




















20. Fiduciary assets

Assets managed for third parties or held in trust or in a Aluciary capacity are not treated as
assets of the Group and accordingly are not included in these Aancial statements. As at
the reporting date, the total amount of Aluciary assets was KD 155,531 thousand (2008:
KD 117,720 thousand).

21. Credit risk

Credit risk is the risk that the party to a Aancial instrument will fail to discharge an obligation
and cause the other party to incur a /Aancial loss. The Group has a credit policy and
exposure to credit risk is monitored on an ongoing basis by limiting transactions with speci &
concentration and assessing continuously the creditworthiness of the counterparties.

The maximum exposure to credit risk as at the reporting date is represented by the carrying
amount of each Aancial asset in the Aancial position. Information on credit risk relating
to off consolidated Aancial position Aancial instruments is provided in Note 18.

The industry concentration of credit risk relating to manufacturing and industrial sector is
63% (2008: 65%), banks and /ancial institutions is 15% (2008: 19%) and Government of
Kuwait is 22% (2008: 16%). Geographical concentration of credit risk is re &cted in Note 22.

The table below shows the maximum exposure to credit risk for the components of
the /Aancial position, including 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.

*URVYV PD[LPXP HI[S

Credit risk exposures relating to ﬁna_n_cial 2008

assets on statement of Mmancial position: KD ‘000
Cash and short term funds 3,317
Treasury bills and bonds 92,276
Deposits with banks and other “nancial institutions 53,536
Investment available for sale 56,504
Loans and advances to customers 342,411
Investment in associates 4,482
Unconsolidated Subsidiaries 750
Other Assets 15,295
Total 568,571
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Gross maximum exposure
Credit risk exposures relating to items off statement 2008
of financial position: KD ‘000
Acceptances 2,068
Letters of credit 47,412
Guarantees 42,962
Total 92,442
Total credit risk exposure 661,013

Credit risk can also arise due to a significant concentration of Bank’s assets to any single
counterparty, this risk is managed by diversification of the portfolio. The 8 largest gross
credit facilities outstanding as a percentage of total credit risk exposure as at December
31, 2009 is 37.4 % (2008: 30.56 %).

Collateral and other credit enhancements

The Bank has implemented various policies and practices to minimize credit risk. The
Bank seeks collateral coverage, the assignment of contract proceeds and other forms
of protection to secure lending and minimize credit risks wherever possible. The Bank’s
borrowing agreements also include legally enforceable netting arrangements for loans and
deposits enabling the Bank to consolidate the customer’s various accounts with the bank
and either transfer credit balances to cover any outstanding borrowings or freeze the credit
balances until the customer settles their outstanding obligations to the Bank.

The Bank's credit facilities are secured by collateral, consisting primarily of guarantees
from industrial projects, banks, Kuwaiti shares and commercial papers.

Credit quality of financial instruments

Internal credit quality rating

The Bank uses an internal rating system where borrowers are rated on a scale of 1 to
10. Ratings 1 to 4 are considered to be prime credit and therefore categorized as ‘High
Grade’ and ratings 5A to 5C are other performing credits that are categorized as ‘Standard
Grade’. Ratings 6 to 10 are past due and non-performing credits.

The Bank categorizes performing credit exposures into the following:

Credit Quality Grade

High 1to 4
Standard 5A to 5C
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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 Standard Grade Total
2009 KD ‘000 KD ‘000 KD ‘000
Loans and advances
- Industrial loans 71,349 101,136 172,485
- Commercial loans 47,116 112,895 160,011
Total 118,465 214,031 332,496
2008 High Grade Standard Grade Total
Loans and advances KD ‘000 KD ‘000 KD ‘000
- Industrial loans 78,716 77,843 156,559
- Commercial loans 111,353 46,602 157,955
Total 190,069 124,445 314,514

Ageing analysis of loans and advances that are past due but not impaired is as follows:

Past due up Past due Past due 61

to 30 days 31 to 60 days to 90 days Total
2009 KD ‘000 KD ‘000 KD ‘000 KD ‘000
Loans and advances to customers
- Industrial loans 2,979 2,657 - 5,636
- Commercial loans 4,901 - 2,696 7,597
Total 7,880 2,657 2,696 13,233
Fair value of collateral 22,677 3,527 - 26,204
2008 Past due up Past due Past due 61

to 30 days 31 to 60 days to 90 days Total
Loans and advances to customers KD ‘000 KD ‘000 KD ‘000 KD ‘000
- Industrial loans 3,332 2,707 352 6,391
- Commercial loans 2,351 4,108 448 6,907
Total 5,683 6,815 800 13,298
Fair value of collateral 26,262 11,793 2,264 40,319

Past due and individually impaired loans are as follows:
Gross exposure Impairment Fair value of Collateral

2009 KD ‘000 KD ‘000 KD ‘000
Loans and advances
- Industrial loans 7,904 2,134 47,881
- Commercial loans 32,951 13,405 19,634
Total 40,855 15,539 67,515
2008 Gross exposure Impairment Fair value of Collateral
Loans and advances KD ‘000 KD ‘000 KD ‘000
- Industrial loans 2,528 871 35,390
- Commercial loans 26,089 7,491 14,410
Total 28,617 8,362 49,800
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22. Geographical concentration of assets, liabilities and

contingent liabilities:

Middle
December 31, 2009 Kuwait GCC  Noh Afica Europe ks e e
Assets KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000
Cash and short term funds 12,426 3,286 - 221 188 73 - 16,194
Treasury bills and bonds 139,648 - - - = = - 139,648
Deposits with banks and other financial institutions 33,048 - - - - - - 33,048
Investments available for sale 21,552 7,500 = 8,972 12,836 2,248 568 53,676
Loans and advances to customers 362,129 1,623 - 440 - 1,032 - 365,224
Investment in associate 4,349 - = = = - - 4,349
Unconsolidated subsidiaries 758 - - - = = = 758
Land and buildings 3,872 - - - - - = 3,872
Other assets 13,599 - - - - - - 13,599
Total assets 591,381 12,409 - 9,633 13,024 3,353 568 630,368
Liabilities and equity
Deposits from banks and other financial institutions 63,259 - - 3,799 - - - 67,058
Deposits from customers 37,091 - - - - - - 37,091
Loan from Government of Kuwait 300,000 = = = = = - 300,000
Term loans 21,510 - - - - - - 21,510
Other liabilities 11,837 - - - - - - 11,837
Equity 192,872 - - - - - - 192,872
Total liabilities and equity 626,569 - - 3,799 = = - 630,368
Acceptances, letters of credit and guarantees 53,452 1,259 992 215 823 111 56,852
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Middle
December 31, 2008 Kawat QGO Nomn Afica Europe ks P Total
Assets KD‘000 KD‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000
Cash and short term funds 3,054 121 - 247 176 81 - 3,679
Treasury bills and bonds 92,276 - = = = - - 92,276
Deposits with banks and other financial institutions 53,536 = - - - - - 53,536
Investments available for sale 24,944 8,678 - 9,029 11,428 1,814 611 56,504
Loans and advances to customers 339,540 1,402 = 401 S 1,068 - 342,411
Investment in associate 4,482 - - - - - - 4,482
Unconsolidated subsidiaries 750 - - - - - - 750
Land and buildings 3,886 = = = = = - 3,886
Other assets 15,295 - - - - - - 15,295
Total assets 537,763 10,201 - 9,677 11,604 2,963 611 572,819
Liabilities and equity
Deposits from banks and other financial institutions 20,158 552 - 3,708 - - - 24,418
Deposits from customers 11,266 = = = = = = 11,266
Loan from Government of Kuwait 300,000 - - - - - - 300,000
Term loans - - - 27,595 - - - 27,595
Other liabilities 11,731 - - - = = - 11,731
Equity 197,809 - - - - - - 197,809
Total liabilities and equity 540,964 552 - 31,303 - - - 572,819
Acceptances, letters of credit and guarantees 90,218 670 - 242 5 1,307 - 92,442

23. Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in raising funds to meet
commitments. Liquidity risk may also result from an inability to sell a financial asset quickly
at close to its fair value.

The table below summarizes 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 consolidated statement of financial position date to the contractual maturity
date. 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.
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The maturity profile at December 31, 2009 was as follows:

Less than 1103 3to12 Over
- - 1 (R Fr 1 month months months 1 to 5 years 5 years Total
Undiscounted financial liabilities KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000
Deposits from banks and other
financial institutions 65,516 1,626 = = - 67,142
Deposits from customers 30,524 - 7,357 - - 37,881
Loan from Government of Kuwait - - - - 329,502 329,502
Term loans B B B 21,699 - 21,699
Other liabilities = - 11,837 - - 11,837
Total undiscounted
financial liabilities 96,040 1,626 19,194 21,699 329,502 468,061
The maturity profile at December 31, 2008 was as follows:
Less than 1t03 3to12 Over
. . . 1 month months months 1 to 5 years 5 years Total
Undiscounted financial liabilities KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000
Deposits from banks and other
financial institutions 23,855 552 - - - 24,407
Deposits from customers 11,326 114 5 - - 11,445
Loan from Government of Kuwait = = = - 345,283 345,283
Term loans = = = 29,546 - 29,546
Other liabilities - - 11,731 - - 11,731
Total undiscounted
e s S 35,181 666 11,736 29,546 345,283 422,412

The table below shows the contractual expiry by maturity of the Bank’s contingent liabilities

and commitments

Less than 1to3 3to12 Over
1 month months months 1 to 5 years 5 years Total
KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000
2009
Contingent liabilities 6,120 13,604 16,945 20,093 90 56,852
2008
Contingent liabilities 8,078 13,978 29,162 41,025 199 92,442
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The maturity profile of the assets and liabilities at the year end based on contractual
repayment arrangements is as follows:

Less than one From one Over five
year year to five years years Total
KD ‘000 KD ‘000 KD ‘000 KD ‘000
December 31, 2009 °
ASSETS
Cash and short term funds 16,194 - - 16,194
Treasury bills and bonds 123,881 15,767 - 139,648
Deposits with banks and other financial
institutions 33,048 - - 33,048
Investments available for sale 672 6,750 46,254 53,676
Loans and advances to customers 183,161 158,533 23,530 365,224
Investment in associates - B 4,349 4,349
Unconsolidated subsidiaries = - 758 758
Land and buildings - ) 3,872 3,872
Other assets 13,181 - 418 13,599
Total assets 370,137 181,050 79,181 630,368
LIABILITIES AND EQUITY
Deposits from banks and financial
institutions 67,058 - - 67,058
Deposits from customers 37,091 B ) 37,091
Loan from Government of Kuwait = - 300,000 300,000
Term loans 7,170 14,340 = 21,510
Other liabilities 11,837 : } 11,837
Equity - - 192,872 192,872
Total liabilities and equity 123,156 14,340 492,872 630,368

Gap on statement of financial position 246,981 166,710 (413,691) -
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Less than one From one Over five
year year to five years years Total
KD ‘000 KD ‘000 KD ‘000 KD ‘000
December 31, 2008
ASSETS
Cash and short term funds 3,679 = - 3,679
Treasury bills and bonds 76,509 15,767 - 92,276
Deposits with banks and other financial 53,536 = B 53,536
institutions
Investments available for sale 1,002 6,390 49,112 56,504
Loans and advances to customers 189,986 128,596 23,829 342,411
Investment in associates - B 4,482 4,482
Unconsolidated subsidiaries = - 750 750
Land and buildings - B 3,886 3,886
Other assets 14,820 - 475 15,295
Total assets 339,532 150,753 82,534 572,819
LIABILITIES AND EQUITY
Deposits from banks and financial 24,418 - ; 24,418
institutions
Deposits from customers 11,266 = - 11,266
Loan from Government of Kuwait - = 300,000 300,000
Term loans 13,798 = 13,797 27,595
Other liabilities 11,731 - - 11,731
Equity = - 197,809 197,809
Total liabilities and equity 61,213 - 511,606 572,819
Gap on statement of financial position 278,319 150,753 (429,072) -

24. Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect the
value of financial instruments. The Group is exposed to interest rate risk as a result of
mismatches or gaps in the amounts of assets and liabilities and fiduciary assets instruments
of consolidated statement of financial position that mature or re-price in a given period.
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The table below details the Group’s exposure to interest rate risk. Fixed rate instruments
are allocated according to the residual term to maturity and floating rate instruments
according to the residual term to the next re-pricing date.

Non-

Less interest

than 1to5 Over 5 bearing Effective

1 year years years items Total interest rate /

KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 range

December 31, 2009
Assets
Cash and short term funds 15,805 = = 389 16,194 0.038% - 0.071%
Treasury bills and bonds 123,881 15,767 - - 139,648 2.9% - 3.5%
Deposits with banks and other
financial institutions 24,056 - - 8,992 33,048 3.85% - 4.4%
Investments available for sale 18,630 750 o 34,296 53,676 5.3% - 6.15%
Loans and advances to customers 241,999 135,391 9,194 (21,360) 365,224 3.57% -5.0%
Investment in associate - - - 4,349 4,349 -
Unconsolidated subsidiaries - - - 758 758 -
Lands and buildings - - - 3,872 3,872 -
Other assets - - - 13,599 13,599 -
Total assets 424,371 151,908 9,194 44,895 630,368
Liabilities and equity
Deposits from banks and
financial institutions 67,047 - - 11 67,058 1.31% - 2.3%
Deposits from customers 29,549 : - 7,542 37,091 0.63% - 0.91%
Loan from Government of Kuwait 43,102 256,898 = - 300,000 0.63% - 0.74%
Term loans 21,510 . - T 21,510 1.86% - 4.47%
Other liabilities ) i . 11,837 11,837 i
Equity ) ' © 192,872 192,872 :
Total liabilities and equity 161,208 256,898 ) 212,262 630,368
On-financial position gap 263,163  (104,990) 9,194 (167,367)
Cumulative interest rate sensitivity gap 263,163 158,173 167,367 -
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Non-

Less interest

than 1to5 Over 5 bearing Effective

1 year years years items Total interest rate /

KD ‘000 KD ‘000 KD ‘000 KD ‘000 KD ‘000 range

December 31, 2008
Assets
Cash and short term funds 3,317 - - 362 3,679 0.51%-1.06%
Treasury bills and bonds 76,509 15,767 - - 92,276  4.56%-5.47%
finencial institutions 46,746 - - 6790 53536 Of77433%
Investments available for sale 23,757 750 - 31,997 56,504 9-36%-6.17%
Loans and advances to customers 226,043 113,095 17,291 (14,018) 342,411 3.49%-7.83%
Investment in associate B B ) 4,482 4,482 -
Unconsolidated subsidiaries - ) ) 750 750 -
Lands and buildings B B B 3,886 3,886 .
Other assets - - - 15,295 15,295 )
Total assets 376,372 129,612 17,291 49,544 572,819
Liabilities and equity
Deposits from banks and . _
financial institutions 24,406 12 24,418 2.07%-2.26%
Deposits from customers 3,498 ) ; 7,768 11,266 2.35%-3.96%
Loan from Government of Kuwait 56,930 243,070 - - 300,000 0.74%-0.90%
Term loans 27,595 } ) ) 27,595 3.74%-5.96%
Other liabilities i ) T 11,781 11,731 -
Equity B B © 197,809 197,809 -
Total liabilities and equity 112,429 243,070 T 217,320 572,819
On-financial position gap 263,943 (113,458) 17,291 (167,776)
Cumulative interest rate sensitivity gap 263,943 150,485 167,776 =

The additional disclosures are including under "risk management" section of the annual report
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25. Market risk

The disclosures on market risk are included under the ‘Risk Management’ section of the

annual report.

26. Foreign currency risk

Foreign currency risk is the risk that the value of the financial instrument will fluctuate due

to changes in foreign exchange rates.

The effect on profit, as a result of change in currency rate, with all other variables held

constant is shown below:

Change in Effect on profit Effect on
2009 currency before tax equity
rate in % KD ‘000 KD ‘000
Currency
USD 1% (1,041.3) 1,023.2
GBP 1% (15.71) 14
Euro 1% (451.64) 432
Change in Effect on profit Effect on
2008 currency before tax equity
rate in % KD ‘000 KD ‘000
Currency 0
USD 1% (253.66) 280
Euro 1% 280.75 (281)

The Group had the following significant net exposures denominated in foreign currencies

as of 31 December:

2009
KD °000
Long/(short)
US Dollar (1,810)
Japanese Yen 3
Euro (1,964)
Pound Sterling (172)
UAE Dirham 15
Other 749
(3,179)

2008
KD ’000
Long/(short)

2,634
22
(25)
(134)
14
617)
1,894

86




THE INDUSTRIAL BANK OF KUWAIT K.S.C. (CLOSED)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2009

(All Amounts are in Kuwaiti Dinars)

27. 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 effect on equity (as a result of a change in the fair value of equity instruments held as
available-for-sale at December 31, 2009) due to a reasonably possible change in equity
indices, with all other variables held constant, is as follows:

2009 2008

% %

Change in the Kuwait Stock Exchange index (33.67) (38.03)
Effect on investment portfolios on 10% change in index (10.0) (15.0)

The Bank’s other significant investments are held in well diversified portfolio of funds
which invest in a variety of securities whose performance cannot necessarily be measured
with relation to movement in any specific equity index.

28. Prepayment risk

Prepayment risk is the risk that the Bank 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. Prepayment risk is most commonly occurs
on consumer financing business.

29. 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 Bank cannot
expect to eliminate all operational risks, but through a control framework and by monitoring
and responding to potential risks, the Bank is able to manage the risks. Controls include
effective segregation of duties, access, authorization and reconciliation procedures, staff
education and assessment processes, including the use of internal audit.

30. Fair value of financial instruments

Fair value is the amount at which an asset, liability or financial instrument could be
exchanged or settled between knowledgeable parties in an arm’s length transaction.
Underlying the definition of fair value is the presumption that the group is a going concern
without any intention, or need, to liquidate, curtail materially the scale of its operations or
undertake a transaction on adverse terms.
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Effective January 1, 2009, the Group adopted the amendment to IFRS 7 for financial
instruments that are measured in the Statement of financial position at fair value,
this requires disclosure of fair value measurements by level of the following fair value
measurement hierarchy:

¢ Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).

¢ |Inputs other than quoted prices included within level 1 that are observable for the asset
or liability, either directly (that is, as prices) or indirectly (that is, derived from prices) (level 2).

¢ Inputs for the asset or liability that are not based on observable market data (that is,
unobservable inputs) (level 3).

The fair value of investments in quoted securities available-for-sale are determined only
based on Level 1 fair value measurement which is the quoted market prices prevailing
at the reporting date. The fair value of most of the remaining investments available-for-
sale was determined significantly based on Level 2 fair value measurement, derived from
reports from investment managers. During the year ended December 31, 2009, there were
no transfers between Level 1 and other levels of fair value measurement.

As of December 31, the fair value of financial assets and financial liabilities other than
unlisted equity investments (Note 5) were not significantly different from their carrying
amounts. The fair value of the financial assets and financial liabilities set out above are
subjective in nature and are significantly affected by the assumptions made and discount
rates used. The following is a summary of the valuation methods and assumptions used
to estimate fair values:

a) Other on-financial position financial instruments

The fair values of all other on-consolidated statement of financial position financial
instruments were estimated to be equal to their respective carrying amounts due to their
short term nature and / or because they carry floating interest rate.

b) Off-financial position financial instruments

No fair value adjustment is required with respect to credit-related off consolidated
statement of financial position, which include acceptances, letters of credit, guarantees
and commitments to extend credit, since the related future income streams materially
reflect contractual fees and commissions actually charged at the consolidated statement
of financial position date for agreements of similar credit standing and maturity. Specific
provisions have been made in respect of individual transactions, where a potential for loss
has been identified. Such provisions are included in other liabilities.

31. Capital adequacy

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 and the amendments of IAS 1-Capital disclosures,
are included under the ‘Risk Management’ section of the annual report.
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