and integrated into  
the standard procedures.

A new system for processing Teleswift transfers was 
successfully introduced in the course of the year, and other 
automated integrated systems introduced to facilitate 
transaction efficiency. Streamlining these processes will be  
a focus for us in 2010. 

Trade Finance
Trade finance activities in support of corporate, international 
and retail customers came under pressure at the beginning 
of the year, as the world economy slowed under the impact 
of the financial crisis. But the appreciable improvement in 
global commerce towards the end of the year leaves us in  
a good position to take advantage of such recovery.

Much of our business involves corporate clients from east 
Asia, where the downturn was not so pronounced as in 
Europe and America, and financing major projects with 
Kuwait government entities, which gives us confidence in the 
resilience of our operations. We will continue to implement 
the strategy of serving and supporting foreign companies 
doing business in Kuwait, especially in the contracting and 
energy sectors, which has proved successful in the past.
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Internal Audit
Internal Audit continues to assist the Bank in meeting 
its objectives by providing independent and objective 
assessments of the control arrangements. This is 
supplemented with a focused corrective action follow-
up process, and process improvement analysis and 
recommendations. 

Legal
The Legal department is responsible for all legal and judicial 
functions that aim to protect the Bank’s rights and interests. 
It also offers legal advice to the executive management and 
businesses, as well as drafting and preparing all contracts 
and agreements.

Risk Management
The resilience and robustness of risk management practices 
assumed great importance during the year. Hence, risk 
management in the Bank undertook a plethora of activities to 
meet Basel II guidelines, adopt international best practices and 
satisfy regulatory requirements. Risk management focused on 
defining risk appetite and ensuring that the Bank’s activities 
were within defined risk appetite levels; thereby reducing the 
risk of losses.

Existing policies, procedures and models were reviewed 
for improved measurement and management of risk and 
assessment of risk capital. Risk management undertook 
development of Internal Capital Adequacy Assessment Process 
(ICAAP) and Stress Test frameworks along with supporting 
models, policies, guidelines and procedures. The Borrower 
Risk Rating Model was taken up for revamp. The Value at Risk 
Model was introduced for operational risk. Scorecards were 
introduced for assessing strategic and reputation risks. 

The Bank conducted stress tests simulating mild, medium and 
severe scenarios. All key performance parameters viz. assets, 
liabilities, liquidity, income and margins were stressed. 

The risk management framework was strengthened to meet 
regulatory requirements, Basel II guidelines and incorporate 
best international practices for assessing all inherent and 
material risks and for relating risk to capital. Models and 
measurement techniques were developed for Pillar II risks 
like credit concentration risk, remained operation risks, 
legal risk, interest rate risk in the banking book, liquidity 
risk, strategic risk and reputation risk. The capital planning 
framework was improved. Sensitivity and composition 
analysis along with future projections were undertaken for 
managing capital adequacy.

These efforts will enable the Bank to meet the challenges in 
coming years more effectively. 

Board Secretariat 
The Board Secretariat manages the affairs of ABK’s Board of 
Directors, and advises the Board on various matters including 
providing regular updates about new laws and regulations. 
It co-ordinates between the Board and the Executive 
Management team regarding the supervision of business 
activities, and handles all shareholder-related activities such as 
providing information and share statements, and distributing 
dividends and bonus shares (through the Kuwait Clearing 
Company). It schedules Board meetings and Annual General 
Meetings, prepares the agendas, and sends meeting minutes  
to each of the regulatory authorities. 

Anti-Money Laundering 
Money laundering remains a major concern of governments 
and banks across the world. The Bank has systems in place 
to ensure efficient and actionable monitoring and scrutiny 
of financial transactions in accordance with the regulatory 
requirements of Kuwait and international agencies. 

Tha Bank sponsored the Anti-Money Laundering Conference 
organised by the Ministry of Commerce and Industry and the 
Kuwait Central Bank during the year. The Conference raised 
the awareness of banks in Kuwait on international methods 
of detecting and preventing financial crime and provided 
insight into how other financial institutions work  
to minimise the threat of money laundering activities.
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Corporate Social Responsibility (CSR)
ABK believes passionately in its social mission, which it 
regards as an essential part of the Bank’s overall policy 
objectives. As a leading institution providing banking and 
financial services to the national economy, we are aware of 
the importance of carrying out this vital role, and supporting 
social organisations that operate in the wider community.

Our CSR programme focuses primarily on health and 
educational initiatives, as well as the cultural and sporting 
arenas, and providing assistance to people with special needs.

We provide substantial financial support in the form of 
donations to organisations responsible for the social, 
health, educational and sporting well-being of Kuwaiti 
citizens. We also make charitable donations to societies, 
care houses and other institutions catering for special 
needs. These enhance the welfare of citizens and improve 
the quality of services they receive.

In sport, ABK sponsored the opening ceremony of the 
headquarters of the Asian Olympic Council. We believe in  
a policy that encourages sport and athletics, and realise the 
importance of the role played by civil organisations in sport.

We also provided financial support to the Police Sporting 
Association to sponsor the Championship of the Martyr 
Lieutenant General Yousuf Thenayyan Al Meshari for closed-
hall football at Qadiseyya Sporting Club. 

This was just one example of the policy of making donations 
to sporting clubs and associations that contribute to the 
advancement of sporting facilities in our beloved Kuwait.

In the medical field, ABK made donations to the Kuwait 
Medical Society to sponsor the National Conference 
on Combating Cancer, which highlighted early cancer 
detection methods and precautions. The Bank also supports 
the public health campaigns that play such a vital role in 
raising awareness of health risks at an early stage of the 
diagnostic process.

With regard to special needs responsibilities, ABK made 
donations to the Kuwait Club for the Deaf, which helps 
sufferers integrate and communicate with the rest of society. 
We also gave financial support to the Kuwait Blind Society in 
support of its activities.

ABK contributed towards constructing and equipping a new 
ward in the Khalifa School for Special Needs, which opened 
19 new facilities to educate, train, care for and assist with 
the development of children with special needs.

The Bank also made a donation to the Kuwait Students 
Union in North America, as part of its programme of 
supporting educational and sporting activities. 

Business
Review (continued)
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Our CSR programme focuses 
primarily on health and 
educational initiatives, as well  
as the cultural and sporting  
arenas, and providing assistance  
to people with special needs.
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Risk
Management

Risk management framework
Banks are required under Basel II guidelines to establish comprehensive frameworks for managing all material risks. The frameworks are to address 
identification, measurement and monitoring of all material risks across the Bank. Besides credit risk, market risk and operational risk, banks have 
been advised to develop frameworks to manage strategic risk and reputation risk.

The Bank has implemented detailed frameworks for managing various risks. Brief descriptions of the risks identified and the methodology used to 
manage them are set out below:

Credit risk
This is one of the most critical risks faced by the Bank. In order to effectively address this risk, the credit risk framework covers the following:

• Credit risk policies, procedures and guidelines • Portfolio approach to credit risk management
• Credit analysis tools • Monitoring and follow-up
• Risk-reward pricing • Post-fact reviews
• Approval authority • Non-performing loans management
• Credit risk measurement techniques • Credit culture and training

• Loan loss provisioning

Financial risk
Financial risk emanates from asset liability mismatches, liquidity management and investment activities. 

ALM risk
ALM is the management of assets (resource allocation) and liabilities (funding) to maximise earnings of the Bank within acceptable risk levels.
It covers the following:

• Interest rate risk in banking book • Earnings at risk
• Fund transfer pricing • Forex risk
• Performance measurement and capital allocation • Interest rate risk in trading book

Liquidity risk
This is the likelihood of the Bank being unable to meet obligations as they come due because of an inability to obtain funding or liquidate assets. 
The following areas are covered under liquidity risk:

• Concentration in liabilities • Asset quality
• Concentration in assets and asset liquidity • Central Bank of Kuwait ratios and liquidity gaps
• Decline in earnings or future projections • Liquidity at risk
• Increase in funding cost and shortening of tenors

Investment risk
This is the likelihood of fluctuations in the value of investments which could result in loss of principal. The key areas covered under this risk are:

• Risk appetite – capital allocation and monitoring • Investment risk assessment
• Investment policies, guidelines and procedures • Tools and techniques
• Delegation of authority level and establishment of internal controls • Asset allocation
• Accounting and reconciliation controls • Investment proposals review
• Non-performing investment management • Portfolio risk – concentration and quality of portfolio
• Investment risk reporting • Market risk
• Fiduciary risk in funds managed by the Bank
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Operational risk
This is defined as risk of loss resulting from failed or inadequate internal processes, systems, people or external environment. The following risks have 
been identified under operational risk for effective management:

• Process risk • Legal risk
• Transaction risk • Regulatory risk
• People risk • Compliance risk
• IT risk • Pricing risk
• Financial position risk • Money-laundering risk
• Physical security risk

The Bank is in the process of quantifying these risks using various modelling techniques for effective measurement and management of internal and 
external capital charge, using the best practices in international markets such as Value at Risk (VAR).

Strategic risk
The Bank defines strategic risk as the risk of current or prospective negative impact on the Bank’s earnings or capital from changes in the environment 
the Bank operates in, adverse strategic decisions, improper implementation of decisions, or from lack of responsiveness to changes that take place 
relating to the industry, economy or technology.

Reputation risk
The Bank defines reputation risk as the risk of current or prospective negative impact on the Bank’s earnings or capital arising from damage to the 
Bank’s reputation in the perception of major stakeholders.

Pillar III disclosures
The major highlights of the regulations are:

• Banks must maintain capital adequacy ratio at a minimum of 12%. 

• Banks have to adopt the Standardised Approach for implementing Basel II, using national discretion for: 

 • adopting Option II for bank exposures, 

 • adopting the top three rating agencies as External Credit Assessment Institutions, and

 • defining SME as the maximum aggregate retail exposure limit to one SME or to any group of SMEs not exceeding KD 250,000. 

• Capital adequacy returns must be submitted to the Central Bank of Kuwait on a quarterly basis, not later than 14 days from the end

 of each quarter. 

• The Bank’s external auditors must audit capital adequacy returns.

Under the Framework of Capital Adequacy the Bank must provide timely, accurate, relevant and adequate disclosures of qualitative and quantitative 
information that enables users to assess its activities and risk profile. The following public disclosures are made in line with the requirements of the 
Central Bank of Kuwait under the Revised Framework for Capital Adequacy:

Subsidiaries and significant investments
The Bank has a wholly owned subsidiary company, Ahli Capital Investment Company K.S.C. (Closed). The subsidiary is engaged in investment 
management and advisory activities and comes under the supervision of the Central Bank of Kuwait. 
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Risk
Management (continued)

Capital structure
The capital structure of the Bank consists of Tier I capital (paid-up equity capital and reserves) and Tier II capital, which includes 45% of the fair 
valuation reserves and a general provision of 1.25% of total credit risk weighted assets. There are no innovative or complex capital instruments in 
the capital structure of the Bank.

Capital structure as at 31st December 2009 (KD 000s)

1.  Paid-up share capital/common stock 115,294
2.  Reserves 184,674
3.  Less: Treasury shares (5,949)

Tier I 294,019

45% of asset revaluation reserves 3,806
45% of fair valuation reserves 4,886
General provisions (subject to maximum of 1.25% of total credit risk weighted assets) 23,017

Tier II 31,709

Tier III -
Other deductions from capital -

Total eligible capital after deductions 325,728

Capital adequacy
The Bank uses a prudential building-block approach as the measurement technique to assess capital adequacy for current and future activities, which 
is compared with the consolidated eligible capital. 

The capital management framework of the Bank sets out to define, measure, raise and deploy capital in a coordinated and consistent manner. Its 
objective is to maximise its return on capital and, at the same time, provide for unexpected losses. The Bank manages its capital in an integrated 
manner with the aim of maintaining strong capital ratios and high ratings. This calls for a balanced approach: maintaining capital levels that are 
sufficient to provide a high return to shareholders; meeting the requirements of regulators, rating agencies and other stakeholders (including deposit 
holders ); and supporting future business growth. The cost of capital and its composition in terms of its quality and stability are also considered. 

The Bank reviews the adequacy of its regulatory capital to support its current and future activities on an ongoing basis. In addition, the Bank also 
accesses capital for risks that are not covered under Pillar I of the Standardised Approach. Accordingly, the Bank internally assesses capital for all 
material risks such as credit concentration risk, interest rate risk in the banking book, liquidity risk, legal risk, residual operation risk, strategic risk, 
reputation risk, etc. 

The Bank manages the adequacy of its capital under the following structures:

Capital planning framework
The Bank reviews the adequacy of its regulatory capital to support its current and future activities on an ongoing basis. Strategic business objectives 
and future capital needs are assessed within this framework. The Bank employs capital rationing techniques to allocate capital for each of the 
Bank’s business units in order to optimise returns. The annual budget plan provides an overall direction to individual business units to estimate 
overall growth in assets and its impact on the required regulatory capital. The Bank ensures that capital ratios are maintained above the regulatory 
minimum. Sources of future capital are identified and plans put in place to raise and retain capital, under the terms of the framework. 

The Bank has been able to perform well despite the financial crisis and this has been reflected in relative performance indicators: its performance 
has been favourably assessed by the leading rating agencies. Given its current ratings and sound performance, the Bank is confident of meeting any 
additional capital requirements at competitive pricing to support any need for regulatory capital requirement and maintaining it at optimal levels.

The annual dividend payout is prudently determined and proposed by the Board of Directors, endeavouring to meet shareholder expectations and 
regulatory capital requirements. 
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Capital adequacy framework
This framework links the Bank’s annual budget projections and the capital required to achieve business objectives. The budgeted growth projections 
by divisions are considered in arriving at the projected capital consumption and capital adequacy. Capital adequacy is managed by striking a balance 
between future growth, risk-reward and sources for raising capital. 

Sensitivity analysis
The Bank carries out a sensitivity analysis on the volatility of collateral, fair valuation reserves, possible rating downgrades of guarantors and the 
achievability of profit projections. The Bank’s capital solvency is then assessed and reported to the Board of Directors. 

Composition analysis
The composition of capital in terms of Tiers I, II and III is analysed to ensure capital stability and to reduce volatility in the capital structure. 

Capital adequacy as at 31st December 2009
Required capital

(KD 000s)

1. Claims on public sector entities (PSEs) 519
2. Claims on banks 19,484
3. Claims on corporates 129,979
4. Regulatory retail exposures 25,821
5. Past due exposures 2,987
6. Other exposures 42,175

Total 220,965

Less: General provision in excess of 1.25% risk weighted assets (9,551)

Net credit risk weighted exposure 211,414
Market risk exposure 504
Operational risk exposure 14,958

Grand total 226,876

Capital adequacy ratios:
Tier I 15.55%
Total 17.23%
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Risk management structure and process 
The primary goal of risk management is to ensure that the Bank’s asset and liability profile, its trading positions, and its credit and operational 
activities do not expose it to losses that could threaten its viability. Risk management assists in ensuring that risk exposures do not become excessive, 
relative to the Bank’s capital and financial positions. Policies for hedging and mitigating risk and strategies and processes for monitoring the 
continuing effectiveness of hedges are covered under Significant Accounting Policies in the financial statements. 

Risk management includes the following four elements: Risk Identification, Risk Measurement, Risk Monitoring and Risk Control.

The organisational structure of the Bank’s Risk Management Division is set out below:

To ensure its independence, the Bank’s Risk Management Division reports directly to the Bank’s Deputy Chairman and Managing Director. 

Risk framework and governance
The Bank has set up policies and measures to assess capital adequacy, which have been approved by the Board of Directors. Under these policies 
the Bank assesses its capital against its risk profile (type and level of risk), to ensure its capital is sufficient to support all material risks to which  
it is exposed. 

Risk management is governed by the Risk Policy and Manual approved by the Board. The Policy and Manual are based on the Central Bank of Kuwait 
directives, Basel II guidelines and international best practices in risk management deemed appropriate for the Bank. Through the Policy and Manual 
control processes have been established to align risk taking and risk management across the Bank. The lines of business and support divisions, Risk 
Management Division and the Internal Audit Division comprise the three components that ensure effective compliance with the laid-down control 
processes for risk management in the Bank. The Risk Management Division, with the active support of top management, continuously seeks to instil 
a risk-conscious culture throughout the Bank.

The Bank has established a risk framework that identifies, measures, monitors and reports all relevant material risks. Risks identified include credit, market, 
operational, interest rate, liquidity, strategic and reputation risks. Other material risks that are assessed and managed include credit concentration risk, 
risks in credit risk mitigation, legal risks, interest rate risk in banking book, etc. (Some of these risks may form part of the broad risk categories discussed 
above.) The Risk Management Division ensures that these are measured, monitored and reported for the purpose of mitigation. 

The Bank has made a significant investment in upgrading its already strong risk management framework so as to achieve the Internal Rating Based 
(IRB) approach in measuring and quantifying all material risk including credit, market and operation risk. The ultimate aim is to move towards 
Internal Economic Capital assessment and quantification of all risk. This is likely to make risk measurement more objective, which would comply with 
international best practices in risk management and risk decision making.

Credit decisions are based on risk-based pricing, with RAROC acting as the hurdle rate for credit decision making. Implementation of enhanced 
modelling would also strengthen the portfolio credit risk by quantifying concentration in the credit portfolio and applying diversification strategies 
to manage credit risk at a portfolio level. 

Credit Risk 
Unit

Financial Risk
(Market Risk)

Unit

Operational Risk
Unit

Strategic Risk
Unit

Basel II
Implementation

Unit

Credit Control
Unit

Board of Directors

Deputy Chairman & 
Managing Director

General Manager
Risk Management Division

CEO & Chief General Manager / 
Deputy Chief General Manager

Risk  Committees

24  ABK Annual Report 2009



Risk framework and governance (continued)
In Operational risk this would lead to quantification of operation risk by risk type and business unit through a frequency, severity and impact 
analysis, and drive allocation of operation risk capital across business units. It would also give incentives to better manage operation risk within 
each business unit.

The following Board and management committees manage and control material risks:

Committees 

Board Committees:
• Board Credit Committee
• Board Audit Committee
• Board Remuneration and Compensation Committee

Credit Committees:
• Management Credit Committee
• Corporate Credit Committee
• Non-performing Credit Review Committee
• Retail Management Credit Committee
• Provision Committee

Financial Risk Committees:
• Asset and Liability Management Committee
• Investment Committee
• Funds Supervisory Committee

Operational Risk Committees:
• Risk Committee
• IT Steering Committee
• Pricing and Product Committee

Strategic Risk Committee:
• Strategic Plan Steering Committee

Other Committees:
• MD’s Risk Review Committee
• General Management Committee
• HR Committee
• Purchase Committee

Credit risk 
Credit risk arises from the potential financial loss resulting from customers failing to honour the terms of their contracts. It also includes the risk of 
loss in portfolio value as a result of migration from lower-risk to higher-risk categories. The Bank evaluates both settlement and pre-settlement credit 
risk at the customer level across all products.

Credit risk is the most significant risk the Bank is exposed to, and proactive management ensures the Bank’s long-term success. 

The Bank has a comprehensive due diligence system for approving credit facilities, and well-defined policies for controlling credit risk at the counter-
party, group, economic sector and country levels.

The Bank also has a robust system for borrower risk rating that assesses the risk of corporate borrowers and monitors ratings changes annually. The 
credit portfolio is classified from 1 to 10 – 1 being excellent and 10 being bad. The borrower risk rating model takes into consideration key factors 
such as business trends, management, financials, collaterals, etc., duly weighted to arrive at the rating. 

All corporate and sovereign credit requires independent credit risk review. Wherever group exposure exceeds a stipulated limit, approval of the 
Board Credit Committee is required. Any credit relating to the Board of Directors is approved strictly in accordance with Central Bank of Kuwait 
requirements. Retail credit exposure in excess of a stipulated limit is approved/recommended by the Retail Management Credit Committee. 

Risk Management recommends the Bank’s credit risk appetite in line with the Bank’s strategic objectives. A well-established process exists to ensure 
the allocation of capital for the total credit risk to be assumed by the Bank; sub-allocation of credit risk capital among divisions at portfolio level; 
and for measuring the actual use of capital at portfolio level. Risk Management applies regulatory methods (as prescribed under the BIS II related 
regulations of Central Bank of Kuwait) for allocating capital for credit risk. It also monitors the actual capital consumption by each division.

With regard to credit culture, Risk Management ensures that appropriate policies, guidelines, processes and procedures exist to cover all business 
areas of credit risk. It also ensures the consistent application of credit standards, and the periodic review and updating of credit policies, guidelines 
and procedures.

The policy sets limit criteria for individual exposure, group exposure, economic sector limits and country limits. Business with any counter-party does 
not commence until a credit line has been approved. A strict credit approval process exists, with authority levels delegated to ensure the efficient 
conduct of business. 
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Credit risk (continued) 
Transaction risk is concerned with the credit risk of a single deal/counter-party. Risk Management ensures that credits are granted according to the 
approved standards and that all risks are highlighted in the credit risk review, including policy exceptions. 

Credit facility risk covers analysing and reporting on the nature of on and off-balance sheet counter-party exposure (size, tenor, complexity and 
liquidity), including secured and unsecured credit facilities.

Portfolio risk arises because of high positive correlations between individual credit facilities. This may include:

• concentration of exposure in geographical areas, sectors, groups, counter-parties or rating categories; 
• trend analysis in volume, sectors and concentration; 
• trends in portfolio quality (borrowers’ risk migration, non-performing loans).

The Bank monitors and reports to the Central Bank of Kuwait, on a quarterly basis, statements of all credit concentrations of 5% or more in 
accordance with Central Bank of Kuwait circular dated BSS/101/1995. The Bank monitors and complies with the Central Bank of Kuwait instructions 
that any one customer’s liability (cash limits or exposures, whichever is higher and non-cash liabilities) and of its related parties to the Bank should 
not exceed 15% of the Bank’s capital, as defined in the CBK guidelines under BSS/101/1995. The Bank complies with the guidelines of the Central 
Bank of Kuwait with regard to credit disbursal/regulation to various sectors of the economy. 

In addition to the above the Bank has prudent internal portfolio exposure limits to manage concentration in various sectors. Portfolio exposure analysis 
is done at regular intervals to manage and contain the risk in various sectors. Whenever required, the Bank revises or limits its exposures to manage or 
contain risks. To mitigate risks arising from the financial crisis that gripped the world economy during the year, the Bank proactively reviewed portfolio 
exposures to various transaction types, counter-parties, sectors, banks and countries, and revised exposure limits for managing risk.

Financial risk

Market risk
Market risk is the risk of the adverse impact on the value of assets, liabilities or revenues because of changes in market conditions or movement in 
market rates or prices. Market-sensitive assets and liabilities are generated through loans, investments and deposits associated with the traditional 
banking business, as well as customer and proprietary trading operations. For measuring the market risk in the trading book, all positions are 
marked to market daily and limits are approved and independently monitored. All exposures are independently monitored by Risk Management 
and appropriate limits are approved by the Asset Liability Management Committee (ALCO). The market risk appetite is governed by a range of risk 
metrics, which is governed by various limits within the broad categories of: i) Exposures; ii) Value at Risk; iii) Earnings; and iv) Stress test.

Foreign exchange risk
Foreign exchange risk represents the Bank’s exposures to fluctuations in the values of current holdings and future cash flows denominated in other 
currencies. The types of instruments exposed to this risk include: foreign currency-denominated loans, future cash flows in foreign currencies arising 
from foreign exchange transactions, the Bank’s proprietary positions and customers’ foreign exchange transactions. 

Instruments used to mitigate this risk are foreign exchange spot, forwards, options, etc. These instruments help to insulate the Bank against losses 
that may arise due to significant movements in foreign exchange rates. All foreign exchange exposures are centrally managed by the Bank’s Treasury 
and are daily marked to market. Limits have been assigned with respect to overnight open exposures, stop loss and authorised currencies to monitor 
and control foreign exchange exposures. The Bank also uses VaR and stress scenarios to quantify the foreign exchange risk. The VaR limits are 
monitored independently by Risk Management on a daily basis.
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Financial risk (continued)

Interest rate risk
Interest rate risk faced by the Bank is limited as the majority of loans are re-priced in line with changes in the Central Bank of Kuwait’s Discount 
Rate. However, the pricing of deposits is not linked to the CBK Discount Rate and hence the interest rates on deposits do not get re-priced along 
with the re-pricing of loans. The mismatch that arises as a result gives rise to interest rate risk (basis risk). The other elements in the consolidated 
statement of financial position carrying interest rate risk are Treasury Bills and Bonds, Central Bank of Kuwait Bonds and debt securities in the Bank’s 
investment portfolio. 

The Bank’s overall goal is to manage interest rate sensitivity so that movements in interest rates do not adversely affect the Bank’s net interest 
income. Interest rate risk is measured as the potential volatility in net interest income caused by changes in market interest rates. 

Exposures are quantified using interest rate re-pricing gaps. Earnings at risk limits are monitored and simulations used to estimate the impact of various 
interest rate scenarios on the Bank’s net interest income. These simulations incorporate assumptions of asset and liability re-pricing and maturity 
characteristics. Exposures against limits and simulation analyses are regularly monitored by the Asset Liability Management Committee (ALCO). 

Interest rate risk in the trading book is marked to market daily. The activity is monitored through notional exposure limits, stop loss limits and 
maximum maturity limits. 

The Bank carries out an internal assessment of capital for interest rate risk in the banking book and allocates specific capital for this risk.

The risk appetite for the interest rate risk in the banking book is defined by a range of risk metrics covering: i) Earnings; ii) Capital; and iii) Stress test.

Liquidity risk
Liquidity is the ongoing ability to accommodate liability maturities and deposit withdrawals, fund asset growth and business operations and meet 
contractual obligations through unconstrained access to funding at reasonable market rates.

The Bank’s projected liquidity needs are analysed and optimum alternatives to manage the liquidity risk are recommended. The Division also 
independently reviews and evaluates the Bank’s ability to access liquidity from different sources.

Risk Management identifies liquidity at risk, which is monitored and reported daily. Liquidity management policies and a contingency liquidity plan 
have been established. 

The concentration in deposits is monitored on a regular basis and reviewed by ALCO. 

The Bank has put in place a liquidity risk strategy which clearly determines a risk appetite and also lists down the broad goals to be achieved to 
manage liquidity risk. The risk appetite is again specified as a range of risk metrics consisting of: i) Structural liquidity; ii) Mismatch in assets and 
liabilities; iii) Diversification of deposit base; and iv) Stress test.

Asset liability management risk
Risk Management plays a critical role in assessing the risk embedded in the Bank’s assets and liabilities. It recommends measures to correct any 
imbalances in the financial position structure. 

Risk Management’s role includes assessing overall profitability levels; sources, volatility and concentration of revenues; effectiveness in pricing to 
cover costs and risk; performance relative to the peer group; analysis of projected profitability including the sustainability of income sources; the 
impact of strategic initiatives and the impact of anticipated changes in the operating environment. 

The variability of net interest income in different scenarios is monitored, aiming to maximise net interest income within an acceptable risk appetite. 
Risk Management ensures that a proper fund transfer pricing model is in place, centralising the interest rate risk in the banking book and ensuring 
divisional performance evaluation. 

The Division plays a critical role in analysing and reporting financial position risk. It ensures that the Bank maintains adequate capital and that its 
quality of earnings is acceptable considering the risks undertaken.
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Operational risk 
Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems, or from external events. 
Managing this risk relies on identifying risks that exist within the organisation; the education of Bank employees on the operational risks they 
encounter in the course of their duties; and ensuring that the control framework works effectively.

Identification of operational risk
The Bank identifies and assesses the operational risk in products, activities, processes and systems. It also ensures that associated operational risks 
are properly assessed and mitigated before any new products or services, activities, processes or systems are introduced.

Risk identification is vital to the development of viable operational risk monitoring and control systems. Risk identification considers internal factors 
such as the Bank’s structure, the nature of its activities, the quality of its human resources, organisational changes and employee turnover. It also 
examines external factors such as changes in the industry, major political and economic changes and technological advances. 

Risk mapping
Various business units, organisational functions or process flows are mapped by risk type. This exercise reveals areas of weakness and helps to 
prioritise subsequent management action.

Key risks 
Certain statistics and metrics provide insight into the Bank’s risk position. These indicators are reviewed periodically to alert senior management to 
changes that may signal risk concerns.

Operational Risk Models
The Bank has developed Operational Risk Models (ORMs) that cover key risks identified in the Bank’s important business and support areas. The risks 
highlighted in the ORMs are discussed and mitigated in liaison with the respective business units and are reviewed by the Risk Committee. 

Measurement of operational risk
The Bank is in the process of developing a model to quantify its exposure by systematically tracking and recording the frequency and severity of 
individual error and loss events and other relevant information about them.

Operational error/loss database
The tracking of individual internal event data is a prerequisite to the development and functioning of an operational risk measurement system. 
The Bank’s internal error/loss database captures material activities and exposures from all appropriate sub-systems and geographic locations, and 
quantifies the appropriate capital required. It also tracks individual internal error/loss data (actual loss, potential loss, near misses and attempted 
frauds), mapping these into the relevant business lines. The Bank also collects information about the date of events and recoveries, as well as 
descriptive information about the causes and drivers of the loss events. The loss data events collected are analysed and any deficiencies in the Bank’s 
processes are remedied.

Control and mitigation of operational risk
The Bank has established policies, processes and procedures to control and mitigate material operational risks. It periodically reviews risk limitation 
and control strategies and adjusts the operational risk profile accordingly, using appropriate strategies in light of its overall risk appetite and profile:

•  The Bank ensures that there is appropriate segregation of duties and that personnel are not assigned responsibilities that may create a conflict 
of interest or enable them to conceal losses, errors or inappropriate actions.

•  Policies for managing risks associated with outsourcing activities have been established. Outsourcing arrangements are based on robust contracts 
and service-level agreements that ensure a clear allocation of responsibilities between external service providers and the Bank. 

• The Bank ensures adequate internal audit coverage to verify that operating policies and procedures have been implemented effectively. 

• The Bank has an independent compliance risk unit to monitor compliance with various regulatory and internal guidelines.

• The Bank takes insurance cover to mitigate operational risk. 

• It also ensures that internal practices exist to control operational risk. Examples of these include:

 • maintaining safeguards for access to, and use of, the Bank’s assets and records;

 • ensuring staff have appropriate expertise and training;

 • regularly verifying and reconciling transactions and accounts.

•  The Bank has a Disaster Recovery Plan and a Business Continuity Plan in place. The disaster recovery sites are regularly tested for processing  
transactions from the disaster site. 
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Strategic risk and reputation risk management
The Central Bank of Kuwait and Basel II mandate that all risks applicable to banks must be identified, measured, controlled and reported. Among the 
risks identified by the Basel II Committee are ‘strategic risk’ and ‘reputation risk’. The Basel II Committee Report states that though other risks such as 
strategic risk and reputation risk are not easily measurable, it expects industry to further develop techniques for managing all aspects of these risks. 
The Central Bank of Kuwait has also reiterated this vide Clause 325 of the Rules & Regulations Concerning Capital Adequacy Standard – Basel II. 

The Bank has initiated action for identifying, measuring and monitoring these risks and developing suitable frameworks for the purpose covering 
policy, guidelines, procedures and tools. It has set up a Strategic Risk Unit in the Risk Division with this objective. 

The complex nature and unpredictability of strategic and reputation risk currently makes it difficult to identify such risks and arrive at precise 
quantifiable measures of likely impact for estimating capital requirements. Given the present body of knowledge on managing strategic and reputation 
risks, the Bank’s primary role will be to put in place a framework for identifying, assessing, monitoring and mitigating strategic and reputation risks. 
Accordingly, policies, processes, procedures and tools have been identified by the Bank for managing its strategic and reputation risks. 

These are to be reviewed in the light of experience and future developments in these areas for improvements over time.

Strategic risk
Strategic risk is defined as the risk of current or prospective negative impact on the Bank’s earnings or capital arising from changes in the environment 
the Bank operates in, adverse strategic decisions, improper implementation of decisions, or from lack of responsiveness to changes that take place 
relating to the industry, economy or technology. It is a function of:

• The Bank’s strategic planning process;

• Strategic goals and plans developed to achieve the goals;

• Planning and resources allocated to meet these goals; and

• Quality of implementation and effectiveness of the monitoring framework.

The sources of strategic risk have been identified as:

• Inadequate strategic governance framework;

• Inadequate identification of factors that impact the strategy and/or business plans;

• Insufficient planning and resource allocation process;

• Failure in execution of plans, projects and initiatives; and

• Issues related to environment dynamics – internal and external, including products, services and practices of the Bank.

Strategic failure seldom reflects the effect of a single weakness, but is often the result of two or more, or a combination of factors. 

The Bank seeks to manage its strategic risk through a strategic risk management framework that focuses on:

• Identifying strategic risks and providing guidance on the key elements of strategic risk management;

• Defining the roles and responsibilities of the different entities of the Bank in the strategic risk assessment and management process; and

• Developing a formalised and structured approach to managing strategic risk.

Reputation risk 
Reputation risk is defined as the risk of current or prospective negative impact on the Bank’s earnings or capital arising from damage to the Bank’s 
reputation in the perception of major stakeholders. The major stakeholders are identified as:

• Shareholders;

• Customers;

• Regulators;

• Financial industry;

• Community; and

• Employees.
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Strategic risk and reputation risk management (continued)

Reputation risk (continued)
The Bank seeks to manage its reputation risk through a reputation risk management framework that focuses on:

• Identifying reputation risks;

• Establishing the roles and responsibilities of different entities in the reputation risk assessment and management process; and

• Developing a formalised and structured approach for managing reputation risk.

Credit exposures
The Bank defines past due exposure in line with Central Bank of Kuwait guidelines. Accordingly, a cash facility will be considered irregular under the 
following circumstances:

• If the overdraft account exceeds 10% over the limit continuously;

• If the current account is in debit balance without any authorised limit;

• If the credit facility is not renewed/extended on expiry;

• If the instalment due on the loan has not been repaid on its due date; and/or

• If the interest accrued on the loan has not been settled on its maturity date.

Impaired facilities have been defined in significant accounting policies in the financial statements. In accordance with the Bank’s policy, the Bank 
considers irregular exposures as those which are past due for more than 5 days. The Bank provides specific and general provisions based on Central 
Bank of Kuwait guidelines, as set out below.

Specific provision 
The required minimum specific provision will be computed on the delinquent amount outstanding, based on the number of days of irregularity as 
shown below:

Irregular days Minimum required provisions
Between 91 days and 180 days 20%
Between 181 days and 365 days 50%
Over 365 days 100%

Specific provisions are also made for monitor category accounts, using management judgment and discretion.

General provision
The Bank makes general provision as mandated by Central Bank of Kuwait on all credit facilities to customers, net of certain restricted categories of 
collateral to which Central Bank of Kuwait instructions are applicable. The Bank also makes additional general provisions to cover the general credit 
and market risk inherent in the portfolio.

Provisions are required to cover non-performing loans. To ensure that the credit risk is effectively managed, the Bank has a well established and 
comprehensive credit risk management policy framework covering the entire credit spectrum, to ensure that non-performing loans are minimised.

30  ABK Annual Report 2009



Bank’s Credit Risk Management Policy Framework

The Bank uses Standard & Poor’s, Moody’s and Fitch ratings for the Bank’s sovereign and corporate exposures. The Bank chooses the lower of the 
best two ratings for assigning risk weight to an exposure.

The Bank adopts the following mapping notations to link public issue ratings with comparable assets in the Bank’s book. It uses the long-term rating 
for this mapping. 

The Bank Internal Rating Banks/sovereign: S&P or equivalent
1–4 AAA to A
5–7 BB to BBB
8–10 CCC to D

Gross credit risk exposure (Gross outstanding before any risk mitigation)
Funded

(KD 000s)
Unfunded
 (KD 000s)

Total
(KD 000s)

1. Cash items 11,805 - 11,805
2. Claims on sovereigns 348,027 16,061 364,088
3. Claims on public sector entities (PSEs) 21,616 50 21,666
4. Claims on banks 456,480 310,891 767,371
5. Claims on corporates 1,241,572 515,535 1,757,107
6. Regulatory retail exposures 215,769 18,136 233,905
7. Past due exposures 75,653 4,250 79,903
8. Other exposures 683,513 13,762 697,275

Total 3,054,435 878,685 3,933,120
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Gross credit risk exposure – average balance (Gross outstanding before any risk mitigation)
Funded

(KD 000s)
Unfunded
 (KD 000s)

Total
(KD 000s)

1. Cash items 10,421 - 10,421
2. Claims on sovereigns 357,926 12,939 370,865
3. Claims on public sector entities (PSEs) 33,090 50 33,140
4. Claims on banks 437,616 362,100 799,716
5. Claims on corporates 1,308,621 593,940 1,902,561
6. Regulatory retail exposures 213,237 17,203 230,440
7. Past due exposures 26,861 4,367 31,228
8. Other exposures 689,640 62,518 752,158

Total 3,077,412 1,053,117 4,130,529

Geographic distribution – all exposures

Domestic
 (Kuwait)

(KD 000s)

Other 
Middle East

(KD 000s)
Europe

(KD 000s)
USA

(KD 000s)
Rest of World

(KD 000s)
Total

(KD 000s)

1. Cash items 11,142 663 - - - 11,805
2. Claims on sovereigns 346,388 17,700 - - - 364,088
3. Claims on public sector entities (PSEs) 20,269 1,397 - - - 21,666
4. Claims on banks 82,320 318,772 180,979 26,925 158,335 767,371
5. Claims on corporates 1,497,050 186,091 43,440 23,804 6,722 1,757,107
6. Regulatory retail exposures 231,319 2,586 - - - 233,905
7. Past due exposures 76,500 2,573 830 - - 79,903
8. Other exposures 669,601 26,757 159 - 758 697,275

Total 2,934,589 556,539 225,408 50,729 165,855 3,933,120

Geographic distribution – funded exposures

Domestic
 (Kuwait)

(KD 000s)

Other
Middle East

(KD 000s)
Europe

(KD 000s)
USA

(KD 000s)
Rest of World

(KD 000s)
Total

(KD 000s)

1. Cash items 11,142 663 - - - 11,805
2. Claims on sovereigns 341,798 6,229 - - - 348,027
3. Claims on public sector entities (PSEs) 20,219 1,397 - - - 21,616
4. Claims on banks 82,179 279,155 76,097 9,518 9,531 456,480
5.  Claims on corporates 1,090,341 143,474 7,757 - - 1,241,572
6. Regulatory retail exposures 214,912 857 - - - 215,769
7. Past due exposures 71,465 3,358 830 - - 75,653
8. Other exposures 656,176 26,420 159 - 758 683,513

Total 2,488,232 461,553 84,843 9,518 10,289 3,054,435
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Geographic distribution – unfunded exposures

Domestic
 (Kuwait)

(KD 000s)

Other
Middle East

(KD 000s)
Europe

(KD 000s)
USA

(KD 000s)
Rest of World

(KD 000s)
Total

(KD 000s)

1. Claims on sovereigns 4,589 11,472 - - - 16,061
2.  Claims on public sector entities (PSEs) 50 - - - - 50
3.  Claims on banks 142 39,616 104,882 17,407 148,844 310,891
4.  Claims on corporates 406,709 42,617 35,683 23,804 6,722 515,535
5.  Regulatory retail exposures 16,406 1,730 - - - 18,136
6.  Past due exposures 4,249 1 - - - 4,250
7.  Other exposures 13,424 338 - - - 13,762

Total 445,569 95,774 140,565 41,211 155,566 878,685

Gross credit exposure – residual contractual maturity

Less than 1
 month

(KD 000s)

1 month to
1 year

(KD 000s)

1 year to
5 years

(KD 000s)
Over 5 years

 (KD 000s)
Total

(KD 000s)

1. Cash items 11,805 - - - 11,805
2. Claims on sovereigns 52,867 278,861 32,360 - 364,088
3. Claims on public sector entities (PSEs) 50 - 21,616 - 21,666
4. Claims on banks 432,122 270,328 64,921 - 767,371
5. Claims on corporates 420,101 991,839 338,408 6,759 1,757,107
6. Regulatory retail exposures 11,887 19,604 27,877 174,537 233,905
7. Past due exposures 59,565 4,107 15,233 998 79,903
8. Other exposures 179,994 266,721 216,374 34,186 697,275

Total 1,168,391 1,831,460 716,789 216,480 3,933,120

Impaired credit facilities and provision – by category
NPL

(KD 000s)

Specific
provision
(KD 000s)

 General
 provision
 (KD 000s)

Specific 
provision

 charge
 (KD 000s)

1. Claims on sovereigns 2,436 2,436 - -
2. Claims on banks 19,168 18,338 - 717
3. Claims on corporates 113,822 35,801 100,550 10,725
4. Regulatory retail exposures 5,333 3,897 2,060 1,823

Total 140,759 60,472 102,610 13,265

33



Risk
Management (continued)

Impaired credit facilities and provision – by geographic area
NPL

(KD 000s)

Specific
provision

 (KD 000s)

General
provision

 (KD 000s)

Domestic (Kuwait) 84,085 22,754 100,722
Other Middle East 54,119 35,993 1,671
Europe 824 824 184
Rest of World 1,731 901 33

Total 140,759 60,472 102,610

Movement in provisions for credit facilities impairment

Funded
specific

 (KD 000s)

Funded
general 

(KD 000s)

Unfunded
 specific

 (KD 000s)

Unfunded
 general

 (KD 000s)
 Total

KD 000s)

Provisions as on 1 January 2009 45,309 71,142 4,839 11,150 132,440
Exchange difference 1,073 - - - 1,073
Amounts written off during the year (4,014) - - - (4,014)
Recoveries 1,501 - - - 1,501
Charge for the year 10,776 21,398 988 (1,080) 32,082

Provisions as on 31 December 2009 54,645 92,540 5,827 10,070 163,082

 Risk-weighted exposure post risk mitigation and credit conversion
Rated

(KD 000s)
Unrated

 (KD 000s)
Total

 (KD 000s)

1. Claims on public sector entities (PSEs) 4,323 - 4,323
2. Claims on banks 159,624 2,746 162,370
3. Claims on corporates 7,271 1,075,890 1,083,161
4. Regulatory retail exposures - 215,178 215,178
5. Past due exposures - 24,888 24,888
6. Other exposures - 351,456 351,456

Total 171,218 1,670,158 1,841,376

Collateralised credit exposure with eligible collateral

Gross credit
exposure

 (KD 000s)

Collateralised
exposure 
(KD 000s)

Financial
collaterals 
(KD 000s)

Bank 
guarantees

 (KD 000s)
Real estate
 (KD 000s)

1. Cash items 11,805 - - - -
2. Claims on sovereigns 364,088 - - - -
3. Claims on public sector entities (PSEs) 21,666 - - - -
4. Claims on banks 767,371 5,364 2,682 - -
5. Claims on corporates 1,757,107 768,158 308,644 27,097 84,512
6. Regulatory retail exposures 233,905 16,491 7,875 31 91
7. Past due exposures 79,903 72,332 12,606 - 30,089
8. Other exposures 697,275 558,236 165,220 - 251,312

Total 3,933,120 1,420,581 497,027 27,128 366,004
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Credit risk exposure after CRM and credit conversion factor

Before
CRM

(KD 000s)
CRM

(KD 000s)
Net exposure

 (KD 000s)

1. Cash items 11,805 - 11,805
2. Claims on sovereigns – rated 348,191 - 348,191
3. Claims on public sector entities (PSEs) 21,641 - 21,641
4. a) Claims on banks – rated 568,326 (2,682) 565,644
 b) Claims on banks – unrated 5,583 - 5,583
5. Claims on corporates 1,511,228 (420,253) 1,090,975
6. Regulatory retail exposures 225,279 (7,997) 217,282
7. Past due exposures 77,718 (42,695) 35,023
8. Other exposures 696,335 (416,532) 279,803

Total 3,466,106 (890,159) 2,575,947

Credit risk mitigation
The policies and processes for on and off-balance sheet netting (and the extent to which the Bank makes use of them); policies and processes for 
collateral valuation and management; and a description of the main types of collateral taken are described below.

Credit risk mitigation (CRM) encompasses collateral management, credit guarantee and netting arrangements. Netting techniques are not currently 
employed as a CRM technique.

However, the Bank has in place a system of collateral valuation and management. All equity and cash collateral is valued daily for the collateral 
coverage determination. To manage the concentration risk of equity collateral, the Bank has a stipulated percentage of paid-up capital of the 
company as the maximum that can be accepted as collateral.

To manage the quality of equity collateral, the equity shares have been graded in four groups based on the liquidity and financial strength of the 
equity, with Group I representing high quality. The required collateral coverage increases from Group I to Group IV. 

In respect of real estate collateral, two valuations are obtained if the value of collateral exceeds a stipulated level and the lower valuation is used. The 
Bank also has a policy requirement to obtain an insurance policy on real estate collateral (other than land) where the policy is assigned in the Bank’s 
favour. Real estate collateral is valued each year.

The Bank normally accepts the following types of collateral: 

• Equity shares and funds
• Cash margins and fixed deposits
• Real estate comprising income-producing and non income-producing assets. The Bank accepts guarantees of individuals, corporates and
 banks and has a system of assessment of their creditworthiness and the assignment of risk grades. 

Market risk for trading portfolio, foreign exchange and commodities exposures
The Bank uses a standardised approach for measuring the market risk of its portfolio consisting of Fx, equity and derivative instruments.

Capital requirements for market risk exposures
Required capital

 (KD 000s)

1. Equities position risk 292
2. Foreign exchange risk 212

Minimum capital required for market risk 504
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Risk
Management (continued)

Operational risk
The Bank uses a standardised approach to measure operational risk. The profit for each business line is determined using the transfer pricing 
methodology followed by the Bank. The mapping policy provides detailed guidelines on the mapping of business income into eight standard 
business lines. 

The Bank’s mapping policy has been approved by the Board of Directors.

Capital requirements for operational risk
Required capital 

(KD 000s)

Trading and sales 477
Commercial banking  11,737 

Retail banking  2,629 

Asset management  115 

Minimum capital required for operational risk  14,958 

Equity position in the banking book
At the time of making any investment the Bank decides whether it is a strategic investment or an investment made to realise a capital gain. This 
decision is taken based on a number of factors such as the percentage of the investment, directors and strategic advantage to the Bank. 

The Bank’s holdings of listed equity are valued based on the closing bid price. For unquoted shares the valuation conforms to IAS 39 requirements. 
All investments require the approval of the Investment Committee or the Board Credit Committee, depending on the amount of exposure. The 
accounting techniques and valuation methodologies used, including key assumptions used in the valuation, are disclosed in the significant accounting 
policies note to the financial statements. The types and nature of investments classified as publicly traded and privately held are disclosed in note 6 
of the consolidated financial statements. 

Equity risk is monitored by specifying the maximum asset allocation as a percentage of loans and advances. The Bank has also put in place sector, 
market and stop loss limits. 

Comprehensive due diligence is carried out for unlisted equities. A maximum portfolio limit is established for unlisted equity exposure. Each 
month a comprehensive portfolio report is presented to the Board Credit Committee on the performance of the equity investment portfolio and its 
compliance with the various limits laid down in the Bank’s Investment Policy. 

Total value of investments disclosed in the consolidated statement of finanical position
Total

(KD 000s)
Quoted

(KD 000s)
Unquoted
(KD 000s)

Investment securities  107,627  70,755  36,872 

Total Investment gains
Total

(KD 000s)

Realised gains recorded in consolidated income statement of the year 957

Unrealised gains recorded in consolidated statement of comprehensive income 10,858

45% of the above included in Tier II Capital 4,886

Capital requirement for the investments

Capital
requirement

 (KD 000s)

Investment securities – available for sale 9,787
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Interest rate risk in the banking book (IRRBB)
The nature of IRRBB, key assumptions and frequency of IRRBB measurement are set out below.

Interest rate risk is limited as a majority of KD loans are re-priced with any change in the Central Bank of Kuwait’s Discount Rate. However, the pricing 
of deposits is not linked to the CBK Discount Rate and hence the interest rates on deposits do not get repriced along with the repricing of loans. 
The mismatch that arises as a result gives rise to interest rate risk (basis risk). The other elements in the consolidated statement of financial position 
carrying interest rate risk are Treasury Bonds, Central Bank of Kuwait Bonds and debt securities in the investment portfolio.

Deposits are re-priced based on their final maturity or, if linked to a floating rate index, on the re-pricing date. Deposits that are insensitive to 
interest rate movements are categorised separately. The earnings at risk are calculated based on interest rate re-pricing gaps. Simulation analysis is 
also conducted under different interest rate scenarios. The impact is quantified at regular intervals. Exposures against limits and simulation analysis 
are regularly monitored by the Asset and Liability Management Committee (ALCO). The Bank hedges the interest rate risk in the banking book, 
where appropriate, by using derivative instruments such as interest rate swaps, etc. Hedging is done in the same currency and covers the period of 
the underlying transaction.

Interest rate risk in banking book (IRRBB) (KD 000s)

1 bp sensitivity in KD book (23)

1 bp sensitivity in USD book 3

The Bank recognises the need to be transparent. It has made maximum public disclosure to enable stakeholders to assess the risk profile of the Bank; 
to assess the risk measurement and management techniques used; and to make informed decisions when dealing with the Bank. The Bank has 
detailed a comprehensive risk framework in compliance with the BIS II accord and identified key risks – detailing the measurement and monitoring 
techniques under each risk area.
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Directors’ 
Report

Statement of Income
The financial crisis and turmoil which adversely affected the world and regional economies during 2008 continued to impact the banking 
business during 2009. In this period and despite challenging market conditions our Bank achieved a net profit KD 39.2 million after precautionary 
provisions charge. The Earnings per Share amounted to 34 fils, and the Return on Assets (ROA) and Return on Equity (ROE) were 1.31% and  
12.19% respectively. 

Notwithstanding these difficult conditions the Bank, employing prudent interest rate management strategies managed to increase its net interest 
income by 19.4% to KD 81.8 million. Fees and commission income and net gains from dealing in foreign currencies decreased from 2008 levels to 
KD 23.9 million due to slowdown in local and regional economies.

Operating expenses were well contained at KD 30.5 million, costs incurred mainly towards staff costs, premises and IT expenses as we continued to 
invest in expanding our infrastructure and resources to improve our customer service capability and maintain our competitive position. 

Balance Sheet
The total assets of the Bank at the end of 2009 amounted to KD 2.97 billion compared to KD 3.03 billion in 2008. Loans and advances decreased 
to KD 2.02 billion from KD 2.12 billion in 2008. The non-performing loans portfolio at the end of 2009 amounted to KD 130.3 million compared 
KD 55.6 million in 2008 including fully provided pre invasion debts of KD 37.9 million compared to KD 36.9 million in 2008. The non-performing 
loans are adequately collateralized and given the market conditions are at reasonable levels. The Bank’s overall cost of funds improved by sourcing 
cheaper customer and institutional deposits.

The Bank has been compliant with all Central Bank of Kuwait regulatory ratios during 2009.

Appropriations and Distributions
The net profit is appropriated as follows:

1. KD 4.12 million transferred to statutory reserve as per Commercial Companies Law of Kuwait.

2. KD 4.12 million transferred to general reserve.

3. The balance of KD 30.93 million transferred to retained earnings.

The Board of Directors have recommended a cash dividend of 15 fils per share amounting to KD 17.15 million as distribution of profit to shareholders 
from retained earnings subject to the approval of the shareholders at the Annual General Meeting.
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Auditors’ Report  
to the Shareholders

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF AL AHLI BANK OF KUWAIT K.S.C.
We have audited the accompanying consolidated financial statements of Al Ahli Bank of Kuwait K.S.C. (the Bank) and its Subsidiary (collectively “the 
Group”), which comprise the consolidated financial position as at 31 December 2009 and the consolidated income statement, consolidated statement 
of comprehensive income, consolidated statement of changes in shareholders equity and consolidated statement of cash flow for the year then ended, 
and a summary of significant accounting policies and other explanatory notes.      

Management’s Responsibility for the Financial Statements
The Bank’s management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International 
Financial Reporting Standards as adopted for use by the State of Kuwait.  This responsibility includes: designing, implementing and maintaining internal 
controls relevant to the preparation and fair presentation of consolidated 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 conducted 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 consolidated financial statements.  The 
procedures selected depend on the auditors’ judgement, 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 consider internal controls relevant to the entity’s preparation 
and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate for the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  An audit also includes evaluating the appropriateness 
of accounting policies used and the reasonableness of accounting estimates made by the Bank’s management, as well as evaluating the overall 
presentation of the consolidated financial statements.     

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 2009, 
and of its financial performance and its cash flows for the year then ended in accordance 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 account 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 all the information and explanations that we required for the purpose of our audit and that the consolidated financial statements 
incorporate all information that is required by the Capital Adequacy Regulations issued by Central Bank of Kuwait as stipulated in CBK Circular number 
2/BS/184/2005 dated 21 December 2005, as amended, Commercial Companies Law of 1960, as amended, and by the Bank’s Articles of Association, 
that an inventory was duly carried out and that, to the best of our knowledge and belief, no violations of Capital Adequacy Regulations issued by Central 
Bank of Kuwait as stipulated in CBK Circular number 2/BS/184/2005 dated 21 December 2005, as amended, Commercial Companies Law of 1960, 
as amended, nor of the Articles of Association have occurred during the year ended 31 December 2009 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 organisation of banking business, and its related regulations during the year 
ended 31 December 2009.

WALEED A. AL OSAIMI 
LICENCE NO. 68 A 
OF ERNST & YOUNG

6 February 2010
Kuwait

BADER A. AL WAZZAN  
LICENCE NO. 62 A  
PRICEWATERHOUSECOOPERS
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Consolidated Statement of 
Financial Position
31 December 2009

Notes
2009

(KD 000s)
2008

(KD 000s)

ASSETS
Cash and balances with banks 3 445,594 378,897
Kuwait Government treasury bonds 4 206,415 291,020
Central Bank of Kuwait bonds 4 121,709 9,999
Loans and advances 5 2,023,694 2,129,103
Investment securities 6 109,455 159,273
Other assets 7 27,335 34,845
Premises and equipment 31,786 33,822

TOTAL ASSETS 2,965,988 3,036,959

LIABILITIES AND SHAREHOLDERS’ EQUITY

LIABILITIES
Due to banks and other financial institutions 740,313 648,567
Customers’ deposits 8 1,837,673 1,991,676
Other liabilities 9 57,516 84,304

TOTAL LIABILITIES 2,635,502 2,724,547

SHAREHOLDERS’ EQUITY
Share capital 10 115,294 109,804
Share premium 10 36,838 36,838
Proposed bonus shares 10 - 5,490
Treasury shares 10 (5,949) (3,140)
Reserves 10 167,151 141,536
Proposed dividend 10 17,152 21,884

TOTAL SHAREHOLDERS’ EQUITY 330,486 312,412

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 2,965,988 3,036,959

Ahmed Yousuf Behbehani
Chairman

Ali Hilal Al Mutairi
Deputy Chairman and Managing Director

Colin Plowman
Chief General Manager and 
Chief Executive Officer

The attached notes 1 to 24 form part of these consolidated financial statements.
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Consolidated  
Income Statement
Year ended 31 December 2009

Notes
2009

(KD 000s)
2008

(KD 000s)

Interest income 11 138,227 185,341
Interest expense 12 (56,453) (116,869)

NET INTEREST INCOME 81,774 68,472

Net fees and commission income 13 20,296 24,493
Net foreign exchange gain 3,650 5,073
Net gain on investment securities 1,150 2,139
Dividend income 2,012 6,590
Gain on sale of freehold land 14 - 4,797
Other income 1,514 1,438

OPERATING INCOME 110,396 113,002

Staff expenses 19,943 18,393
Depreciation 1,764 1,238
Other operating expenses 8,816 9,302

OPERATING ExPENSES 30,523 28,933

OPERATING PROFIT FOR THE YEAR BEFORE PROVISIONS / IMPAIRMENT LOSSES 79,873 84,069
Provisions / impairment losses 15 (37,498) (34,702)

PROFIT FOR THE YEAR AFTER PROVISIONS / IMPAIRMENT LOSSES 42,375 49,367

Directors’ fees (220) (255)
Taxation 16 (2,981) (3,076)

NET PROFIT FOR THE YEAR 39,174 46,036

BASIC AND DILUTED EARNINGS PER SHARE 17  34 fils  40 fils

The attached notes 1 to 24 form part of these consolidated financial statements.
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Consolidated Statement of  
Comprehensive Income
Year ended 31 December 2009

2009
(KD 000s)

2008
(KD 000s)

NET PROFIT FOR THE YEAR 39,174 46,036

Other comprehensive income (expense)

Effect of changes in fair values of investments available for sale 2,213 (41,512)
Net loss on sale / impairment losses on investments available for sale 4,459 21,139
Revaluation of freehold land (3,016) 11,473
Exchange difference on translation of foreign operations (84) 82

Other comprehensive income (expense) for the year 3,572 (8,818)

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 42,746 37,218

The attached notes 1 to 24 form part of these consolidated financial statements.
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Consolidated  
Cash Flow Statement 
Year ended 31 December 2009

Notes
2009

(KD 000s)
2008

(KD 000s)

OPERATING ACTIVITIES
Net profit for the year 39,174 46,036
Adjustments for:
Net gain on sale of investments available for sale (957) (5,436)
Dividend income (2,012) (6,590)
Gain on sale of freehold land 14 - (4,797)
Depreciation 1,764 1,238
Provisions / impairment losses 15 37,498 34,702

Operating profit before changes in operating assets and liabilities 75,467 65,153

Changes in operating assets and liabilities:
Deposits with banks (64,381) 141,616
Kuwait Government treasury bonds 84,605 (101,694)
Central Bank of Kuwait bonds (111,710) 59,728
Loans and advances 73,235 (274,304)
Investments at fair value through profit or loss 1,904 19,292
Other assets 7,510 (5,499)
Due to banks and other financial institutions 91,746 313,166
Customers’ deposits (154,003) (216,322)
Certificates of deposits - (22,436)
Other liabilities (26,696) 7,504

Net cash used in operating activities (22,323) (13,796)

INVESTING ACTIVITIES
Purchase of investments available for sale (13,322) (61,890)
Proceeds from sale of investments available for sale 63,449 46,908
Net (purchase) sale of premises and equipment (2,744) 2,824
Dividend income received 2,012 6,590

Net cash from (used in) investing activities 49,395 (5,568)

FINANCING ACTIVITIES
Dividend paid (21,863) (45,130)
Purchase of treasury shares (2,809) (4,797)
Sale of treasury shares - 6,027

Net cash used in financing activities (24,672) (43,900)

Foreign currency translation difference (84) 82

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 2,316 (63,182)

CASH AND CASH EQUIVALENTS AT 1 JANUARY 262,828 326,010

CASH AND CASH EQUIVALENTS AT 31 DECEMBER 265,144 262,828

Cash and cash equivalents comprise:
Cash and balances with banks 36,895 105,859
Deposits with banks maturing within thirty days 228,249 156,969

265,144 262,828

The attached notes 1 to 24 form part of these consolidated financial statements.
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Notes to the Consolidated 
Financial Statements
31 December 2009

1 INCORPORATION AND REGISTRATION
Al Ahli Bank of Kuwait K.S.C. (“the Bank”) is a public shareholding company incorporated in Kuwait on 23 May 1967 and is registered as a Bank 
with the Central Bank of Kuwait. Its registered office is at Al Safat Square, Ahmed Al Jaber Street, Kuwait City. It is engaged in banking, primarily in 
Kuwait, and in the United Arab Emirates. 

The Bank has a wholly owned subsidiary, Ahli Capital Investment Company K.S.C. (Closed) (“the Subsidiary”). The Subsidiary is engaged in investment 
management and advisory activities and is under the supervision of the Central Bank of Kuwait.

These consolidated financial statements of the Bank and its Subsidiary (collectively “the Group”) were approved for issue by the Bank’s Board of 
Directors on 6 February 2010. The annual general assembly of the shareholders has the power to amend these consolidated financial statements 
after issuance.

2 SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation
The consolidated financial statements are prepared under the historical cost convention as modified by the revaluation of “investment securities”, 
“freehold land” and “derivative financial instruments”.

The consolidated financial statements have been presented in Kuwaiti Dinars, which is the Bank’s functional currency, rounded to the nearest 
thousand except when otherwise stated.

Statement of compliance
The consolidated financial statements of the Group have been prepared in accordance with International Financial Reporting Standards (IFRS) as 
adopted for use by the State of Kuwait for financial services institutions regulated by the Central Bank of Kuwait (CBK). These regulations require 
adoption of all IFRS except for the IAS 39 requirement for collective provision, which has been replaced by the CBK’s requirement for a minimum 
general provision as described under the accounting policy for impairment of financial assets.

Changes in accounting policies
The accounting policies are consistent with those used in the previous year, except for the adoption of amendments to IAS 1, IFRS 7 and IFRS 8. The 
following are the major changes:

IAS 1 ‘Presentation of Financial Statements’ (Revised):
The revised standard separates owner and non-owner changes in shareholders’ equity. The statement of changes in shareholders’ equity includes 
only details of transactions with owners, with non-owner changes in shareholders’ equity presented as a single line. In addition, the standard 
introduces the statement of comprehensive income: it presents all items of recognised income and expense, either in one single statement, or in two 
linked statements. The Group has elected to present two linked statements.

Amendments to IFRS 7 ‘Improving Disclosures about Financial Instruments’:
Amendments to IFRS 7, issued in March 2009, require enhanced disclosure about fair value measurements and liquidity risk of derivatives.

IFRS 8 ‘Operating segments’:
The standard requires disclosure of information about the Group’s operating segments and replaces the requirement to determine primary (business) 
and secondary (geographical) reporting segments of the Group. Adoption of this standard did not have any effect on the financial position or 
performance of the Group. The Group determined that the operating segments were the same as the business segments previously identified under 
IAS 14 ‘Segment reporting’.

The following International Accounting Standard Board (IASB) Standard and International Financial Reporting Interpretation Committee (IFRIC) 
Interpretation have been issued but are not yet effective and have not been early adopted by the Group:

IFRS 9 ‘Financial Instruments’:
The standard was issued in November 2009 and becomes effective for annual periods beginning on or after 1 January 2013. IFRS 9 improves the 
ability of the users of the financial statement to assess the amount, timing and uncertainty of future cash flows of the entity by replacing the many 
financial instrument classification categories and associated impairment methods.
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Notes to the Consolidated  
Financial Statements
31 December 2009

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Changes in accounting policies (continued)

IAS 24 (revised) “Related party disclosures”
The revised standard was issued in November 2009 and becomes effective for annual periods beginning on or after 1 January 2011. The revised 
standard simplifies the definition of a related party and provides a partial exemption from the disclosure requirements for government-related entities.

The application of IFRS 9 will result in amendments and additional disclosures relating to financial instruments and associated risks. The application 
of IAS 24 (revised) is not expected to have a material impact on the consolidated financial statements of the Group.

Basis of consolidation
The consolidated financial statements comprise the financial statements of the Bank and it’s Subsidiary. The financial statement of the Subsidiary is 
prepared for the same reporting year as the Bank using consistent accounting policies.

Subsidiaries are all entities that are controlled by the Group. Control exists when the Group has the power, directly or indirectly, to govern the 
financial and operating policies of the entity generally accompanying a shareholding of more than one half of the voting rights. Subsidiaries are 
consolidated from the date on which the Group obtains control and continue to be consolidated until the date that such control ceases.

All material intra-group balances and transactions, including material unrealised gains and losses arising on intra-group transactions are eliminated 
on consolidation.

Financial Instruments

Classification of financial instruments
The Group classifies financial instruments as “loans and receivables”, “investment securities” and “financial liabilities other than at fair value through 
profit or loss”. Investment securities comprise of “investments at fair value through profit or loss” and “investments available for sale”. Management 
determines the appropriate classification of each instrument at the time of acquisition.

Recognition/de-recognition
A financial asset or a financial liability is recognised when the Group becomes a party to the contractual provisions of the instrument. All regular way 
purchase and sale of financial assets are recognised using settlement date accounting. Changes in fair value between the trade date and settlement 
date are recognised in the consolidated income statement or in other comprehensive income in accordance with the policy applicable to the related 
instrument. 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. 

A financial asset (in whole or in part) is derecognised either when: 

•	 the	contractual	rights	to	receive	the	cash	flows	from	the	asset	have	expired;	or

•	 	the	Group	retains	the	right	to	receive	cash	flows	from	the	assets	but	has	assumed	an	obligation	to	pay	them	in	full	without	material	delay	to	a	
third party under a ‘pass through’ arrangement; or

•	 the	Group	has	transferred	its	rights	to	receive	cash	flows	from	the	asset	and	either	

 • has transferred substantially all the risks and rewards of the asset, or 

 • has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of the asset. 

Where the Group has transferred its right to receive cash flows from an asset and has neither transferred nor retained substantially all the risks and 
rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of the Group’s continuing involvement in the asset. 

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the original carrying amount of 
the asset and the maximum amount of consideration that the bank would be required to pay.

A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or expired.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Measurement
All financial assets or financial liabilities are initially measured at fair value. Transaction costs are added to the cost on all financial instruments except 
on financial assets classified as investments at fair value through profit or loss. Transaction costs on financial assets classified as investments at fair 
value through profit or loss are recognised in the consolidated income statement.

Loans and receivables
These are non-derivative financial assets having fixed or determinable payments that are not quoted in an active market. These are subsequently 
measured at amortised cost using the effective yield method adjusted for effective fair value hedges less any provision for impairment. Amortised 
cost is calculated by taking into account any discount or premium on acquisition and fees and costs that are an integral part of the effective interest 
rate. The amortisation is included in “Interest income” in the consolidated income statement. The losses arising from impairment are recognised in 
the consolidated income statement under “Provisions / impairment losses”.

Cash and balances with banks, Kuwait Government treasury bonds, Central Bank of Kuwait bonds, loans and advances and certain other assets are 
classified as “loans and receivables”.

Investments at fair value through profit or loss
This category has two sub-categories: investments held for trading, and those designated at fair value through profit or loss at inception.  
A financial asset is classified as held for trading if is acquired principally for the purpose of selling or repurchasing in the near term. Financial assets 
are designated at fair value through profit or loss in accordance with a documented investment strategy and reported to key management personnel 
on that basis. These are subsequently measured at fair value and any resultant gains or losses are recognised in the consolidated income statement. 
The Group has not designated any financial assets as ‘those designated at fair value through profit or loss at inception’ upon initial recognition.

Investments available for sale 
These are non-derivative financial assets principally acquired to be held for an indefinite period of time that may be sold in response to needs for 
liquidity or changes in interest rates, exchange rates or equity prices. These are subsequently measured at fair value and any resultant gains or losses 
are recognised through other comprehensive income. When the asset is disposed of, or impaired, the related accumulated fair value adjustments 
are transferred to the consolidated income statement as gains or losses.

Financial liabilities other than at fair value through profit or loss
These are subsequently measured at amortised cost using the effective yield method. Amortised cost is calculated by taking into account any 
discount or premium on the issue and costs that are an integral part of the effective interest rate. Due to banks and other financial institutions, 
customer deposits and other liabilities are classified as “financial liabilities other than at fair value through profit or loss”.

Derivative financial instruments and hedging
Derivatives include interest rate swaps, credit default swaps, forward foreign exchange contracts and currency options. Derivatives are recorded 
at fair value. Derivatives with positive fair values (unrealised gains) are included in other assets and derivatives with negative fair values (unrealised 
losses) are included in other liabilities in the consolidated statement of financial position. For hedges, which do not qualify for hedge accounting 
and for “held for trading” derivatives, any gains or losses arising from changes in the fair value of derivatives are taken directly to the consolidated 
income statement.

The Group makes use of derivative financial instruments to manage exposures to interest rate, foreign currency and credit risks. Certain derivatives 
embedded in other financial instruments are treated as separate derivatives when their economic characteristics and risks are not closely related to 
those of the host contract and the host contract is not carried at fair value through profit or loss.  These embedded derivatives are measured at fair 
value with the changes in fair value recognised in the consolidated income statement. 

In order to manage particular risks, the Group applies hedge accounting for transactions, which meet the specified criteria. At inception of the hedge 
relationship, the Group formally documents the relationship between the hedged item and the hedging instrument, including the nature of the risk, 
the objective and strategy for undertaking the hedge and the method that will be used to assess the effectiveness of the hedging relationship.

Also at the inception of the hedge relationship, a formal assessment is undertaken to ensure that the hedging instrument is expected to be highly 
effective in offsetting the designated risk in the hedged item. Hedges are formally assessed at each reporting date. A hedge is regarded as highly 
effective if the changes in fair value or cash flows attributable to the hedged risk during the period for which the hedge is designated are expected 
to offset in a range of 80 per cent to 125 per cent.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Measurement (continued)
For the purposes of hedge accounting, hedges are classified into two categories: (a) fair value hedges which hedge the exposure to changes in the 
fair value of a recognised asset or liability; and (b) cash flow hedges, which hedge exposure to variability in cash flows that is either attributable to 
a particular risk associated with a recognised asset or liability or a highly probable forecast transaction.

Fair value hedge
In relation to fair value hedges, which meet the conditions for hedge accounting, any unrealised gain or loss from re-measuring the hedging 
instrument to fair value is recognised in ‘Other assets’ or ‘Other liabilities’ and in the consolidated income statement. Any gain or loss on the hedged 
item attributable to the hedged risk is adjusted against the carrying value of the hedged item and recognised in the consolidated income statement.

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets the criteria for hedge accounting, the 
hedge relationship is terminated. For hedged items recorded at amortised cost, using the effective interest rate method, the difference between the 
carrying value of the hedged item on termination and the face value is amortised over the remaining term of the original hedge. If the hedged item 
is derecognised, the unamortised fair value adjustment is recognised immediately in the consolidated income statement.

Cash flow hedge
When a derivative is designated as the hedging instrument in a hedge of the variability in cash flows attributable to a particular risk associated with 
a recognised asset or liability or a highly probable forecast transaction that could affect profit or loss, the effective portion of changes in the fair 
value of the derivative is recognised directly in consolidated statement of comprehensive income. The amount recognised in consolidated statement 
of comprehensive income is removed and included in the consolidated income statement in the same period as the hedged cash flows affect profit 
or loss under the same income statement line item as the hedged item. Any ineffective portion of changes in the fair value of the derivative is 
recognised immediately in the consolidated income statement.

If the derivative expires or is sold, terminated, or exercised, or no longer meets the criteria for cash flow hedge accounting, or the designation is 
revoked, then hedge accounting is prospectively discontinued and the amount recognised in consolidated statement of comprehensive income 
remains in consolidated statement of comprehensive income until the forecast transaction affects profit or loss. If the forecast transaction is no 
longer expected to occur, then the balance in the consolidated statement of comprehensive income is recognised immediately in the consolidated 
income statement.

Financial guarantees
In the ordinary course of business, the Group gives financial guarantees, consisting of letters of credit, guarantees and acceptances. Financial 
guarantees are initially recognized in the consolidated financial statements at fair value, being the premium received, in other liabilities. The 
premium received is recognized in the consolidated income statement in ‘net fees and commission income’ on a straight-line basis over the life of 
the guarantee. The guarantee liability is subsequently measured as a higher of the amount initially recognised less amortisation or the value of any 
financial obligation that may arise therefrom.

Offsetting 
Financial assets and liabilities are offset when the Group has a legally enforceable right to offset and intends to settle either on a net basis or to realise 
the asset and settle the liability simultaneously.

Fair values 
Fair values for financial instruments traded in active markets are based on closing bid prices. For all other financial instruments, the fair value is 
determined by using appropriate valuation techniques. Valuation techniques include the fair value derived from recent arm’s length transaction, 
comparison to similar instruments for which market observable prices exist, discounted cash flow method or other relevant valuation techniques 
commonly used by market participants. For investments in equity instruments, where a reasonable estimate of fair value cannot be determined, the 
investment is carried at cost.

The fair value of financial instruments carried at amortised cost is estimated by discounting the future contractual cash flows at the current market 
interest rates for similar financial instruments.

The fair value of a derivative financial instrument is the equivalent of the unrealised gain or loss from marking to market the derivative financial 
instrument, using prevailing market rates or internal pricing models.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Instruments (continued)

Impairment of financial assets
The Group assesses at each statement of financial position date whether there is any objective evidence that an individually significant financial 
asset or a group of financial assets is impaired. A financial asset or a group of financial assets are impaired if and only if, there is objective evidence 
of impairment as a result of one or more loss events that has occurred after the initial recognition of the financial asset and that the loss event has 
an impact on the estimated future cash flows of the financial asset or the group of financial assets. For the purpose of assessing impairment, the 
financial assets are grouped at the lowest levels for which there are separately identifiable cash flows. 

For loans and receivables, if there is objective evidence of impairment loss, the financial asset is written down to its recoverable amount. For loans 
and receivables with fixed interest rates, the recoverable amount is the present value of expected future cash flows discounted at the original effective 
interest rate and for loans and receivables with variable interest rates, the recoverable amount is discounted at the current effective interest rate as 
determined under the contract. Future cash flow includes amounts recoverable from guarantees and collateral. Financial guarantees and letters of 
credit are assessed and provision made in a similar manner as for loans and receivables. The carrying amount of the asset is reduced through the 
use of a provision account and the amount of impairment loss is recognised in the consolidated income statement. Loans and receivables together 
with the associated provision account are written off when there is no realistic prospect of future recovery and all collateral has been realised or has 
been transferred to the Group.

If in a subsequent year, the amount of the estimated impairment loss increases or decreases because of an event occurring after the impairment was 
recognised, the previously recognised impairment loss is increased or reduced by adjusting the provision account. If a write off is later recovered, the 
recovery is recognised in the consolidated income statement.

For available for sale equity investments, the Group assess on each statement of financial position date whether there is objective evidence that an 
investment or a group of investments is impaired. When there is evidence of impairment, the cumulative loss, measured as the difference between 
the acquisition cost and the current fair value less any impairment loss on that investment previously recognised in the consolidated income 
statement, is transferred from other comprehensive income and recognised in the consolidated income statement. Impairment losses on equity 
investments are not reversed through the consolidated income statement; increases in their fair value after impairment are recognised directly in 
other comprehensive income.

For available for sale debt investments, the Group assess the instruments at an individual level to determine whether any objective evidence for 
impairment exists. When there is objective evidence of impairment, the amount of loss is measured as the difference between the instrument’s 
carrying value and the present value of the future cash flows. Interest continues to be accrued at the original effective interest rate on the reduced 
carrying amount of the asset and is recorded as part of ‘Interest income’. If in a subsequent year, the fair value of a debt investment increases and 
the increase can be objectively related to an event occurring after the impairment loss was recognised in the consolidated income statement, the 
impairment loss is reversed through the consolidated income statement.

Central Bank of Kuwait directives require the Group to maintain a minimum general provision on regular cash and non cash credit facilities, net of 
certain restricted categories of collateral during the reporting period. In March 2007, the Central Bank of Kuwait issued a circular amending the basis 
of making minimum general provisions on facilities changing the rate from 2 per cent to 1 per cent for cash facilities and from 1 per cent to 0.5 
per cent for non-cash facilities. The required rates were to be applied effective from 1 January 2007 on the net increase in facilities. The minimum 
general provision in excess of the present 1 per cent for cash facilities and 0.5 per cent for non-cash facilities, net of provision released is retained as 
a general provision until further directive from the Central Bank of Kuwait.

Renegotiated loans 
Where possible, the Bank seeks to renegotiate loans and advances rather than to take possession of collateral. This may involve extending the payment 
arrangements and the agreement of new loan conditions. Once the terms have been renegotiated, the facility is neither considered past due nor 
impaired. Management continuously reviews renegotiated loans to ensure that all criteria are met and that future payments are likely to occur.

Cash and cash equivalents
Cash and cash equivalents as referred to in the consolidated cash flow statement consists of cash on hand and deposits with banks with maturity 
not exceeding thirty days from original maturity.
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Premises and equipment
Premises and equipment other than freehold land are stated at cost less accumulated depreciation and impairment losses. Depreciation is provided 
on all premises and equipment, other than freehold land, at rates calculated to write off the cost of each asset on a straight line basis over its 
estimated useful life. 

Freehold land is initially recognised at cost. After initial recognition freehold land is carried at its revalued amount which is the fair value at the date of 
revaluation based on valuations by external independent valuers. The resultant revaluation surplus or deficit is recognised, as a separate component 
under other comprehensive income to the extent the deficit does not exceed the previously recognised surplus. The portion of the revaluation deficit 
that exceeds a previously recognised surplus is recognised in the consolidated income statement. To the extent that a revaluation surplus reverses a 
revaluation loss previously recognised in the consolidated income statement, the increase is recognised in the consolidated income statement. Upon 
disposal the revaluation surplus relating to the freehold land sold is transferred directly to retained earnings.

The assets residual values, useful lives and methods of depreciation are reviewed, and adjusted if appropriate, at each financial year end. The 
estimated useful lives of the assets for the calculation of depreciation are as follows:

Buildings 20 years
Leasehold premises period of lease
Furniture and equipment 3 to 5 years

The carrying amounts of premises and equipment are reviewed at each statement of financial position date to determine whether there is any 
indication of impairment. If any such indication exists, the assets are written down to their recoverable amounts and the impairment loss is 
recognised in the consolidated income statement.

Treasury shares 
Treasury shares consist of the Bank’s own issued shares that have been reacquired by the Group and not yet reissued or cancelled. The treasury shares 
are accounted for using the cost method. Under this method, the weighted average cost of the shares reacquired is charged to a contra account 
in equity. When the treasury shares are reissued, gains are credited to the “treasury shares reserve”, which is not distributable. Any realised losses 
are charged to the same account to the extent of the credit balance in that account. Any excess losses are charged to retained earnings then to the 
reserves. No cash dividends are paid on these shares. The issue of bonus shares increases the number of treasury shares proportionately and reduces 
the average cost per share without affecting the total cost of treasury shares.

Revenue recognition
Interest income and expenses are recognised on effective yield basis. Once a financial instrument categorised as loans and receivables is impaired, 
interest income is recognised using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment loss. 
Interest income and expenses for all interest bearing financial instruments including those classified as investments at fair value through profit or 
loss and investments available for sale, are recognised within interest income in the consolidated income statement.

Fees and commission that are an integral part of the effective interest rate of a financial instrument are treated as an adjustment to the effective 
interest rate. Other fees and commission are recognized over the period of service. Dividend income is recognised when the right to receive the 
payment is established.

Taxation

Provision for tax
Taxation is provided for in accordance with the fiscal regulations in Kuwait and in the United Arab Emirates where the Group operates. 
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign currencies
Foreign currency transactions are recorded at rates of exchange ruling at value date of the transaction. Monetary assets and liabilities in foreign 
currencies outstanding at the year end are translated into Kuwaiti Dinars at rates of exchange ruling at the statement of financial position date. 

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at the 
dates of the initial transactions. Non-monetary assets and liabilities in foreign currencies that are stated at fair value are translated to Kuwaiti Dinars 
at the foreign exchange rates ruling at the dates that the values were determined. In case of non-monetary assets whose changes in fair values are 
recognised directly in other comprehensive income, foreign exchange differences are recognised directly in other comprehensive income. For other 
non-monetary assets foreign exchange differences are recognised directly in the consolidated income statement.

Assets and liabilities, both monetary and non-monetary, of foreign operations are translated at the exchange rates prevailing at the statement of 
financial position date. Operating results of such operations are translated at average exchange rates for the year. The resulting exchange differences 
are accumulated in a separate section of equity, foreign currency translation reserve until the disposal of the foreign operation.

Segment information
A segment is a distinguishable component of the Group that engages in business activities from which it earns revenues and incurs costs. The 
operating segments are used by the management of the Bank to allocate resources and assess performance. Operating segments exhibiting similar 
economic characteristics, product and services, class of customers where appropriate are aggregated and reported as reportable 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 the consolidated financial statements.

Use of estimates
In accordance with the accounting principles contained in the IFRS, management is required to make estimates and assumptions that may affect the 
carrying values of loans and receivables, investments available for sale. 

The basis used by management in determining the carrying values of loans and receivables and investments available for sale and the underlying 
risks therein are discussed below:

Provisions for loan losses
The Group reviews its loans and receivables on a quarterly basis to assess whether an impairment loss 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 uncertainty.

Valuation of unquoted investments available for sale
The valuation techniques for unquoted investments available for sale make use of estimates such as future cash flows and discount factors, current 
market prices adjusted for market, credit and model risks and related costs and other valuation techniques commonly used by market participants 
where appropriate.

Any changes in these estimates and assumptions as well as the use of different, but equally reasonable estimates and assumptions may have an 
impact on carrying amounts of loans and receivables and investments available for sale for the year.

Judgements
In the process of applying the Group’s accounting policies, management has made the following judgement, apart from those involving estimations, 
which have the most significant effect in the amounts recognised in the consolidated financial statements:

Classification of financial assets 
On acquisition of financial assets, management decides whether it should be classified as investments at fair value through profit or loss or 
investments available for sale. 
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2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Judgements (continued)

Impairment of investments available for sale 
The Group treats investments available for sale 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 
and involves evaluating factors including industry and market conditions, future cash flows and discount factors.

3 CASH AND BALANCES WITH BANKS

2009
(KD 000s)

2008
(KD 000s)

Balances and deposits with the Central Bank of Kuwait 13,383 64,363
Cash in hand and on current account with other banks 30,512 41,496
Deposits with banks 401,699 273,038

445,594 378,897

4 KUWAIT GOVERNMENT TREASURY BONDS AND CENTRAL BANK OF KUWAIT BONDS
These financial instruments are issued by the Central Bank of Kuwait on behalf of the Ministry of Finance or on its own behalf and are acquired from 
the primary market by the Group.

5 LOANS AND ADVANCES 
A reconciliation of the allowance for impairment losses for loans and advances is as follows:

Loans to banks Loans to customers Total
Grand

total

Specific
(KD 000s)

General
(KD 000s)

Total
(KD 000s)

Specific
(KD 000s)

General
(KD 000s)

Total
(KD 000s)

Specific
(KD 000s)

General
(KD 000s) (KD 000s)

2009
At 1 January 16,973 - 16,973 28,336 71,142 99,478 45,309 71,142 116,451
Exchange difference 648 - 648 425 - 425 1,073 - 1,073
Amounts written off during the year - - - (4,014) - (4,014) (4,014) - (4,014)
Recoveries - - - 1,501 - 1,501 1,501 - 1,501
Charge for the year (Note 15) 717 - 717 10,059 21,398 31,457 10,776 21,398 32,174

At 31 December 18,338 - 18,338 36,307 92,540 128,847 54,645 92,540 147,185

Loans to banks Loans to customers Total
Grand

total

Specific
(KD 000s)

General
(KD 000s)

Total
(KD 000s)

Specific
(KD 000s)

General
(KD 000s)

Total
(KD 000s)

Specific
(KD 000s)

General
(KD 000s) (KD 000s)

2008
At 1 January 16,797 - 16,797 32,254 51,830 84,084 49,051 51,830 100,881
Exchange difference 176 - 176 223 - 223 399 - 399
Amounts written off during the year - - - (1,198) - (1,198) (1,198) - (1,198)
Recoveries - - - 1,156 - 1,156 1,156 - 1,156
(Release) / charge for the year (Note 15) - - - (4,099) 19,312 15,213 (4,099) 19,312 15,213

At 31 December 16,973 - 16,973 28,336 71,142 99,478 45,309 71,142 116,451
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5 LOANS AND ADVANCES (continued) 
The Bank’s policy for calculating the provision for impairment losses on loans and advances agrees in all material respects with the requirements of 
the Central Bank of Kuwait in respect of specific provisions.

The analysis of the provisions stated above is based upon the requirements of the Central Bank of Kuwait. In accordance with the Central Bank of 
Kuwait instructions, a minimum general provision of 1 per cent is provided on regular cash facilities and 0.5 per cent on regular non cash facilities, 
net of certain restricted categories of collateral to which Central Bank of Kuwait instructions are applicable. Interest income on impaired loans and 
advances is immaterial. 

The split of non-performing facilities granted and related provisions between pre-invasion and post liberation are as follows:

Pre-invasion
(KD 000s)

Post liberation
(KD 000s)

Total
(KD 000s)

2009

Loans and advances 37,949 92,334 130,283

Provisions 37,949 16,696 54,645

2008

Loans and advances 36,863 18,757 55,620

Provisions 36,863 8,446 45,309

The Central Bank of Kuwait, in accordance with Decree No. 32/92 and Law No. 41/93, as amended, funds the provision requirements in respect 
of pre-invasion loans and advances. Any recoveries made against these provisions are ceded to the Central Bank of Kuwait in accordance with the 
prevalent law, and are not included in the consolidated income statement of the Group.

6 INVESTMENT SECURITIES

Investments at fair value  
through profit or loss

Investments  
available for sale

2009
(KD 000s)

2008
(KD 000s)

2009
(KD 000s)

2008
(KD 000s)

Equity
 - Quoted 1,828 3,732 22,922 35,128
 - Unquoted - - 31,053 33,518

Debt
 - Quoted - - 47,833 81,045
 - Unquoted - - 472 471

Managed funds
 - Unquoted - - 5,347 5,379

1,828 3,732 107,627 155,541

Quoted securities are traded in active markets. Fair values amounting to KD 28,625 thousand (2008: KD: 30,851 thousand) of the unquoted securities 
are determined based on market observable data. An amount of KD 270 thousand (2008: KD: 38 thousand) was recorded in the statement of other 
comprehensive income on unquoted securities where the fair values were not based on observable market data. The impact on the consolidated 
statement of financial position or the consolidated statement of shareholders’ equity would be immaterial if the relevant risk variables used to fair 
value the unquoted securities were altered by 5 per cent.
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7 OTHER ASSETS

2009
(KD 000s)

2008
(KD 000s)

Interest receivable 10,422 18,435
Others 16,913 16,410

27,335 34,845

8 CUSTOMERS’ DEPOSITS

2009
(KD 000s)

2008
(KD 000s)

Sight deposits 359,201 332,424
Time deposits 1,478,472 1,659,252

1,837,673 1,991,676

9 OTHER LIABILITIES

2009
(KD 000s)

2008
(KD 000s)

 Interest payable 10,792 26,284
 Interest received in advance 813 2,359
 Staff related accruals 6,134 6,263
 Provisions on commitments and contingent liabilities 15,897 15,989
 Others 23,880 33,409

57,516 84,304

10 SHARE CAPITAL AND RESERVES
a)   The authorised, issued and fully paid share capital comprises 1,152,944,359 shares (2008: 1,098,042,246 shares) of 100 fils each. 

  The shareholders at the Annual General Meeting held on 28 March 2009 approved the distribution of cash dividend of 20 per cent amounting 
to KD 21,884 thousand and issue of bonus shares of 5 per cent for the year ended 31 December 2008. This resulted in an increase in the 
number of authorised and issued shares by 54,902,113 shares and share capital by KD 5,490 thousand. Treasury shares are not entitled to any 
cash dividends.

  The shareholders at the Extraordinary General Meeting held on 28 March 2009 approved the cancellation of the increase in share capital of 20 
per cent which was previously approved by the shareholders at the Extraordinary General Meeting held on 20 September 2008.

  The Extraordinary General Meeting held on 7 September 2009 approved the board of directors’ proposal to increase the share capital by 25 
percent from KD 115,294 thousand to KD 144,118 thousand by a rights issue of 288,236,090 shares at a nominal value of 100 fils each and a 
share premium of 250 fils per share. Subsequent to the year end the Bank has obtained the Amiri decree approval for the increase in capital.

b)  The balance in the share premium account is not available for distribution.

c)   As required by the Commercial Companies Law, 10 per cent of the profit for the year before directors’ fees, contribution to Kuwait Foundation 
for the Advancement of Sciences, National Labour Support tax and Zakat has been transferred to statutory reserve. The Bank may resolve to 
discontinue such annual transfers when the reserve totals 50 per cent of paid up share capital.

  Distribution of this reserve is limited to the amount required to enable the payment of a dividend of 5 per cent of share capital in years when 
accumulated profits are not sufficient for the payment of a dividend of that amount.
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10 SHARE CAPITAL AND RESERVES (continued) 
d)  The articles of association of the Bank require that an amount of not less than 10 per cent of the profit for the year be transferred annually to 

a general reserve. The transfer is before directors’ fees, contribution to Kuwait Foundation for the Advancement of Sciences, National Labour 
Support tax and Zakat. There is no restriction on distribution of this reserve.

e)  In accordance with the instructions of the Central Bank of Kuwait, dividend earned in prior years on the bank’s own shares, which have been 
transferred to the general reserve is not available for distribution. General reserve equivalent to the cost of the treasury shares held has been 
earmarked as non-distributable.

f)  As at 31 December 2009, the Bank held 9,469,972 (2008: 3,827,285) of its own shares equivalent to 0.82 per cent (2008: 0.35 per cent) of 
the total issued share capital at the statement of financial position date. The market value of these shares at 31 December 2009 amounted to  
KD 4,735 thousand (31 December 2008 KD 2,603 thousand).

g)   The directors have proposed a cash dividend of 15 per cent for the year ended 31 December 2009, subject to the approval of the shareholders 
at the annual general meeting.

11 INTEREST INCOME

2009
(KD 000s)

2008
(KD 000s)

Deposits with banks 4,199 16,478
Loans and advances to banks and customers 124,280 154,112
Bonds and other debt instruments 9,748 14,751

138,227 185,341

12 INTEREST EXPENSE

2009
(KD 000s)

2008
(KD 000s)

Due to banks and other financial institutions 13,798 17,404
Due to customers:
 - Sight deposits 797 487
 - Time deposits 41,858 98,978

56,453 116,869

13 NET FEES AND COMMISSION INCOME

2009
(KD 000s)

2008
(KD 000s)

Fees and commission income 21,137 25,383
Fees and commission expense (841) (890)

20,296 24,493

Fees and commission income includes KD 962 thousand (2008: KD 1,473 thousand) from fiduciary activities.
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14 GAIN ON SALE OF FREEHOLD LAND
The amount for the year ended 31 December 2008 represents a gain from sale of a land in Kuwait on which a branch existed.

15 PROVISION / IMPAIRMENT LOSSES
The following amounts were charged (released) during the year:

2009
(KD 000s)

2008
(KD 000s)

Loans and advances (Note 5) 32,174 15,213
Commitments and contingent liabilities (92) 572
Investments available for sale 5,416 26,575
Reversal of impairment on freehold land - (7,658)

37,498 34,702

16 TAXATION

2009
(KD 000s)

2008
(KD 000s)

Kuwait Foundation for the Advancement of Sciences 371 435
National Labour Support Tax 1,030 1,159
Zakat 412 483
Tax on overseas branches 1,168 999

2,981 3,076

17 BASIC AND DILUTED EARNINGS PER SHARE
Basic and diluted earnings per share are computed by dividing the net profit for the year by the weighted average number of shares outstanding 
during the year.

2009 2008

Net profit for the year (KD 000s) 39,174 46,036

Weighted average number of the Bank’s issued and paid-up shares 1,152,944,359 1,152,944,359
Less: Weighted average number of treasury shares (6,633,618) (2,467,082)

Weighted average number of shares outstanding during the year 1,146,310,741 1,150,477,277

Basic and diluted earnings per share (fils) 34 40

The comparative basic and diluted earnings per share have been restated for the effect of bonus shares issued during the current year (Note 10).

18 RELATED PARTY TRANSACTIONS
These represent transactions with certain related parties (shareholders, directors, executive officers and key management of the Group, close 
members of their families and companies of which they are principal owners or over which they are able to exercise significant influence) who were 
customers of the Group during the year. The terms of these transactions are approved by the Group’s management. 

In the normal course of business, directors, executive officers and parties related to them have deposits with the bank and credit facilities granted 
to them by the Bank. The year end balances included in the consolidated financial statements are as follows:
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18 RELATED PARTY TRANSACTIONS (continued) 

Number  
of directors

Number of parties  
related to directors Amount

2009 2008 2009 2008
2009

(KD 000s)
2008

(KD 000s)

Directors

Loans and advances 1 1 2 1 3,075 1,236

Deposits 7 7 5 5 12,817 13,822

Commitments and contingent liabilities - 1 2 2 1,278 1,199

The Group has collateral amounting to KD 48,893 thousand (2008: KD 67,349 thousand) against the credit facilities granted.

Number  
of executive officers

Number of parties  
related to executive officers Amount

2009 2008 2009 2008
2009

(KD 000s)
2008

(KD 000s)

Executive officers

Loans and advances 7 6 - - 192 159

Deposits 8 7 - - 270 204

Commitments and contingent liabilities 1 1 - - 1 1

Interest income and interest expense includes KD 133 thousand (2008: KD 137 thousand) and KD 265 thousand (2008: KD 273 thousand) respectively, 
on transactions with related parties.

The details of compensation for key management are as follows:

2009
(KD 000s)

2008
(KD 000s)

Salaries and other benefits 827 833
Post employment benefits 120 168

947 1,001

19 COMMITMENTS AND CONTINGENT LIABILITIES

2009
(KD 000s)

2008
(KD 000s)

Acceptances 71,185 200,583
Letters of credit 78,838 241,174
Guarantees 623,926 729,443

773,949 1,171,200
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19 COMMITMENTS AND CONTINGENT LIABILITIES (continued)

The above balances indicate the irrevocable contractual amounts of the Group’s off balance sheet financial instruments that commit the Bank to 
make payments on behalf of the customers in the event of a specific act. The contractual amounts represent the credit risk, assuming that the 
amounts are fully advanced and that any collateral or other security is of no value. However, the total contractual amount of commitments to extend 
credit does not necessarily represent future cash requirements, since many of these commitments may expire or terminate without being funded. 
Commitments to extend credit at the statement of financial position date amounted to KD 145,574 thousand (2008: KD 229,617 thousand).

20 DERIVATIVE FINANCIAL INSTRUMENTS
In the normal course of its business the Group utilises derivative financial instruments to manage its exposure to fluctuations in interest and foreign 
exchange rates. 

Derivative transactions result, to varying degrees, in credit as well as market risks.

The Group’s measure of derivative related credit risk is the cost of replacing contracts at current market rates should the counter party default prior 
to the settlement date and is limited to the positive fair value of instruments that are favourable to the Group.

Market risk arises as interest and foreign exchange rates fluctuate affecting the value of a contract. For risk management purposes and to control 
these activities, the Group has established appropriate procedures and limits approved by the Board of Directors.

The table below shows the fair values of derivative financial instruments, recorded as assets or liabilities, together with their notional amounts. The 
notional amount, recorded gross, is the amount of a derivative’s underlying asset, reference rate or index and is the basis upon which changes in 
the value of derivatives are measured. The notional amounts represent the volume of transactions outstanding at the year end and are not indicative 
of the market risk.

2009 2008

Assets
(KD 000s)

Liabilities
(KD 000s)

Notional amounts
(KD 000s)

Assets
(KD 000s)

Liabilities
(KD 000s)

Notional amounts
(KD 000s)

Derivatives held for trading:
Forward foreign exchange contracts 2,576 201 97,537 4,221 2,350 147,072
Credit default swap 36 - 7,170 - 53 6,899
Currency options - - - 91 91 14,996
Derivatives held for hedging:
Fair value hedges

Interest rate swaps - 647 5,736 3,375 2,955 180,849

2,612 848 110,443 7,687 5,449 349,816

All derivative contracts are fair valued based on observable market inputs.

Forward foreign exchange contracts are contractual agreements to buy or sell a specified financial instrument at a specific price and date in the 
future. Forwards are customized contracts transacted on the over the counter market. Forward contracts are settled on a gross basis. 

Interest rate swaps are contractual agreements between two parties to exchange interest based on notional value in a single currency for a fixed 
period of time. The Group uses interest rate swaps to hedge changes in interest rate risk arising from fixed rate investments available for sale and 
customer deposits.

Credit default swaps are contractual agreements between two parties to make payments with respect to defined credit events, based on specified 
notional amounts. 

Currency options are contractual agreements that convey the right, but not the obligation, for the purchaser either to buy or sell a specific currency 
of a financial instrument at a fixed price, either at a fixed future date or at any time within a specified period. 
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21 FAIR VALUES OF FINANCIAL INSTRUMENTS 
Fair values of all financial instruments are not materially different from their carrying values. For financial assets and financial liabilities that are liquid 
or having a short-term maturity (less than three months), the carrying amount approximates their fair value and this applies to demand deposits, 
savings accounts without a specific maturity and variable rate financial instruments.

The methodologies and assumptions used to determine fair values of financial instruments are described in the fair value section of Note 2: 
Significant Accounting Policies.

22 SEGMENTAL INFORMATION
The Group is organised into segments that engage in business activities which earns revenue and incurs expenses. These segments are regularly 
reviewed by the chief operating decision maker for resource allocation and performance assessment. For the purposes of segment reporting the 
management has grouped the products and services into the following operating segments:

Commercial Banking - Comprising a full range of credit, deposit and related banking services provided to its commercial customers.

Treasury and Investment -
Comprising money market, foreign exchange, treasury bonds, asset and surplus fund management and 
investment securities.

Operating income includes operating revenue directly attributable to a segment. Segment results include revenue and expenses directly attributable 
to a segment. Segment assets comprise those operating assets that are directly attributable to the segment.

Segmental information for the years ended 31 December is as follows:

Commercial banking Treasury and Investment Total

2009
(KD 000s)

2008
(KD 000s)

2009
(KD 000s)

2008
(KD 000s)

2009
(KD 000s)

2008
(KD 000s)

Operating income 98,397 86,937 11,999 21,268 110,396 108,205

Segment result 50,446 55,455 4,386 (5,301) 54,832 50,154
Unallocated income - 4,797
Unallocated expense (12,457) (5,584)

Profit before tax and directors’ fees 42,375 49,367

Segment assets 2,447,642 2,579,471 459,225 388,821 2,906,867 2,968,292
Unallocated assets 59,121 68,667

Total assets 2,965,988 3,036,959

The commercial banking segment includes operating income of KD 6,939 thousand (2008: KD 5,369 thousand) and segment assets of KD 258,756 
thousand (2008: KD 325,968 thousand) relating to overseas branches.

23 RISK MANAGEMENT

A.  CREDIT RISK
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss. 
The financial instruments exposed to these risks, the objectives, policies and procedures for managing and measuring these risks is explained in the 
Risk Management section of the annual report.

The maximum exposure to credit risk as at the statement of financial position date is represented by the carrying amount of each financial asset in 
the consolidated statement of financial position.

59



Notes to the Consolidated  
Financial Statements
31 December 2009

23 RISK MANAGEMENT (continued)

A.  CREDIT RISK (continued)
Concentrations of credit risk arise when a number of counter parties are engaged in similar business activities or activities in the same geographic 
region, or have similar economic features that would cause their ability to meet contractual obligations to be similarly affected by changes in 
economic, political or other conditions. Concentrations of credit risk indicate the relative sensitivity of the Group’s performance to developments 
affecting a particular industry or geographic location. Maximum concentration of credit risk to a single or group of related counterparties is limited 
to 15 per cent of the Group’s comprehensive capital as determined by the regulatory guidelines.

In accordance with the instructions of the Central Bank of Kuwait dated 18 December 1996, setting out the rules and regulations regarding the 
classification of credit facilities, the Group has formed an internal committee which is composed of competent professional staff and which has 
as its purpose the study and evaluation of the existing credit facilities of each customer of the Group. This Committee is required to identify any 
abnormal situations and difficulties associated with a customer’s position, which might cause the debt to be classified as irregular, and to determine 
an appropriate provisioning level.

Derivative financial instruments  
Credit risk arising from derivative financial instruments is limited to those with positive fair values, as recorded in the consolidated statement of financial 
position. In the case of credit derivatives, the Group is also exposed to the risk of default of the underlying entity referenced by the derivative.  

Credit-related commitments risks 
The Group makes available to its customers, financial guarantees which may require that the Group makes payments on their behalf. Such payments 
are collected from customers based on the terms of the financial guarantees. They expose the Group to similar risks to loans and receivables and 
these are mitigated by the same control processes and policies.

Geographical and industry sector concentrations of financial assets and off balance sheet items are as follows:

2009 2008

Assets
(KD 000s)

Off balance
sheet items

(KD 000s)
Assets

(KD 000s)

Off balance
sheet items

(KD 000s)

Geographic region:
Domestic (Kuwait) 2,303,454 431,278 2,380,241 625,756
Other Middle East 446,513 72,121 434,536 156,895
Europe 78,353 80,943 80,554 126,973
United States of America 9,518 41,211 14,788 91,358
Rest of the world 15,414 155,566 7,194 177,117

2,853,252 781,119 2,917,313 1,178,099

Industry sector:
Trading and manufacturing 318,239 129,300 404,435 168,516
Banks and other financial institutions 628,724 251,256 670,155 286,423
Construction and real estate 621,178 188,629 628,998 250,036
Other 1,285,111 211,934 1,213,725 473,124

2,853,252 781,119 2,917,313 1,178,099
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23 RISK MANAGEMENT (continued)  

A.  CREDIT RISK (continued)

Credit-related commitments risks (continued)
The table below shows the maximum exposure to credit risk for the components of the consolidated statement of financial position, including 
commitments and derivatives without taking account of any collateral and other credit enhancements. The maximum exposure is shown gross, 
before the effect of mitigation through the use of master netting and collateral agreements.

Gross maximum exposure

2009
(KD 000s)

2008
(KD 000s)

Credit risk exposures relating to consolidated statement of financial position items:
Due from banks 437,197 371,745
Kuwait Government treasury bonds (Note 4) 206,415 291,020
Central Bank of Kuwait bonds (Note 4) 121,709 9,999
Loans and advances 
   - Loans to customers 2,016,938 2,095,970
   - Loans to banks 6,756 33,133
Debt investments available for sale (Note 6) 48,305 81,516
Other financial assets 15,932 33,930

2,853,252 2,917,313

Credit risk exposures relating to off - balance sheet items:
Commitments and contingencies (Note 19) 773,949 1,171,200
Credit default swap (Note 20) 7,170 6,899

781,119 1,178,099

Total credit risk exposure 3,634,371 4,095,412

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

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

The main types of collateral obtained are cash, securities, and charges over real estate properties and counter-guarantees.

Management monitors the market value of collateral on an ongoing basis and requests additional collateral, if required, in accordance with the 
underlying agreement. At 31 December 2009, the Group held collateral with a fair value of KD 1,959,540 thousand (2008: KD 2,098,693 thousand).

It is the Group’s policy to repossess properties mortgaged and reduce or repay the outstanding claims. The repossessed properties are disposed 
depending upon the market conditions and regulatory directives. In general, the Group does not occupy repossessed properties for business use.

At 31 December 2009, 29.89 per cent (31 December 2008: 25.14 per cent) of the total outstanding loans were secured with a collateral coverage 
of 1.70 times (2008: 1.70 times) the underlying loans.
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23 RISK MANAGEMENT (continued)  

A.  CREDIT RISK (continued)

Credit quality of financial instruments
The table below shows the credit risk exposure by credit quality of financial assets by class, grade and status:

Neither Past due nor Impaired

High
Grade

KD’000

Standard 
grade

KD’000

Acceptable 
grade

KD’000

Past due
including

individually
impaired

KD’000
Total

KD’000

2009
Due from banks 437,188 9 - - 437,197
Kuwait Government treasury bonds (Note 4) 206,415 - - - 206,415
Central Bank of Kuwait bonds (Note 4) 121,709 - - - 121,709
Loans and advances 
   - Loans to customers 1,485,887 350,343 58,067 122,641 2,016,938
   - Loans to banks 2,925 3,114 - 717 6,756
Debt investments available for sale (Note 6) 40,230 8,075 - - 48,305
Other assets 15,932 - - - 15,932

 Total 2,310,286 361,541 58,067 123,358 2,853,252

2008
Due from banks 357,517 14,228 - - 371,745
Kuwait Government treasury bonds (Note 4) 291,020 - - - 291,020
Central Bank of Kuwait bonds (Note 4) 9,999 - - - 9,999
Loans and advances 
   - Loans to customers 1,507,443 444,619 82,270 61,638 2,095,970
   - Loans to banks 27,587 5,546 - - 33,133
Debt investments available for sale (Note 6) 74,499 7,017 - - 81,516
Other assets 33,930 - - - 33,930

Total 2,301,995 471,410 82,270 61,638 2,917,313

The high, standard and acceptable grades of classification of loans to customers above is based on inherent credit quality of the counterparties, the 
assessed risk profile, acceptability and availability of collateral in accordance with Group’s internal rating model. Grading of due from banks and 
loans to banks is based on the external rating of the counterparties.

Past due including individually impaired loans and advances above include KD 48,784 thousand (2008: KD 51,327 thousand) which are past due 
for less than 90 days and are not considered as impaired. The fair value of collateral that the Group held for past due and impaired loans and 
advances to customers, as at 31 December 2009 was KD 47.97 million (2008: KD 0.76 million). The Group has taken adequate legal measures to 
secure recovery of collateral when needed. Renegotiated loans that would otherwise be past due or impaired totalled KD 39.4 million (2008: Nil). 
Impairment loss by class on loans and advances is disclosed in Note 5. 
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23 RISK MANAGEMENT (continued)  

B.  LIQUIDITY RISK
Liquidity is the ongoing ability to accommodate maturing liabilities and deposit withdrawals; fund asset growth and business operations; and meet 
contractual obligations through unconstrained access to funding at reasonable market rates.

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet commitments associated with financial instruments. Liquidity 
risk may also result from an inability to sell a financial asset quickly at close to its fair value. The financial instruments exposed to these risks, the 
objectives, policies and procedures for managing and measuring these risks are explained in the Risk Management section of the annual report.

The table below summarises the maturity profile of the Group’s financial liabilities based on contractual undiscounted repayment obligations. 
Repayments, which are subject to notice, are treated as if notice were to be given immediately.

Financial liabilities 

Less than 
one month

(KD 000s)

One to three
months

(KD 000s)

Three months 
to one year

(KD 000s)

One to 
five years
(KD 000s)

Total
(KD 000s)

2009
Due to banks and other financial  institutions 157,835 119,872 475,035 - 752,742
Customers’ deposits 844,045 544,743 473,598 323 1,862,709
Other liabilities 25,095 21,629 - - 46,724

1,026,975 686,244 948,633 323 2,662,175

2008
Due to banks and other financial  institutions 155,964 228,989 273,589 - 658,542
Customers’ deposits 1,231,222 479,230 334,080 2,363 2,046,895
Other liabilities 36,049 21,971 - - 58,020

1,423,235 730,190 607,669 2,363 2,763,457

Other liabilities balance above includes the undiscounted value of net settled derivatives.

The table below shows the contractual expiry by maturity of the Bank’s gross settled derivatives positions.

Derivatives

Up to
3 months
(KD 000s)

3 months to 
1 year

(KD 000s)

Over
1 year

(KD 000s)
Total

(KD 000s)

2009
Forward foreign exchange contracts 94,248 3,097 455 97,800
Credit default swap - 7,170 - 7,170

94,248 10,267 455 104,970

2008
Forward foreign exchange contracts 112,157 28,944 1,966 143,067
Credit default swap - 6,899 - 6,899

112,157 35,843 1,966 149,966
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23 RISK MANAGEMENT (continued)

B.  LIQUIDITY RISK (continued)
Substantially all acceptances and letters of credit commitments expire within a period not exceeding one year, 77 per cent (2008: 77 per cent) of the 
guarantees expire within one year, while the remaining portion expires within a period not exceeding five years.

The table below summarises the maturity profile of the Group’s assets and liabilities. The maturities of assets and liabilities have been determined 
on the basis of the remaining period at the statement of financial position date to the expected maturity date, except for investments at fair value 
through profit or loss and investments available for sale. The maturity profile for investments at fair value through profit or loss and investments 
available for sale is determined based on management’s estimate of liquidation of those investments. 

The actual maturities may differ from the maturities shown below since the borrower may have the right to prepay obligations with or without 
prepayment penalties, and deposits by customers might have to be repaid on demand. 

The maturity profile as at 31 December 2009 was as follows:

Less than
one month

(KD 000s)

One month to 
one year
(KD 000s)

One year to 
five years
(KD 000s)

Over 
five years
(KD 000s)

Total
(KD 000s)

ASSETS
Cash and balances with banks 321,143 124,451 - - 445,594
Kuwait Government treasury bonds 3,666 170,389 32,360 - 206,415
Central Bank of Kuwait bonds 24,709 97,000 - - 121,709
Loans and advances 491,541 876,296 488,062 167,795 2,023,694
Investment securities 472 68,187 34,544 6,252 109,455
Other assets 17,005 10,330 - - 27,335
Premises and equipment - - - 31,786 31,786

Total assets 858,536 1,346,653 554,966 205,833 2,965,988

LIABILITIES 
Due to banks and other financial institutions 157,504 582,809 - - 740,313
Customers’ deposits 837,779 999,588 306 - 1,837,673
Other liabilities 35,887 21,629 - - 57,516

Total liabilities 1,031,170 1,604,026 306 - 2,635,502
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23 RISK MANAGEMENT (continued)

B.  LIQUIDITY RISK (continued)
The maturity profile as at 31 December 2008 was as follows:

Less than
one month

(KD 000s)

One month to 
one year
(KD 000s)

One year to 
five years
(KD 000s)

Over 
five years
(KD 000s)

Total
(KD 000s)

ASSETS
Cash and balances with banks 284,988 93,909 - - 378,897
Kuwait Government treasury bonds 5,388 218,272 67,360 - 291,020
Central Bank of Kuwait bonds 9,999 - - - 9,999
Loans and advances 585,097 992,992 385,993 165,021 2,129,103
Investment securities - 110,002 44,056 5,215 159,273
Other assets 34,845 - - - 34,845
Premises and equipment - - - 33,822 33,822

Total assets 920,317 1,415,175 497,409 204,058 3,036,959

LIABILITIES 
Due to banks and other financial institutions 154,930 493,637 - - 648,567
Customers’ deposits 1,212,083 777,339 2,254 - 1,991,676

Other liabilities 62,333 21,971 - - 84,304

Total liabilities 1,429,346 1,292,947 2,254 - 2,724,547

C. MARKET RISK

C.1  INTEREST RATE RISK
Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair values of financial instruments. The 
Board has established limits on the interest rate gaps for stipulated periods. Positions are monitored on a daily basis and hedging strategies are 
used to ensure positions are maintained within the established limits. The financial instruments exposed to these risks, the objectives, policies and 
procedures for managing and measuring these risks are explained in the Risk Management section of the annual report.

The sensitivity of interest rate variability on the Group’s consolidated income statement is the effect of the assumed changes in interest rates on the 
net interest income for one year, based on the floating rate financial assets and financial liabilities held at 31 December 2009 including the effect 
of hedging instruments. The sensitivity of interest rate variability on the Group’s equity is calculated by revaluing fixed rate investments available for 
sale, including the effect of any associated hedges as at 31 December 2009 for the effects of the assumed changes in interest rates. The sensitivity 
of equity is analysed by maturity of the asset or swap.

The following table reflects the effect of 25 basis points change in interest rates, with all other variables held constant.

Effect (%)

2009 2008

Net profit Equity Net profit Equity

Kuwaiti Dinar 4.176 0.1719 2.044 0.0004

US Dollars 0.097 0.0260 0.026 -
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23 RISK MANAGEMENT (continued)

C. MARKET RISK (continued)

C.2  CURRENCY RISK 
Currency risk is the risk that the value of financial instruments will fluctuate due to changes in foreign exchange rates. The Board of Directors has set 
limits on positions by currency. Positions are monitored on a daily basis and hedging strategies are used to ensure positions are maintained within 
established limits. The financial instruments exposed to these risks, the objectives, policies and procedures for managing and measuring these risks 
are explained in the Risk Management section of the annual report.

The effect on net profit for the year, as a result of 5 per cent change in currency rate, with all other variables held constant is shown below:

Effect (%)

2009 2008

Currency

US Dollars 0.0587 0.1238

UAE Dirhams 0.0026 0.1064

Japanese Yen 0.0026 0.0022

Others 0.0128 0.0239

C.3  EQUITY PRICE RISK
Equity price risk is the risk that the fair values of equities decrease as the result of changes in the levels of equity indices and the value of individual 
stocks. The equity price risk exposure arises from the Bank’s investment portfolio. The financial instruments exposed to these risks, the objectives, 
policies and procedures for managing and measuring these risks are explained in Risk Management section of the annual report.

The equity price risk on investments at fair value through profit and loss is immaterial. The effect on consolidated income statement (as a result of 
further impairment on impaired financial assets) and on equity (as a result of a change in the fair value of available for sale equity investments), as 
at 31 December 2009, due to a 5 per cent change in equity indices, with all other variables held constant is as follows:

Effect (%)

2009 2008

Net profit Equity Net profit Equity

GCC Stock Exchanges 0.39 1.10 1.52 0.98
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23 RISK MANAGEMENT (continued)

C. MARKET RISK (continued)

C.4  PREPAYMENT RISK
Prepayment risk is the risk that the Group will incur a financial loss because its customers and counterparties repay or request repayment earlier or 
later than expected, such as fixed rate mortgages when interest rates fall. Majority of the Group’s interests bearing financial assets are at floating 
rates. Also, the interest bearing financial liabilities have a maturity of less than 1 year and accordingly, the Group is not exposed to significant 
prepayment risk. The financial instruments exposed to these risks, the objectives, policies and procedures for managing and measuring these risks 
are explained in the Risk Management section of the annual report.

D. OPERATIONAL RISK
Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls fail to perform, operational risks 
can cause damage to reputation, have legal or regulatory implications, or lead to financial loss. The Group cannot expect to eliminate all operational 
risks, but through a control framework and by monitoring and responding to potential risks, the Group is able to manage the risks. Controls include 
effective segregation of duties, access, authorisation and reconciliation procedures, staff education and assessment processes, including the use of 
internal audit. The financial instruments exposed to these risks, the objectives, policies and procedures for managing and measuring these risks are 
explained in the Risk Management section of the annual report.

The Risk Management Division manages operational risks in line with the Central Bank of Kuwait instructions dated 14 November 1996, concerning 
the general guidelines for internal controls and the instructions dated 13 October 2003, regarding the sound practices for managing and supervising 
operational risks in banks.

24 CAPITAL MANAGEMENT 
The disclosures relating to the Capital Adequacy Regulations issued by Central Bank of Kuwait as stipulated in CBK Circular number 2/BS/184/2005 
dated 21 December 2005, as amended, are included under the Risk Management section of the annual report.
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Branches 
Network

Domestic Branches
 
Main Branch
Ahmad Al Jaber Street، Safat Square
P.O. Box 1387 Safat, 13014 Kuwait
Tel: 22400900 / 22411100
Fax: 22417284
Email: headoffice@abkuwait.com

Salmiya Branch 
Almulla Complex,  
Salem Al Mubarak Street 
(Close to Marks & Spencer)
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 25716562 / 25710088 / 25731411
Fax: 25721964
Email: salmiya@abkuwait.com

Hawalli Branch 
Al Ahli Bank Building, Tunis Street
P.O. Box 1387, Safat, 13014 Kuwait 
Tel: 22612700 / 22612701 
Fax: 22659203
Email: hawalli@abkuwait.com

Fahaheel Branch 
Al Manshar Complex, Near Al Kout Mall
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 23912200 / 23912201
Fax: 23927685
Email: fahaheel@abkuwait.com

University Branch 
Kuwait University, Khaldiya
(Library / Administration Complex)
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24819176 / 24819177
Fax: 24837508
Email: university@abkuwait.com

Shuwaikh Branch 
Banks Street
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24815171 / 24815172
Fax: 24838524
Email: shuwaikh@abkuwait.com

Sabah Hospital Branch 
Sabah Hospital
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24819477 / 24819478
Fax: 24838525
Email: sabah@abkuwait.com

Sharq Branch 
Behbehani Complex
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 22437545 / 22437546
Fax: 22402675
Email: sharq@abkuwait.com
 
Farwaniya Branch 
Al Ettehad Complex,  
Habib Munawer Street
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24731950 / 24740977
Fax: 24737429
Email: farwaniya@abkuwait.com

Sabhan Branch
Industrial Area, Block 7, Building 3
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24714655
Fax: 24747136
Email: sabhan@abkuwait.com

Jabriya Branch
Block 7, Street 102, Near Police Station
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 25333690 / 25333691
Fax: 25320017
Email: jabriya@abkuwait.com

Jahra Branch 
Near Al Waha Polyclinic,  
Al Waha Area, Block 3
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24559495 / 24559552
Fax: 24557046
Email: jahra@abkuwait.com

Jahra Branch (2)
Mubarak Complex 2
Jahra Commercial Center
P.O. Box 1387, Safat, 13014 Kuwait
Tel:  24564207 / 24564208
Fax:  24564301 
Email: jahra2@abkuwait.com

Qurain Branch
Al Qurain Cooperative Bldg,  
Near Police Station
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 25422853 / 25422854 
Fax: 25422851
Email: qurain@abkuwait.com

Ministries Complex Branch
Ministries Complex, Block 17
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 22439092 / 22439093
Fax: 22439096
Email: ministryc@abkuwait.com
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Galleria 2000 Branch
Galleria 2000,  
Salem Al Mubarak St., Salmiya
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 25713400 / 25713500
Fax: 25718400
Email: galleria@abkuwait.com

Al Bustan Branch
Al Bustan Complex,  
Salem Al Mubarak St., Salmiya
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 25720782
Fax: 25720785
Email: bustan@abkuwait.com

Liberation Tower Branch
Liberation Tower, Safat
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 22493507 / 22493508
Fax: 22493506
Email: libtower@abkuwait.com

Mansouriya Branch
Block 2, Al Arabi Street
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 22542907 / 22542908 
Fax: 22542914
Email: mansouriya@abkuwait.com

Hadiya Branch
Block 1, Hadiya Co-op
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 23941536 / 23941373
Fax: 23941548 
Email: hadiyabr@abkuwait.com

Ahmadi Branch
East Ahmadi, Mustafa Karam Co. 
Building 15, Ground Floor No. 1
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 23989589 / 23989592 
Fax: 23989615
Email: ahmadi@abkuwait.com

Jleeb Al-Shyoukh Branch
Al Jawhara Mall - Block 7 / 8 / 9
Building A 34 - Street 1, Ground Floor
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24341877 
Fax: 24341442
Email: aljaleeb@abkuwait.com

Khaitan Branch
Khaitan, Abraj Rona Real-estate complex
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24752263 / 24753325 
Fax: 24752696
Email: khaitan@abkuwait.com

Al Bahar Center Branch
Al Bahar Center, Tuniss. St. 
Block 61 - Building 81
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 22613580 
Fax: 22613426
Email: olympiaBr@abkuwait.com

Andalous Branch
Commercial Area 
P.O. Box 1387, Safat, 13014 Kuwait
Tel: 24891754 / 24891624 / 24891802 
Fax: 24891094
Email: andalousBr@abkuwait.com

Overseas Branches
 
Dubai Branch 
Abu Baker Al Siddique St., Deira
P.O. Box 1719, Dubai, UAE
Tel: (+9714) 2681118 / 2687171
Fax: (+9714) 2684445
Email: infodubai@abkuwait.com

Abu Dhabi Branch 
EIBFS Muroor Tower - Sector E25
Muroor Street, Abu Dhabi, UAE
P.O. Box 7941, Al Nadi Seyahi
Abu Dhabi, UAE
Tel:  (+9712) 4015150
Fax: (+9712) 4439070
Email: abkabudhabi@ahlibank.ae
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Al Ahli Bank of Kuwait K.S.C

Established in the State of Kuwait
By Amiri Decree on 23 May 1967
Paid up Capital: KD 115,294,435.889 
Commercial Register: 3705
Telex:  22067, 23256, 23257
Reuters:  AHLK
SWIFT:  ABKK-KW-KW
Cable:  AHLIBANK-KUWAIT
 

Ahlan Ahli 1 899 899
www.eahli.com
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