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HH THE AMIR OF KUWAIT
SHEIKH JABER AL AHMAD AL JABER AL SABAH

HH THE CROWN PRINCE AND PRIME MINISTER
SHEIKH SA'AD AL ABDULLAH AL SALEM AL SABAH
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Kuwait Finance House

Kuwait Finance House, with its strong Islamic values, is a financial institution whose
main aim is to develop and promaote Islamic banking worldwide. The Finance House
affers unique yet competitive products and services directed to target markets for
both depositors and shareholders., In accordance with the Islamic Code, Kuwait
Finance House ensures that while working with the public professionally, the company
guarantees an honourable relationship with its immediate client base and the |slamlic

community as a whole.

These values are continually reinforced and adhered to in all aspects of the company's
operations. |ts integrity and sincerity have maintained a guality service at all times,
The employvees of Kuwait Finance House are constantly encouraged to be efficient,

creative and above all successful. Career enhancement is actively promoted with an

ever-changing financial world, creating a healthy professional environment.
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In the Mame of Allah The Most Gracious, The Maost Merciful

CHAIRMAN'’S STATEMENT

Praise be to Almighty Allah and Peace be Upon His Prophet Mohammed.

Gentlemen,

It gives me great pleasure to present to you, on behalf of the Board of Directors, the
20th Annual Report for Kuwait Finance House, covering the year ended 31 December
1998. This report includes the audited consolidated financial statements and a dis-

cussion of the organization's most important achievements,

We are living today in an increasingly integrated global economy where events
around the world often have a direct and very rapid impact on our activities. | would
therefore like to first review a number of key international and regional develop-

ments:

Annual Report 1998 page 9
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The World Economy

The warld economy has been characterized for most of the past year by continuing
uncertainty stemming from the 1997 Asian financial crisis. This, combined with
Russia's economic problems and those of Latin America, has resulted in widespread
economic instability and destabilizing market fluctuations as capital sought security
in the developed world. The situation has been further aggravated by the over-expo-

sure of Western banks to non-performing loans to Asia and Russia,

With the interdependence between markets brought about by globalization and tech-
nalogy, and the resultant concerns of the crises spreading further, monetary authori-
ties in the developed world and international financial institutions intervened to pre-
vent a world recession, strengthen confidence in financial markets, and dispel fears of
a worldwide liquidity shortage. The basis of this action was a reduction of short-term
interest rates, a measure first adopted by the US Federal Reserve, and then by several
West European central banks, Reform-linked financial assistance packages have been
provided to crisis-afflicted Asian countries to enable them to support their balance of
payments and exchange rates. These efforts reintroduced relative stability to the for-
eign exchange and stock markets by the end of last year and the beginning of the cur-

rent year.

Maturally, world economic growth has been affected by these crises, declining from

41% in 1997 to 3,1% in 1998. According to International Monetary Fund estimates,

Euro currency
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economic growth in-the developing world has declined sharply from 1997'5 6,7% ﬁ-

4,4% In 1998. Growth in lapan was less than 3% owing to the wmbined aﬁert uf slg-s’ %
nificant internal economic problems and the eﬂ‘ect of the Asian crisis on Japan's [arga;f

direct commercial and Investment Fntemsts inthese countries.

from 2,8% in 1997. Desplite the positive effect of a du;:rease In West European inflation
ta 2,1%, most EU countries failed to achieve anticlpated growth because of increased
unemployment, which exceeded 10% in key countries such as France and Germany.
However, the introduction of the Euro throughout most of the mﬂ% < in. m L
1999 promises to encourage greater economic growth and ei'fu:iam:'r ing e;?nhh

ally rival the US dollar as a primary means of payment and mternaﬁnnal re&:rbalgw g
W : “hf H

e *:i‘&'-

The repercussions of the various crises discussed above have affected not only 1:‘!'1t1l .,__‘1....

\1"
#‘H

financial markets but also trade in commodities as the developing Asian emnor’hiﬁ ":'I* .1, t

PN . NG
considerably reduc.ed their Imports of both manufactured gopds and primary p‘fh'ﬂrh.-k ih : ‘ ”:} :. ng
ucts, including oil. These countries consumed about 15% of world oil pm&u:t'inn::__ _ s‘\ LA M AN
between 1992 and 1996; in 1998, their imports were one-third lower. This was reflect- s ko
ed in a fall in the export growth rate of oil exporting countries from 6,4% in 1997 to S

4,0% in 1998, with a further slight decrease to'3,6% expected in 1999,

Improved expectations for 1999 reflect the world's success in avoiding global reces-
sion through the containment of the Asian financial crisis, the long-term economic |
and financial reform adopted by maost of the affected countries with the consequent

stability of their exchange rates, and the improved investment climate in industrial

countries with lower interest and inflation rates. The International Monetary Fund has
therefore raised its estimates of economic growth in Asia and the industrialized coun-

trles for 1999,
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The Guilf Economy

The prevailing international conditions in 1998 have had a great impact on econamic
growth in the Arabian Gulf, with Gross Domestic Product growing at 1% less than

1997's 4.7%.

This decline in economic performance reflects the considerable decrease in world oil
prices because of persistent oversupply. Attempts to support prices through a 2,6 mil-

lion barrel per day OPEC production cut failed to stop the decline, OQil prices have now

reached a 25-year low.

As the Gulf states prepare for a second year of this low oil price regime, there is com-
mon consensus on the need to undertake meaningful financial reform, and particu-

larly to diversify economies away from overdependency on ail, Public expenditure js

being rationalized, as are attempts to increase non-oil revenues,

1 =Lre




The Kuwaiti Economy

The decline In oil and capital markets, combined with regional political tensians, have
serlously undermined the country®s two main sources of income: oll revenues and for-
elgn investment returns. This, in turn, has affected the State’s budget, with the current

year's deficit expected to reach almost KD2 billion,

Instead of adopting shart-term solutions such as barrowing from abroad, liquidating
foreign assets and investments, or increasing fees for basic utilities such as electricity,
water and fuel, the Covernment of Kuwalt |s moving to implement wise long-term
solutions which address the national economy’s basic structural problems. A new paol-
icy based on assigning asset and resource management to the private sector, whilst
curtailing the State's role, has been implemented. This strategy will result in funda-
mental changes In the way public services and commaodities are delivered. Most

importantly, it will:
- create job opportunities for Kuwaiti nationals in the private sector; and

= |[ncrease the private sector’s involvernent in the provision and financing of basic

services including health, education and housing.

Annual Ragpe
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The measures also include encouraging foreign investment in Kuwait, and the imple-
mentation of Phase | of the Kuwait Free Trade Zone. The policy has already been par-
tially implemented through the sale of the Government's share in many joint stock
companies, and is expected to be completed when the private sector takes full respon-

sibility for telecommunications and other services.

The year has seen a reduction in Kuwaiti Dinar interest rates when the Central Bank of
Kuwait reduced the discount rate by 0.5% to 7.0%, in line with movements in interna-
tional interest rates, and as part of a policy to both alleviate the servicing burden of the

national debt, and to boost the local economy.,

e
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uwait Finance House

The corporate strategy of Kuwait Finance House - reviewed and revised every three
years - was instrumental in enabling the arganisation to fulfil its mission as a global
Islamic financial Institution, which is to provide financial products and banking services

‘according to Sharee'’a, using the mast contemparary technigues and systems. KFH has

‘thus maintained its pioneering role and standards of service and efficiency, as well as

‘meeting the expectations of its shareholders and depositors.

During the year, Kuwait Finance House organised the Fifth Islamic Jurisprudence
?Semlnar fram Movember 2nd through 4th, under the superyvision of the Fabwa and
Sharia’a Supervisory Board. Eminent |slamic scholars and urists from throughout the
warld participated in this gathering to discuss important developments in Islamic

banking.

Al departments of Kuwalt Finance House have worked closely together to serve
Kuwaiti society, supporting a number of projects undertaken by official and private

prganizations to develop the Kuwaiti people socially, culturally and economically.

Rawdha Branch
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Cujded by the ocrganization's strategy, all relevant departments concentrated on
direct investments both locally and abroad. Domestically, 26% of the capital of newly
formed Gulf Investment House has been invested, as has 30% of Aref Investment
Company, 27% of Ayan for |jara and Investments, and 35% of Markets and Marketing
Services Company. Internationally, 10% of the capital of International ljara and
Investment Company was invested. The KFH Lease Fund for the US market was

launched with a capital of US540 million.

Kuwait Finance House's commercial departments achieved increased success, meet-
ing their revenue targets without exception, and all of their customers’ needs. This
was all the more remarkable in light of the difficult trading conditions generated by
the international financial crises, Co-operation with local and international agents has

been strengthened, and further service improvements introduced. Practical staff

UP}]‘II‘I{I room

Frivate Hanking Services




training has been provided for the benefit of the organization's workforce. Two com-

panies have been established in the UAE, and one each in Germany and the US,

Awvallability of housing in Kuwait has been of primary concern to Kuwait Finance
House since it was first established over two decades ago. A number of successful real
estate projects have been developed, thus partially addressing the national housing

problem.

It is particularly pleasing to note that 99,8% of Kuwalt Finance House's objectives
have been realized, resulting in a customer satisfaction rating of 96%. This could not
have been achieved without customer-tailored initiatives such as the Foreign
Currencies Savings Account and expanding the Drive-in ATM Service. Kuwait Finance
House is still the only institution in the country to offer this facility. The organization's
ATM network now totals 60 outlets, 22 of which are integrated with branches, three
fast-service machines, and 35 operating independently. Other improvements include
modern banking services such as Tele-Banking, and the Home Bank and Fast Payment

systerms.
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Kuwait Finance House cantinues to place great importance on its ongoing investment

in human resources and modern technology. A total of 201 individual and group tréin-
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jonourable Gentiemen,

he consolidated financial statements for the year ended 31 December, 1998 show the

-_'_.. |ng:
lance Sheet

tal assets at year-end amounted to KD,669 million, anincrease of KDBE million over 1937,

- Depositors' account balances totalled KD1,262 million. Shareholders’ equity grew to

- 180 million, an increase of KD22 million or 17% over 1997,

tal revenues for the year amounted to KB 32 million, an increase of KD10 million, or
%, After deducting expenses and provisions, profit before distributions was KD102

‘million, representing an increase of KD13 million, or 15%, on 1997.
Profit Distribution

Profits to 31 December, 1998 were distributed to

‘depositors and investors at the following rates:

1998 1997
Investment Saving Accounts 4.B00% 4.750%
Fixed Investment Deposits 6.400% 6.333%

Continuous Investment Depaosits 7.200% 7.125%
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In conclusion, we are deeply grateful to Allah Almighty for his enduring beneficence
and the success granted to our organization. | pray that He may continue to bless our
efforts and fulfill the objectives of Kuwait Finance House in the best interests of our
beloved country, under the wise leadership of His Highness the Amir Sheikh Jaber Al-
Ahmed Al-laber Al-5abah and His Highness the Crown Prince and Prime Minister,
Sheikh Sa'ad Al-Abdullah Al-5alem Al-Sabah. May God protect them. | also extend my
deepest appreciation to the relevant administrative authorities and to all our valued

customers for their wholehearted support of this esteemed Islamic institution.

My particular thanks go out to their eminences, the Chairman and learned jurist mem-
bers of the Fatwa and Sharee’a Supervisory Board for their distinguished efforts, May

Allah reward them maost auspiciously.

Finally, | would like to convey my sincere gratitude to my colleagues, the members of
the Board of Directors, for their tireless contributions; and to thank the Deputy
General Managers, the Assistant General Managers, the Deputy Assistant General
Managers and to each and every employee of this distinguished pioneering institu-

tion for their unstinting dedication, work and commitment.

May Allah grant us success and guide us to the best for Islam and Muslims and the

waorld at large.

Bader Abdul Muhsen Al-Mukhaizeem

nigSll Lgaill Cu Chairman

HUWRIT FINANCE HOUSE
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REPORT OF

THE FATWA AND SHAREE’A
SUPERVISORY
BOARD

By following up the performance of Kuwait Finance House during the year ended 31 Dec 1998, we certify that
all activities were practiced in compliance with Islamic Sharee’a and no violations have occurred, to the best

of our knowledge.

Sheikh Ahmad Bazie Al-Yaseen

Chairman o

Sheikh Dr. Khaled Mathkour Al-Mathkour

Sheikh Dr. Mohammad Fawzi Faidullah
ﬂ

Sheikh Dr. Ajeel Jasem Al-Nashmi
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uditors’ Report

To the Shareholders

We have audited the consolidated financial statements of Kuwait Finance House K.5.C. and its subsidiary set aut on pages
-42. These consolidated financial statements are the responsibility of the parent company's management. QuUr respon-

sibility Is to express an apinion on these consolidated financial staternents based on our audit,

We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan and
erform the audit to obtain reasonable assurance about whether the consalidated financial statements are free of material
nisstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures (n the
solidated financial statements. An audit also includes assessing the accounting principles used and significant
‘&stimates made by management, as well as evaluating the overall financial statement presentation. We believe that our

audit provides a reasonable basis for our opinion,

N our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the
up as of 31 December 1998, and the results of its operations, the changes in its sharehalders’ equity and its cash flows

the year then ended in accordance with International Accou nting Standards,

aternents, are in accordance therewith, We further repart that we obtained all the information and explanations that we
“required for the purpase of our audit and that the consolidated financial statements incorporate all information that is
quired by the Commercial Companies Law of 1960, as amended, and by the group's articles of association, that an
| entory was duly carried out and that, to the best of our knowledge and belief, no violations of the law nor of the articles

‘of association have occurred during the year ended 31 December 1998 that might have had a material effect on the

Iness of the group or on its financial position.

e further report that, during the course of our audit, we have nat became aware of any material violations of the
wisinns 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 1998,

WALEED A. AL-OSAIMI SALAH F. AL-MARZOOK
LICENSE NO. 6B A LICENSE ND., 15 A
OF ERNST & YOUNG OF DELOITTE & TOUCHE

13 January 1999

- Kuwait
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Consolidated Balance Sheet

31 December 1998

ASSETS

Cash and balances with banks and other financial institutions
Receivables

Leased assets

Government debt bonds

Investments

Froperty and equiprment

Other assets
TOTAL ASSETS
LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS' FUNDS

LIABILITIES

Cue to banks and other financial institutions
Depositors' accounts

Other liabilities

Propased cash dividends

TOTAL LIABILITIES
MINORITY INTEREST

SHAREHOLDERS' FUNDS
Share capital
Proposed issue of bonus shares

Reserves

TOTAL SHAREHOLDERS' FUNDS

TOTAL LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS® FUNDS

Mote

oo =l m W A W

10
n
12

13
12,12
13

BADER ABDUL MUHSEN AL-MUKHAIZEEM

[CHAIRMAN AND MAMACGING DIRECTOR)

NABEEL A. AMEEN
{DEPUTY GENERAL MANAGER)

1998
KD 000's

115,860
1,038,189
76,319
141,394
245,806
19,971
31,765

1,669,313

21,397
1,261,799
202,435
19,290

1,504,921

14,726

53,584
3,215
02,867

149,666

1,669,313

Kuwait Finance House K.5.C. and Subsidiary

1997
KD 000's

83,248
952,228
85,368
176,294
221,103
15,288
3766

1,580,795

17,510
1.184,717
219,523
16,176

1,437,926

128,433

1,580,795

JASSAR D. AL-JASSAR

The attached notes 1 ta 22 form part of these consalidated financial statements.

(DEPUTY GENERAL MANAGER]



Kuwalt Finance House K, 5.C, and Subsidiary

Consolidated Statement of Income

Year Ended 31 December 1998

OPERATING INCOME

Murabaha, Istisna'a and leasing

Subvention of government debt bonds
Investment income

Fees and commissions

Met gain from dealing in foreign currencies

Miscellaneaus

OPERATING EXPENSES
General and administration
Depreciation

Provisions

PROFIT BEFORE DISTRIBUTION TO DEPOSITORS, MINORITY INTEREST,
CONTRIBUTION TO KUWAIT FOUNDATION FOR THE ADVANCEMENT
OF SCIENCES AND DIRECTORS' FEES

Distribution to depositors

PROFIT BEFORE MINORITY INTEREST, CONTRIBUTION
TO KUWAIT FOUNDATION FOR THE ADVANCEMENT
OF SCIENCES AND DIRECTORS' FEES

Minority interest

Contribution to Kuwalt Foundation far the Advancement of Sciences

Directors' fees

NET PROFIT

EARNINGS PER SHARE

ANNUAL REPORT 1998 page 25

1998 1997

MNote KD 000's KD 000's
05,455 90,445

5,974 10,539

19,732 15,031

4,161 3.266

591 1,244

1,973 1,681

131,986 122,206

18,B65 15,506

3,775 3,864

7.815 13,723

30,455 33,083

101,51 89,113

10 57571 52,196
43,960 36,917

1,365 373

481 1,121

80 70

42,034 35,353

14 74 fils

The attached notes 1 to 22 form part of these consolidated financial statements.

&2 fils




AMNMUAL REPORT 19898 page 26 Kuwait Finance House K.5.C. and Subsidiary

Consolidated Statement of Changes in Shareholders’ Equity

Year Ended 31 December 1998

Reserves
Propased Total
Issue of share-
Share bonus Share holders'
Capital shares Statutory premium Voluntary funds
KD 000's KD 000's KD 000's KD 000's KD 000's KD 000’s
(Note13a) {Note 12)  (Note 13bj)  (Note 13c)  (Note 13d)
AT 31 December 1996 47,690 2,861 43,381 5641 10,735 110,308
Movements during 1997:
lssue of bonus shares 2,861 (2,861 - -
Zakat - - . - (1,052 (1,052
Transfer to statutory reserve - - 12,489 - - 12,488
Transter to veluntary reserve - = - - 31,655 1,655
Propased ssue of bonus shares x 3,033 L - 3,033
At 31 December 1597 50,551 3,023 55,870 5.641 13,338 128,433
Movemnents during 1998:
Issue af bonus shares 3,033 (3,033)
Zakat {1,510 (1,510}
Transfer to statutory reserve 15,269 - 15,269
Transfer ta voluntary reserve = - 4,259 4,259
Proposed issue of banus shares - 3.215 5 - - 3.215
At 31 December 1998 53,584 7,38 5.641 16,087 149,666

3.215

The attached notes 1 to 22 form part of these consolidated financlal statements.
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Consolidated Statement of Cash Flows

Year Ended 31 Deceamber 1998

MNote
OPERATING ACTIVITIES
Profit for the year before contribution to Kuwait Foundation for
the Advancement of Sciences and Directars” fees
Adjustment for:
Minority |nterest

Depreciation
Operating profit before changes in operating assets and liabilities

[Increase) decraase in operating assets:
Receivables

Leased assets

Trading properties

Other assets

Increase [decrease) in operating liabilities:
Due to banks and other financial institutions
Depositors' accounts

Other liabilities
Net cash from (used in) operating activities

INVESTING ACTIVITIES

Redemptiaon of government debt bonds
Purchase of nan trading investments
Purchase of property and eguipment

Praceeds from sale of property and equipment
Net cash (used in) from investing activities
FINANCING ACTIVITIES

Cash dividends paid

Minority interest

Payment of Zakat

Contribution to Kuwait Foundation for the Advancement of Sciences
Directors’ fees

Net cash {used in) from financing activities

NET INCREASE (DECREASE) IN CASH AND BALANCES
WITH BANKS AND OTHER FINANCIAL INSTITUTIONS

Cash and balances with banks and other financial institutions at 1 lanuary

CASH AND BALANCES WITH BANKS AND OTHER
FINANCIAL INSTITUTIONS AT 31 DECEMBER 3

1998 1997
KD 000's KD 000's
42,595 36,544
1,365 V 373
3775 ¥ 4101
47735 41,018
{85,961 (71,852
9,049 |/ 62,606 |
4,862 {57,172}
5401 , (4,800)
3,887 ° 7,076
77,082 & 54,705
(16,459) 56,902
45,596 [35,?29]
35,000 48,194
(30,878} (14,969)
(7.147) (1.365)
2 81
(3,023 31,941
(16176} (11,923
(1,075) 14,063
(1,510 (1.052)
(1,121 (941)
(70) (60}
{19,952} 87
22,621 (4,701
93,248 97,949

115,869 93,248

The attached notes 1 to 22 form part of these consalidated financial statements.
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Notes to the Consolidated Financial Statements

31 December 1998

1- ACTIVITIES

Kuwait Finance House K.5.C. the parent company) is a public shareholding company incorporated in Kuwait and is engaged principally in
providing barking services, the purchase and sale of praperties, leasing, project construction for its own account, as well as for third
parties, and other trading acthvities withaut practising usury, Sales may take various farms including cash, credit and Murabaha sales

{purchasing of raw materials, goods, equipment, real estate and selling them at an agreed negotiated profit margin|,

Al-Enma’a Real Estate Company K.5.C, {Closed) {the subsidiary} is a Kuwait closed sharehalding company incorporated in Kuwait and |s
engaged in real estate inside and outside Kuwait. The company is also engaged in the management, maintenance and security of real

gstate as well as sale of maintenance spare parts.

All activities are conducted In accordance with |slamic Sharee'a, as appraved by the parent company’s Fatwa and Sharee'a Supervisory

Board.
2- SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements have been prepared In confarmity with International Accounting Standards. The significant

accounting policies adopted are as follows:
a} Accounting convention
The cansolidated financial statements are prepared under the historical cost convention,

b} Basis of consolidation

The consolidated financial statements incorporate the financial statements of Kuwalt Finance House K.5.C, for the year ended 31
December 1998, and of Its subsidiary Al-Enma'a Real Estate Campany K.5.C. ({Closed), which |s contralled by Kuwail Finance House K.5.C.
for the year ended 31 October 1998, The percentage of the parent company’s interest in Al-Enma‘a Real Estate Company as of 31
Decermnber 1998 is 54,975%.

all significant intra-group balances, transactions and unrealised profits are eliminated upon conselidation,
C) Receivables

Recelvahles are stated in the balance sheet net of specific and general provisians on the basis of a continuous appraisal of the receivables,
having regard to the group's past experience, current economic conditions and other relevant factors. Specific provisions are made to
reduce all impaired receivables to thelr expected realisable value whereas general provisions are made to provide far losses Known from

experience to exist but not yet specifically identified.

d) Leased assets

Leased assets are stated at amounts equal to the net investment outstanding in the |eases,
e} Government debt bonds

Covernment debt bonds are stated at cost.

f) Investments

i) Investment properties
. Rental bulldings are intended to be held for long-term purposes and are carried at cost less depreciation.

- —
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Notes to the Consolidated Financial Statements

. 31 December 1998

2- SIGNIFICANT ACCOUNTING POLICIES (Continued)
. Trading properties are intended to be held far short-term purposes and are carried at the lower of cost and market
value, determined an an aggregate portfolio basis,
. Other praperties are intended to be held for lang-term purposes and are carried at cost less provision for decline other

than temporary in value, determined on an individual basis,
ii} Investments in securities and managed portfolios

Investments in securities and managed portfalios are held for long-term purposes and are carried at cost less provision for

decline other than temporary in value, determined on an individual basis,
iii} Group’s Investment in own shares

The group's investrment in own shares |s held for long-term purpases and is carried at cost less provisian for decline other than

temporary in value,
v} Investments in unconsolidated subsidiary companies and associated companies
. Unconsolidated subsidiary companies

The uncansolidated subsidiary companies are those companies which are owned more than 50%, and are fully controlled, by
Kuwait Finance House K.5.C. The consolidated financial statements do not include the tinancial statements of those subsidiary
campanies, mainly because the amounts involved are immaterial to the consolidated financial statements taken as a whole. In
addition, certain subsidiaries have not yet started operations. Accordingly, the investments in these unconsolidated subsidiary

companies are cansistently accounted for using the cost method of accounting for long-term investments.
. Associated companies

The assoclated companies are those companies in which Kuwait Finance House K.5.C. has a long-term investment between 20%
and 50% and over which it exerts significant influence, including participation in the decision making of their operating and
financial policies. The Investments in these associated companies are consistently accounted for using the cost method of
accounting for long-term investments, since the amounts involved are immaterial to the consolidated financial statements

taken as a whale,

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

made.
gl Property and equipment
Praperty and equipment are recorded at cost.
h) Depreciation

i} Property and equipment

Freehald land is not depreciated, Depreciation is provided on all other items of property and equipment at rates calculated to
write off the cost of each asset over its expected useful life or the period of lease, whichever is sharter. Expected future cash

flows are not discounted to their present values in determining the recaverable amount of items of property and equipment.
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Notes to the Consolidated Financial Statements

31 December 1998

2- SIGNIFICANT ACCOUNTING POLICIES (Continued)
ii) Rental buildings

Depreciation is provided on all rental bulldings on freehold and leasehold land at rates calculated to write off the cost of each

asset over its expected useful life ar the period of lease, whichever is sharter.
i} Employees’ terminal benefits

Provision s made far amounts payable under the Kuwait Labour Law applicable to employees” accumulated periods of service at the

balance sheet date, or on the basis of emplayment contracts where such cantracts provide additional benefits.
i) Revenue recognition
i) Income fram Murabaha and |stisna‘a is recognised as it Is earned, on a time apportionment basis.

1] Income fram leased assets Is recognised on a pattern reflecting a constant periodic return an the net investment

outstanding.

ili) subventian an government debt bonds and income from rental buildings are recognised when earned, on a time

apportiocnment basis,

iv) Dividend Income Including dividend income on own shares s recognised when the right to recelve payment Is
established.
v) Fee and commission Income is recognised when 2arned, at the time the related services are provided,

k} Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Monetary assets and llabilities denomi-
nated in forelgn currencies are retranslated at the rate of exchange ruling at the balance sheet date. All differences are taken to the

statement of incame.
I} Fiduciary assets

Assets held in trust of in a flduciary capacity are not treated as assets of the group and accordingly are not included in these consolidated

financial stabements.

3- CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS

1998 1997

KD 000's KD 000's

Cash 16,251 16,739
Balances with the Central Bank of Kuwait 14,543 5173
Balances with banks and other financial institutions - current accounts 71,692 46,462
Balances with banks and other financial institutions - exchange of depasits and placement 13,383 24,874

[note averleaf)
115,869 93,248
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Notes to the Consolidated Financial Statements

31 December 1998

~3- CASH AND BALANCES WITH BANKS AND OTHER FINANCIAL INSTITUTIONS (Continued)

Inaccordance with |slamic Sharee'a, no interest is receivable an amounts due from banks and other fimancial institutions.

- The parent company exchanges deposits with high credit quality banks and financial Institutions In local and foreign currencies, with the
legal right reserved to set off such deposits exchanged in the event that a bank or a financial institution becomes insolvent an the maturity

date, Included in the balance above is the net amaount of exchange of deposits as at 31 December,

The fair values of cash and balances with banks and other financial institutions do not differ from the respective book values.
- 4- RECEIVABLES

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

The compasition and residual maturity of recelvables are as follows,

Residual maturity

on 1 year Over Over 1998 1997
demand or less 1to 5 5to0 10 Total Total
years years

KD 000's KD 000's KD 000's KD 000's KD Q00's KD 000's

Trading and manufacturing 33122 112,856 26,543 699 173,220 169,974
Banks and financial institutions 38,306 181,400 8,924 - 228,630 221,968
Construction and real estate 1,247 99,802 155,861 66,318 323,228 289,839
Individuals 37,796 146,700 228,430 383 413,318 361,072
Other 22 1.570 120 - 1.712 3.409
Gross receivables 110,493 542 328 419,887 67,400 1,140,108 1,046,263
Less: Specific and general provisions (Mote below) (101,919) (94,035)

1,038,189 952,228

The movement of the provisions during the yvear s as follows:

1998 1997
KD 000's KD 000's

Pravisions at 1 lanuary 94,025 82,580
Reduced as approved by the Central Bank of Kuwait - [1,676)
Provided during the year T.884 13121

Provisions at 31 December 101,918 94,035
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Notes to the Consolidated Financial Statements

31 December 1998

4- RECEIVABLES (Continued)

The group seeks to manage its financing risk exposures through diversification of such financing activites to avold undue cancentrations
of risk with Individuals or groups of customers in specific locations or businesses. It also obtains security, when appropriate, which is
periodically reviewed and is considered by the management of the group when provisions are determined, The receivables are mainly

concentrated in Kuwait and the rest of Middle East,

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

required.

It is the group's intention to hold recelvables to maturity, The estimated fair value of the group's receivables is not significantly ditferent
fram its respective book value, which represents the gross recelvables |ess specific and general provisions established to reduce book value

to estimated realisable value.
5- LEASED ASSETS

This Itern represents the net investment in assets leased for periods which either approximate or cover a major part of the estimated useful
lives of such assets, The lease agreements provide a purchase option to lessees at a price equal to the estimated residual value of the gross

Investment cutstanding at the time when such option is exercised. The net investment comprises the following:

1998 1997

KD 000's KD 000's

Gross investment 83,254 893,279

Unearned revenue {5.263) 16,629)
Provision (1.672) (1,282) |

76,319 85,368

The unguaranteed residual value of the |eased assets at 31 December 1998 is estimared at KD 8,352 thousand (1997 KD 7877 thousand).

6- GOVERNMENT DEBT BEONDS

1998 19497

KD 000's KD 000's

Real Estate bonds maturing within 10 years 141,321 175,524
Commerclal debt bonds maturing within 20 years T3 &70

141,394 176,394

The Central Bank of Kuwait. (on behalf of the Government of Kuwait], purchased from the parent caompany, local real estate portfelio and
resident Kuwaiti customers” debts and resident debts of ather Gulf Co-operation Council nationals existing at 31 December 1991, In

accordance with Decres Mo, 32 of 1992, concerning the treatment of the financial and banking sector, Law Mo. 41 of 1993, concerning
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Notes to the Consolidated Financial Statements

31 December 1998

6- GOVERNMENT DEBT BONDS (Continued)
the purchase of certain debts by the Government, as amended by Law Mo. 80 of 1995, the Council of Ministers Resalution Mo. 865, and
Chapter five, concerning regulations pertaining to the management of local real estate portfolio purchased from Kuwait Finance House

K.5.C., of the Council of Ministers Resolution No, 1096 of 1993 relating to the executive regulations of Law Mo, 41 of 1993,

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

Under the terms of the above regulations, the parent company is committed to re-purchase the |ocal real estate portfolio from the
Government within a period not to exceed 10 years as of 31 December 1991, at the lower of the market price prevailing at the date of the
re-purchase of the local real estate concerned and the purchase price thereof at the date of issue of the bonds, The parent company is also

cammitted to manage the local real estate portfolio without remuneration.

Under the terms of the above regulations, the amount of bonds relating to resident Kuwaiti customers' debts and resident debts of other
Gulf Co-operation Council nationals mature over a maximum period of 20 years fram the date of the issue of the bonds, and are adjusted
in respect of differences arising, if any, once the balances of the related debts have been agreed with the customers concerned and
approved by the Central Bank of Kuwait. The parent company therefore has a contingent liability in this respect.

The subvention an the bonds was 5.64% per annum for the first half and 5.72% per annum for the second half of the year ended 31 December

1598 (1997-5.26% per annum far the first half and 5.34% per annum for the second half of the year], and is payable semi-annually.

It is not practicable to determine the fair value of the Government Debt Bonds with sufficient reliability as the tuture cash flows are not

determinable until maturity.

7- INVESTMENTS

This itemn represents the following:

1998 1997
KD 000's KD 000's
a) Investment Properties:
- Rental Properties
Cost 51,256 49,146
Accumulated depreciation (10,481 | (9. 068)
40,775 319,978
- Trading properties 83,61 88,503 '/
- Other properties 459529 54,526
173,945 183,007
b} Investments in securities and managed portfolios 36,561 28,759
€] Investments in unconsolidated subsidiary companies
and associated companies:
- Unconsolidated subsidiary companies 5931 5,381

- Associated companies 29,359 1,056

245,806 221,103
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31 December 1998

7- INVESTMENTS {Continued)
. Included in investments in rental properties (page over), i an investment In Al-Muthana Complex in Kuwalt. The building is
constructed on a land leased from the Government, The ownership of the building, as well as any results from the activities

relating to profit or loss from the investment are attributed only to the shareholders of the parent company.

. At 11 December 1998, the market value of the trading properties amounted to KD 83,641 thausand [1997-KD 88,503 thousand)]
and ather properties amounted to KD 56,072 thousand (1997- KD 56,823 thausand).

. The estimated fair values of the investments in securities and managed portfolios amounted to KD 37,903 thousand (1997 - KD
32,205 thousand),

. Included In Investments in securities and managed portfolios is an ameunt of KD 5261 thousand (1997: KD 1,722 thousand)
which represents the group's investment in 5,908 thousand of its own shares, equivalent to 1.3% of the total issued share capital

at 31 Decembear 1998,

. The management of the group is of the opinion that the estimated fair values of the investments in unconsolidated subsidiary

campanies and assaciated companies are not significantly different fram their respective book values,

. Estimated fair values of equity Investments are based on the latest available audited financial statements ar management

accounts of each investee, taking into account the parent company management's view.

. The unconsolidated subsidiary companies of Kuwait Finance House K.5.C, dealt with in these conselidated financial statements

are as follows:

Interest in Country of  Principal
equity % registration  activities
Al Mudeer Al-Kuwalti Company
for Real Estate Projects” Management K.5.C. [Closed) 100 Euwait Contracting, trading and
projects’ managemant
Gulf Universal Company for Trading
In Mator Vehicles K.5.C. (Closed) 100 Kuwait Car dealer

International Turnkey Systems

Company K.5.C. (Closed) 100 Kuwait Distribution of computer
Software and hardware

Malaysian KFH Capital 5dn, Bhd 100 Malaysia Investment Holding Co.

KFH ljara House (Malaysia) 5dn. Bhd a0 halaysia Leasing, finance and
murabaha
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7- INVESTMENTS {Continued)

. The associated companies of Kuwait Finance House K.5.C. dealt with In these consalidated financial statements are as follows:
Interest in Country of  Principal
equity % registration activities

Human Investment Corporation far Training and Consulting

K.5.C. (Closed) a0 Kuwait Training Services
Kuwait Turkish Evkaf Finance House 50 Turkey Islamic Banking Services
Markets and Marketing Services

Company K.5.C, [Closed) 35 Kuwait Marketing Services
Aref Investment Group K.5.C. (Closed) 30 Kuwait Islarmic investments
Ayan Company for Lease Investments K.5.C. {Closed) 27 Kuwalt Islamic lease and investments
Culf Investment Hause K.5,C. (Closed) 26 Kuwait Islamic investmeants
Bahrain Islamic Investment Company B.5.C. (Closed) 20 Bahrain Islamic investments

8- PROPERTY AND EQUIPMENT

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

Freehold buildings
Leasehold premises

Furniture, equipment and vehicles

Cost:
At 1 January 1998
Additions

Disposals
At 31 December 1998

Depreciation:
At 1 January 1998
Prowided during the year

Disposals
At 31 December 1998
Net book value at 31 December 1998

Met book value at 31 December 1997

20 years

20 years or period of lease, whichever is shorter

3 years
Freehold
land and
buildings
KD 000's

18,302
2,258

20,560

Leasehold
premises
KD 000's

2,778
4491

3,269

1116
156

1272

1,997

1,662

Furniture,
equipment
and vehicles
KD 000's

15,704
4,398
{7

20,100

Total
KD 000's

16,789
7147
{7l

43,929
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31 December 1998

9. DUE TO BANKS AND OTHER FINANCIAL INSTITUTIONS

1998 1997

KD 000's KD 000’s

Balances due ta banks and other financial institutions - current accaunts 1.084 B93
Balances due to banks and ather financial institutions - exchange of deposits {Note 3) 16,617

17,510

In accordance with Islamic Sharee'a, no interest is payable on accounts due to banks and other financlal institutions,

The falr values of balances due to banks and other financial institutions da nat differ from the respective hook values,

10- DEPOSITORS' ACCOLINTS

a) The depasitars’ accounts of the parent campany compramise the following:

i| Non-investment deposits which take the farm of current accounts. These de posits are not entitled to any profits nor do they bear
any risk of loss, as the parent company guarantees to pay the related balances an demand, Accordingly, these deposits are

ronsidered Gard Hasan from depasitors to the parent company, on the grounds of Islamic Sharee'a.

i1} Investment deposits are deposits far unlimited period which are valid far one year and are automatically renewable for the same
period unless the depositors concerned give written notice to the contrary three months before the due date, or deposits for a
limited period which are valid for one year and are renewable anly by specific instructions from the depositors concerned, or

investrment savings accounts which are valld for unlimited period.

In all cases the investment deposits receive a proportion of the profit as the board of directars of the parent company

determines, ar bears a share of |oss based on the results of the financial year.

The parent company generally invests approximately 90% of investment deposits far an unlimited period, 80% of investmant
deposits for a limited period and 60% of investment savings accounts, respectively, The parent company guarantees to pay the
remalning uninvested portion of these investment deposits, Accardingly, this portion |s considered Qard Hasan fram depositors
to the parent company, on the grounds of Islamic Sharee'a, Investing such Qard Hasan is made at the discretion of the board of

directors of the parent company, The results of which are attributable to the sharehaolders of the parent company.

2] On the basls of the results for the year the board of directars of the parent company determined the depositors’ share of profit at

the fallowing rates:

1988 1997

% per annum Y%Sper annum

Investment deposits for unlimited period 7.200 7125
Investment deposits far a limited period 6.400 6.333

Inwestment savings accounts 4.800 4,750
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11- OTHER LIABILITIES

1998 1997
KD 000's KD 000's

Defered revenue 148,778 139,373

Other

53,657 80,150
202,435 219,523

The estimated fair values of othar liabilities are not significantly different from their respective book values,

12- PROPOSED CASH DIVIDENDS AND ISSUE OF BONUS SHARES

At 31 December 1998, the board of directors of the parent company propaosed cash dividends of 36% (1997-32%) and issue of bonus shares

of 6% (1997 - 6%) of pald-up share capital. This propasal is subject to the approval of the Ordinary General Assembly of the shareholders

of the company and campletion of legal formalities.

13- SHAREHOLDERS' FUNDS

a)

b

The Extraordinary General Assembly of the sharehalders of the parent company held an 16 March 1998 approved the increase
af paid-up share capital by issuance of 30,330 thousand (1997 - 28,610 thousand) banus shares af 100 fils each. The bonus
shares were issued by a transter from prafits for the year ended 31 December 1997, Accardingly, the authorized, issued and fully
paid-up share capital at 31 December 1998 comprises 535,840 thousand (1997 - 505,510 thousand) shares of 100 fils each.

The Extracrdinary General Assembly of the parent company held an 18 March 1996 approved an amendment to article 58 of jts
articles of association, inwhich the Ordinary General Assembly can approve an increase in the transfer of 10% each of the profit
far the year to statutory and voluntary reserves, as appropriate, if proposed by the board of directors of the parent company, As
a result, an amount of KD 15,269 thousand equivalent to approximately 36% (1997 - KD 12,489 thousand equivalent to approx-
imately 34%), of the profit for the year has been transferred to statutory reserve, The Ordinary General Assembly may resolve to

discontinue such annual transfers, if proposed by the board of directors of the parent company.

Only that part of the reserve in excess of 50% of pald-up share capital is freely distributable and useable at the discretion of the
Crdinary General Assembly In the ways that may be deemed beneficial to the group. Distribution of the balance of the resernve
is limited to the amount required to enable the payment of a dividend of 5% of paid-up share capital to be made in years when

accumulated profits are not sufficient for the payment of a dividend of that amount.
The share premium account is not available for distribution,

10% of the profit for the year before cantribution te Kuwait Feundation for the Advancement of Sciences and Directors' fees has

been transfered to voluntary reserves.
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14- EARNINGS PER SHARE

Kuwait Finance House ¥.5.C. and Subsidiary

Eamings per share is computed by dividing net profit attributable to the sharebolders by the weighted average number of shares

outstanding during the year,
The net profit attributable to the sharehalders is calculated as follows:

Net prafit for the year

Less: Profit on own shares

The weighted average number of shares autstanding during the year s calculated as fallows:

Weighted average number of the parent company's issued and paid-up shares

Less: Weighted average number of the parent company's own shares

Earnings per share

1998
KD D00’s
42,034

1998
Shares 000's

567,990
_(5738)
562,252

74fils

1997
Shares 000's

567,990
-
567,785

The above caledlation includes the proposed issue of bonus shares, assuming it Is approved at the next Annual General Assembly,

However, if the proposed issue of bonus shares is not approved, the earnings per share would be 79 fils (1997: 70 fils).

15- CONTINGENCIES AND COMMITMENTS

a) At the balance sheet date there were outstanding contingencies and commitments entered inta in the ardinary course of business in

respect of the following:

Acceptances and letters of credit

Cuarantees

The general provisions for noen-cash credit facilities are included in other liabilities on the balance sheet,

1998

KD 000's
30,953
LAk
105,084

1897

KD 000's
38,365
72,744

111,109

b) At the balance sheet date there were capital commitments amounting to KD 4,422 thousand (1997 - KD 4,108 thousand] in respect of

uncalled capital of investments,
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16- NET OPEN FOREIGN CURRENCY POSITION

1998
KD 000’s
equivalent

Met assets (liabilities) in major foreign currencies:
U.S. Dollars 29,460
Sterling Pouneds 8,696)
lapanese Yen 14,059)
Others B46
17,551

17- RELATED PARTY TRANSACTIONS

1997
KD 000's
equivalent

17.485
(13,679)
4,813

Certain related parties (directors and officers of the group, their families and companies of which they are principal owners) were
depositars and credit customers of the parent company, in the ordinary course of business. Transactions with the directors are appraved by
the Ordinary General Assembly of the sharehalders of the parent campany. The year end balances of related parties included in the balance

sheet are considered Insignificant,
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18- MATURITIES OF ASSETS, LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS' FUNDS

The maturity profile of assets, liabilities, minority interest and shareholders’ funds at 31 December 1998 is as follows:

Assets

Cash and balances with banks
and other financial institutions

Receivables

Leased assets

Government debt bonds

Investments

Property and equipment

Dther assets

31 December

Liabilities, minority interest
and shareholders' funds

Due to banks and other financial institutions

Depositars' accounts

Other liabilities and proposed cash dividends

Minority interest
Shareholders’ funds

31 December

Within
3 months
KD 000's

115,869
274,523
3,286
8,837

24,625

427,140

21,397
652,430
6,334

750,161

3to6

months
KD 000's

129,947
6,111
B,B3T

144,895

185,601
15,663

201,264

6tol12
months

KD 000's

156,339
9,37
17,674
B3 642

5452

272,478

250,265
42,405

292,670

1998
Total
KD 000's

115,869
1,038,189
76,319
141,394
245,806
19,971
11,765

1.6649,313

21,397
1,261,798
221,728
14,726
149,666

1,669,313

The maturity profile of assets, liabilities, minority interest and shareholders® funds at 31 December 1997 was as follows:

Assets

Cash and balances with banks
and other financial institutions

Receivables

Leased assets

Government debt bonds

Investments

Praperty and equipment

Other assets

31 December

Liabilities, minority interest

and sharehaolders' funds

Due to banks and other
Financial Institutions

Depositors’ accounts

Other liabilities and proposed
Cash dividends

Minority interest

Sharehalders' funds

31 December

Maturities of assets {net of provisions), liabilities, minority interest and shareholders' funds have been determined on the basis of tha
remaining period at the balance sheet date ta the contractual maturity date.

Within
3 months
KD 000's

93,248
229,761
3,960
11,025

20,305

358,299

17.510
719,375

80,688

B17,573

3to6

maonths
KD 000's

MEE
6,291
11,025

133927

131,814

25,283

157,097

6to12
months
KD 000's

137663
8,686
22,049
BH.503

10,937
267,838

221,109

50,738

271,847

1997
Total
KD 000's

93,248
852,228
85,368
176,394
221,103
15,288
37,166

1,580,795

17,510
1,184,717

235,699
14,436
128,433

1,580,795
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19 a. CONCENTRATION OF ASSETS , LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS' FUNDS AND
THE CONTINGENCIES AND COMMITMENTS UNDER LETTERS OF CREDIT AND GUARANTEES

The group cperates in different gecgraphical areas and different industry sectors as designated below:

Liabilities Contingencies and commit-
Assets Minaority interest and ments under letters of
shareholders' funds credit and guarantees
1998 1997 1998 1997 1998 1997

KD 000's KD 000's KD 000's KD 000's KD 000's KD Q00's

Geographical areas: |

- Kuwait and the rest of Middle East 1,490,248 1.418,455 1,657,550 1.578,026 74,400 78,258
- Morth America 5.721 6,156 1.5M 287 80 120
- Western Europe 149,559 114,934 10,227 2462 5,400 4,200
» Other 23,785 41,250 25 20 25,204 28,531

1,669,313 1580795 1,669,313 1580795 105084 111109 |

Industry sector:

= Trading and manufacturing 187,599 180,604 174,638 116,625 85,300 90,638
- Banks and financial institutions 573,233 562,734 114,608 27,235 2400 2,047
= Canstruction and real estate 516,101 480,561 105,879 44,475 9,200 8,188
- Individuals 379,460 330,727 1,271,912 1,168,944

= Other 12,920 16,165 2,275 223,515 8184 10,236

1669313 1,580,795 1669313 1,580,795 105,084 111,108

19 b. CONCENTRATION OF INCOME

1998 1997 [
KD 000's KD 000's

Local 14,131 100,803
International 17,855 21,403

131,986 122,206

20 FINANCIAL INSTRUMENTS AND FAIR VALUES

In the ordinary course of business, the group uses primary financial instruments such as cash and balances with/due ta banks and other

financial institutions, investments in securities and managed partfolios, receivables and payables, The group does not make use of

derivative financial instruments. Infarmation about fair values of the financial assets and liabilities are disclosed in the related notes to

the consaolidated financial statements,
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21- YEAR 2000 COSTS

The year 2000 problem is caused by the inability of many systems to handle four digit years. Far example, without corrections, the two
digit year ‘00" meaning 2000 could be recognized as the Year 1900 or some other date, resulting in errors when the dates are used In
computations and comparisens. This is not limited to business systems, but also affects other technology, such as telephones, alarms and
other equipment. There are other potential date-related concerns, such as systems falling to recognize Year 2000 as a leap year. In this
regard, instructions have been issued by the Central Bank of Kuwait and guidelines by the Bank for International Settlements - loint Year
2000 Council,

Systems and applications critical to the Company’s operations and financial information have been reviewed by management to consider
the impact which Year 2000 may have on the accuracy of the calculations and reporting and plans have been developed to improve the
systems. The Company's management s aware that even if the Company verifies and tests all its systems and applications, it may still be
affected by the state of readiness of its vendors and third party service providers; the public utilities upen which It relies, particularly the

telecammunications and electricity suppliers; and the counterparties and customers with which [t does business,

During 1998, the company has inourred approximately KD 3871 thousand (1997 KD 251 thousand) In cannection with Year 2000 related
projects. Such costs are being expensed as incurred except for those amounts representing enhancements or replacements of existing
systems which are capitalised and depreciated over a period of 3 years, Amounts capitalised in 1998 were KD 687 thousand

{1997: KD Nil).
22- FIDUCIARY ASSETS

The aggregate value of assets held in trust or in a fiduciary capacity by the company at 31 December 1998 amounted to KD 264,714
thousand [1997: KD 189,352 thousand).
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