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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
THE SECURITIES HOUSE K.S8.C, (CLOSED)

Report on the Consclidated Financial Statements

We have audited the accompanying consolidated financial statements of The Securities House K.S.C.
(Closed) (the “parent company”) and its subsidiaries (collectively, the “group™), which comprise the
consolidated statement of financial position as at 31 December 2011 and the consolidated income statement,
consolidated statement of comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and a summary of significant accounting
policies and other explanatory information.,

Management’s Responsibility for the Consolidated Financial Statements

Management of the parent company 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, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors® Responsibility

Our respensibility 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 about
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
assessient of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control, An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion,
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
THE SECURITIES HOUSE K.S.C. (CLOSED) (continued)

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of the group as of 31 December 2011, and its financial performance and cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted for use by the State of
Kuwait.

Emphasis of a Matter

Without qualifying our opinion, we draw attention to Note 2 to the consolidated financial statements which
states that the group’s current liabilities exceed its current assets by KD 59,836,068 (2010: KD 41,956,416).
The ability of the group to continue as a going concern is dependent on availability of the continued support
from its creditors (i.e. rescheduling of the profit bearing murabaha payables from short term to medium/long
term) and shareholders, and the ability of the group to improve profitability and cash flows. However, the
consolidated financial statements have been prepared on a going concern basis,

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion proper books of account have been kept by the parent company and the
consolidated financial statements, together with the contents of the report of the parent company’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 comsolidated financial statements incorporate all information that is required by the Commercial
Companies Law of 1960, as amended, and by the parent company’s articles of association, that an inventory
was duly carried out and that, to the best of our knowledge and belief, no violations of the Commercial
Companies Law of 1960, as amended, nor of the Articles of Association have occurred during the year
ended 31 December 2011 that might have had a material effect on the parent company 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 2011.
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The Securities House K.S.C. (Closed) and Subsidiaries

CONSOLIDATED INCOME STATEMENT
For the year ended 31 December 2011

CONTINUING OPERATIONS:
INCOME

From investment activities

Realised loss on sale of financial assets at fair value through income statement
Realised gain on saic of financiai assets available for sale

Dividends and return on murabaha receivables

Share of results of associates

Realised gain on sale of investment in subsidiary

Dilution gain on foss of control of a subsidiary

Reatised gain on sale of investment in an associate

Realised loss on sale of investment properties

Advance payment written off

© Management fee income

Realised gain on sale of priority rights of investment in a former subsidiary
Investment services income '

Total income from investment activities

From commercial activities
Sale of goods and services
Cost of sales

Gross profit from commercial activities
Other income
TOTAL INCOME

EXPENSES

Staff costs

Selling and distribution expenses
General and administrative expenses

TOTAL EXPENSES

PROFIT (LOSS) BEFORE IMPAIRMENT LOSSES, FAIR VALUE
ADJUSTMENTS AND MURABAHA PAYABLE COSTS, TAXATION
AND DIRECTOR'S REMUNERATION

Unrealised loss on financial assefs at fair vaiue through income statement
Impairment loss on financial assets available for sale

Unrealised gain on fair valuation of investment retained in a former subsidiary
Recycled foreign currency translation reserve on sale in a former subsidiary
Impainment loss or investment in an associate

Unrealised loss on investment properties

Impairment loss on property, plant and equipment

Murabaha payable costs

Taxation

Profit (loss} from continued operations

DISCONTINUED OPERATIONS:
-Loss from discontinued operations

PROFIT (LOSS) FOR THE YEAR
Attributable to:
Equity holders of the parent company
Non controlling interests
PROFIT (LOSS) FOR THE YEAR
Basic and diluted earnings (loss) per share attributable to equity holders

of the parent company

Bastc and diluted earnings (loss) per share attributable fo equity holders
of the parent company from continuing operations

Notes

14

14
14

16
31

13
14
14
14
15

24

The attached notes 1 to 34 form part of these consolidated financial statements.

2011 2010
KD KD
(9,378,019) (683,019)

48,670 3,184,868
260,067 465,328
(757,303) (1,738,719}
9,371,254 .
2,384,893 -
- 493,048
- (4,600,705}
(1,318,778) .
11,216,298 952,679
13,341,944 .
2,063,584 2,107,465
17,232,610 180,945
9,333,269 7,622,784
(6,013,366 {4,772,757)
3,319,903 2,850,027
295,323 223,902
20,847,836 3,254,874
3,135,076 3,721,131
991,895 773,551
. 3,050,529 3,925,082
7,177,500 8,419,764
13,670,336 (5,164,890
(1,657,580) (10,160,807)
(1,103,703) (757,640)
53,005,981 .
(2,611,394) -
(4,765,994) -
(3,905) (84,196)
- (5,919)
(5,717,224) (11,068,394)
(1,670,009) -
49,106,508 (27,241,846)
- (3,737,180
49,106,508 (30,979,026)
49,622,690 (29,897,718)
(516,182) {1,081,308)
49,106,508 (30,979.026)
77.8 fils (46.9) fils
778 fils (41.0) fils
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The Securities House K.S.C. (Closed) and Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2011

Profit (loss) for the year

Other comprehensive income:

Foreign currency translation

Cumulative changes in equity of associates
Cumulative changes in fair values

Other comprehensive (loss) income for the year
Total comprehensive income (loss) for the year

Attributable to:
Equity holders of the parent company
Non controlling interests

The attached notes 1 1o 34 form part of these consolidated financial statements.

Note

13

2011
XD

49,106,508

(2,260,213)
399,404
(437,217)

(2,298,026)
46,808,482

49,392,482

(2,584,000)
46,808,482

2010
KD

(30,979,026)
(684,671)
(102,308)

825.551

38 572
(30,040,454)
(29,731,893)
(1.208.561)
(30,940,454)
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The Securities House K.S.C. (Closed) and Subsidiaries

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 December 2011

Notes
~ ASSETS
" Cash and cash equivalents 9

Shori-term murabaha investments 9
Accounts receivable and prepayments 10
Inventories 11
Financial assets at fair value through income statement 12
Murabaha receivables
Financial assets available for sale 13
Investment in associates 14
Investment properties 15
Property, plant and equipment 16
TOTAL ASSETS
EQUITY
Share capital 17
Cumulative changes in fair values
Faoreign currency translation reserve
Employees’ share purchase plan reserve 19
Treasury shares reserve 20
Treasury shares 18
Cumulative changes in equity of associates
Accumulated losses
Equity attributable to equity holders of the parent company
Non confrolling interests
TOTAL EQUITY
LIABILITIES
Murabaha payables 21
Accounts payable and accruals 22
Employees’ end of service benefits 23
TOTAL LIABILITIES
TOTAL EQUITY AND LIABILITIES
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Ayman Abduliah Boodai.”
Chairman and Managing Director

The attached notes 1 to 34 form part of these consolidated financial statements,

2010

2017
KD KD
3,272,433 21,698,448
1,492,155 2,860,579
3,153,744 8,869,031
1,931,882 1,586,243
7,174,634 76,909,213
- 4,068,069
4,500,694 19,290,179
95,605,974 11,139,945
531,090 534,995
14,305,516 15,327.456
131,968,122 162,284,158
68,000,000 68,000,000
- 825,551
(13,907) (2,859,626)
545,456 607433
11,376,864 11,376,864
(19,867,108) {19,867,108)
577,846 146,326
(7,876,653) (57,499,343)
52,742,498 730,097
497,949 5,451,550
53,240,447 6,181,647
55,609,876 131,230,265
22,043,822 23,183,079
1,073,977 1,689,167
78,727,675 156,102,511
131,968,122 162,284,158
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The Securities House K.S.C. (Closed) and Subsidiaries

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2011

OPERATING ACTIVITIES Notes

Profit {loss) for the year from continving operations

Loss for the year from discontinued operations 7

.Adjustments for:
Realised loss on sale of financial assets at fair value through income statement
Unrealised loss on financial assets at fair vaiue through mcome statement 12
Realised gain on sale of financial assets available for sale
Impairment ioss on financial assets available for sale 13
Dividends and return on murabaha receivables
Share of results of associates : 14
Impairment of loss on investment in associate 14
Realised gain on saie of investment in associates ' iq
Realised gain on sale of investment in a former subsidiary 14
Unrealised gain on fair valuation of mvestment retained in a former subsidiary . 14
Dilution gain on loss of control of a subsidiary i4
Recycled foreign currency translation adjustment on sale of a former subsidiary i4
Realised gain on sale of priority rights of investment in a former subgidiary i4
Advance payment written off 10
Management fees written off
Loss on disposal of discontinued operations 7
Realised Joss on sate of investment properties T&15
Unrealised loss on investment properiies 15
Impairment loss on property, plant and equipment 16
Depreciation 16
Employee share based plan expense ‘
Provision for employees’ end of service benefits 23
Murabaha payables costs

Operating profit before working capital changes:
Accounts receivable and prepayments
Inventcries
Financiai assets at fair value through income staternent
Murabaha receivables
Accounts payable and aceruals

Cash from operations
Employees” end of service benefits paid : 23

Net cash from operating acfivities

INVESTING ACTIVITIES
Purchase of financial asseis available for sale
Proceeds from sale of financial assets available for sale
Purchase of investment in assoctates

. Proceeds from sale of investments in associates
Proceeds from sale of subsidiary companies, net of cash disposed i
Proceeds from sale of investment in subsidiary 14
Net cash outflow due to loss of control of a subsidiary 14
Dividends and return on murababa receivables received
Additions fo investment properties
Proceeds from sale of investment properties 15
Purchase of property, plant and equipment 16

Net cash (used in) from investing activities

FINANCING ACTIVITIES
Dividends paid
Purchase of treasury shares
Proceeds from sale of treasury shares
‘Non controlling interesis share in net capital inerease of subsidiaries 14
Non controlling interests share in net capital decrease of subsidiaries a3
Dividends paid to non controlling interests
Net repayment of murabzha payables
" Net (repayment) proceeds from sale and deferred purchase agreements
Murabaha payabies costs paid

Net cash used in financing activities

INCREASE IN CASH AND CASH EQUIVALENTS
Foreign currency translation adjustment
Cash and cash equivalents at 1 Jannary

CASH AND CASH EQUIVALENTS AT 31 DECEMBER 9

The attached notes 1 to 34 form part of these consolidated financial statements.

2011 2010
ED KD
49,106,508 (27,241,846)
- (3,737,180)
9,378,019 683,019
1,697,580 10,160,807
(48,670) (3,184,868)
1,103,703 757,640
(260,067) (465,328)
757,303 1,738,719
4,765,994 .
- (493,048)
(9,371,254) -
(53,005,981) -
(2,384,893) -
2,611,394 -
(13,341,944) -
1,318,778 -
130,941 -
- 220,614
- 8,083.201
3,905 84,196
- 5919
910,321 1,121268
11,896 42,595
141,812 198,075
5,717,224 11,068,394
(757,431) (957,823)
2,160,335 (3.481,528)
(345,654) (62,000)
58,658,980 5,569,453
1,057,313 18,086
3,275,230 (511,918
64,048,773 574,270
(742,609) (343,019
63,306,164 231,251
=
(7,941,302) (2,785,437)
13,604,957 8,111,656
(9,771,668) -
- 8,447,352
- 11,170,692
13,846,034 .
{49,461,762) -
260,067 974,942
13,341,944 (738,412)
- 33,000,000
(369,075) (1,254,793)
{26,400,805) 56,922,000
(29,237) (11,234)
- (11,939)
. 99,505
24,991,326 220,000
(5,519,510) -
(71,000) .
(65,017,217) (38,447.815)
(775,000 7,750,000
(8,500,512) (16,208,271}
(54,927,150) (46,609,754)
(18,021,791) 10,543,497
(1,772,648) 528229
24,559,027 13487301
4,764,588 24,559,027
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

1 CORPORATE INFORMATION

The consolidated financial statements of The Securities House K.S.C. (Closed) (the “parent company™) and
subsidiaries (collectively the “group™) for the year ended 31 December 2011 were authorised for issue in
accordance with a resolution of the board of directors on 10 May 2012. The sharehoiders' of the parent company
have the power to amend these consolidated financial statements af the annual general assembly,

The annual general assembly of the shareholders of the parent company for the year ended 31 December 2010
has not been held until the date of preparation of these consolidated financial statements. Accordingly, the
consolidated financial statements for the year ended 31 December 2010 have not yet been approved by the
shareholders. The consolidated financial statements for the year ended 31 December 2011 do not include any
adjustments, which might have been required, had the annual general assembly of the shareholders of the parent
company approved the consolidated financial statements for the year ended 31 December 2010.

The parent company is a Kuwaiti ciosed shareholding company incorporated and registered in Kuwait on 28
March 1982 and is engaged in investment and trading in securities, investroent in real estate, finance activities
and in portfolio and fund management on behalf of third parties.

The parent company's Extraordinary General Assembly of the shareholders held on 30 April 2003 approved the
transfer of the parent company's activities to conform with Islamic Shariah effective from 1 January 2003,

The details of subsidiaries are included in Note 4.

The parent company’s principal place of business and registered address is 17" floor, Al-Dhow Tower, Khalid
Ibn_ Al-Waleed Street, Sharq, P.O. Box 26972 Safat, 13130, Kuwait.

2 FUNDAMENTAL ACCOUNTING CONCEPT

The group's current liabilities exceed its current assets by KD 59,836,068 (2010: KD 41,956,416). The ability of
the group to continue as a going concern is dependent on availability of the continued support from its creditors
(i.e. rescheduling of the profit bearing murabaha payables from short term to medium/long term) and
shareholders, and the ability of the group to improve profitability and cash flows.

The financial statements do pot include any adjustments relating to the recoverability -and classification of
recorded assets amounts and classification of liabilities that may be necessary if the group is unable to continue
85 A going concern.

3.1  BASIS OF PREPARATION

Basis of measurement .

The consolidated financial statements are prepared under the historical cost convention modified to include the
measurement at fair value of financial assets at fair value through income statement, financial assets available for
sale and investment properties,

Functional and presentation currency
The consolidated financial statements are presented in Kuwaiti Dinars (“KD™) which is the functional currency
of the parent company. '

3.2 STATEMENT OF COMPLIANCE

The consolidated financial statements of the group have been prepared in accordance with the regulations of the
State of Kuwait for financial services institutions regulated by the Central Bank of Kuwait (“CBK™). These
regulations require adoption of all International Financial Reporting Standards (“IFRS™) except for the
International Accounting Standard (“IAS™) 39 requirement for a collective provision, which has been replaced
by the CBK requirement for a minimum general provision as described under the accounting policy for
impairment loss on financial assets,




The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

33 CHANGES IN ACCOUNTING POLICIES

The accounting policies used in the preparation of the consolidated financial statements are consistent with those
used in previous year except for the adoption of the following amended and revised International Accounting
Standards Board (“IASB”) standards effective as of 1 January 2011,

e IAS 1. Presentation of Financial Statements (Amendment) (effective 1 January 2011)
+ IAS 24; Related Party Disclosures (Revised) (effective I January 2011)

148 1 Presentation of Financial Statements (Amendment);

The amendment clarifies that an entity may choose to present the required analysis of items of other comprehensive
mcome either in the consolidated statement of changes in equity or in the notes to the consolidated financial
statements. The adoption of the amendment did not have any impact on the financial position or performance of the

group.

I4S 24 Related Party Disclosures (Revised)

The amended standard clarified the definition of a related party to simplify the identification of such relationships
and to eliminate inconsistencies in its application. The adoption of the amendment did not have any impact on the
financial position or performance of the group.

- 34  STANDARDS ISSUED BUT NOT YET EFFECTIVE

Standards issued but not yet effective up to the date of issuance of the group’s financial statements are listed below.
This Listing of standards issued is those that the group reasonably expects to have an impact on disclosures,
financial position or performance when applied at a future date. The group intends to adopt these standards when
they become effective,

IFRS 9 Financial Instruments: Classification and Measurement

IFRS 9 as issued reflects the first phase of the IASBs work on the replacement of 1AS 39 and applies to
classification and measurement of financial assets as defined in TAS 39, In subsequent phases, the TASB will
address classification and measurement of financial liabilities, hedge accounting and derecognition. The completion
of this project is expected in the first half of 2012, The adoption of the first phase of IFRS ¢ will have an effect on
the classification and measurement of the group’s financial assets. The group will quantify the effect in conjunction
with the other phases, when issued, to present a comprehensive picture. The standard is'effective for annual periods
beginning on or after 1 Janvary 2015,

IFRS 10 Consolidated Financial Statementis

IFRS 10 replaces the portion of IAS 27 Consolidaied and Separate Financial Staterments that addresses the
accounting for consolidated financial staternents. The changes introduced by IFRS 10 will require management to
exercise significant judgment to determine which entities are controlled, and therefore, are required to be
consolidated by a parent, compared with the requirements that were in IAS 27. This standard becomes effective for
annual periods beginning on or after 1 January 2013,

IFRS 12 Disclosure of Involvement with Other Entities

IFRS 12 includes all of the disclosures that were previously in 1AS 27 related to consolidated financial statements,
as well as all of the disclosures that were previously included in IAS 31 and IAS 28, These disclosures relate to an
entity’s interests in subsidiaries, joint arrangements, associates and structured entities. A number of new disclosures
are also required, This standard becomes effective for annual periods beginning on or after 1 January 2013,

IFRS 13 Fuair Value Measurement

IFRS 13 establishes a single source of guidance under IFRS for all fair value measurements. The standard does not
change when an entity is required to use fair value, but rather provides guidance on how to measure fair value under
IFRS when fair value is required or permitted. The group is currently assessing the impact that this standard will
have on the financial position and performance. This standard becomes effective for annual periods beginning on or
after 1 January 2013,
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

34 STANDARDS ISSUED BUT NOT YET EFFECTIVE (continued)

Improvements

In May 2010, the IASB issued its third omnibus of amendments to its standards, primarily with a view fo
removing inconsistencies and clarifying wording. There are separate transitional provisions for each standard.
The adoption of the following amendments resulted in changes to accounting policies, but no impact on the
financial position or performance of the group.

+ IFRS 7 Financial Instruments; Disclosures

IFRS 7 Financial Instruments — Disclosures

The amendment to standard was intended to simplify the disclosures provided by reducing the volume of
disclosures atound collateral held and improving disclosures by requiring gualitative information to put the
quantitative information in context,

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of consolidation
The consolidated financial statements comprise the financial statements of the parent company and subsidiaries
as at 31 December 2011,

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the group obtains
control, and continve to be consolidated until the date when such control ceases. The financial statements of the
subsidiaries are prepared for the same reporting period as the parent company, using consistent accounting
policies. All intra-group balances, transactions, unrealised gains and losses resulting from intra-group
transactions and dividends are eliminated in full.

Losses within a subsidiary are attributed to the non controlling interest even if that results in a deficit balance.

A change in the ownership interest of a subsidiary, without a loss of controd, is accounted for as an equity
transaction. If the group loses control over a subsidiary, it;

- Derecognises the assets (including poodwill) and liabilities of the subsidiary

- Derecognises the carrying amount of any non controlling interests

- Derecognises the cumulative translation differences, recorded in equity

- Recognises the fair value of the consideration received

- Recognises the fair value of any investment retained

- Recognises any surplus or deficit in consolidated income statement

- . Reclassifies the parent company’s share of components previously recognised in other comprehensive income
to consolidated income statement or retained earnings, as appropriate.

The subsidiaries of the group are as follows:

Country of % equity interest
Name incorporation 2011 2010

Gatchounse Bank plc (refer to Note 14) United Kingdom - 80%
Securities House Real Estate Company K.5.C. (Closed)

(“SHRE™ Kuwait 92% 92%
Global Securities House for Economic & Financial

Consultancy K.8.C.(Closed) (“GSI™) Kuwait 100% 100%
New Technology Bottling Company K.8.C. (Closed) Kuwait 95% 95%
Kuwait Boxes Carton Manufacturing Company K.S.C.

(Closed) Kuwait 106% 100%
‘Securities House for Industrial Consultancy W.1.1. Kuwait 100% 100%
Saji Real Estate Company K.S5.C. {Closed) Kuwait 20% 90%
Modem Cables Manufacturing Company K.S.C. (Closed) Kuwait 100% 100%
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Country of % equity inlerest
Name incorporation 2011 2010
Held through SHRE
Emirates and Kuwait Real Estate Company L.L.C. United Arab 80% B0%

Emirates

Held through GSH
Global Securities House USA LLC USA 100% 100%
Global Securities House France S.A.S. France 160% 100%

Business combinations and goodwill

‘Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as
the aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any non
controlling interest in the acquiree. For each business combination, the group elects whether it measures the non
controlling interest in the acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net
assets, Acquisition costs incurred are expensed and included in administrative expenses.

When the group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with the contractual terms, economic circumstances and pertinent
conditions as at the acquisition date. This includes the separation of embedded derivatives in host contracts by the
dcquiree,

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s previously held
equity interest in the acquiree is remeasured to fair value at the acquisition date through the consolidated income
statement.

Any contingent consideration 1o be transferred by the acquirer will be recognised af fair value at the acquisition
date. Subsequent changes to the fair value of the contingent consideration which is deemed to be an asset or liability
will be recognised in accordance with 1IAS 39 either in profit or loss or as a change to other comprehensive income.,
If the contingent consideration is classified as equity, it should not be remeasured until it is finally setfled within

equity.

Goodwill is initially measured at cost being the excess of the aggregate of the consideration transferred and the
amount recognised for non controlling interest over the net identifiable assets acquired and labilities assumed. If
this consideration is lower than the fair value of the net assets of the subsidiary acquired, the difference is
recognised in the consolidated income statement,

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of
impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of
the group’s cash-generating units that are expected to benefit from the combinaiton, irrespective of whether other
assets or liabilities of the acquiree are assigned to those units,

Where goodwill forras part of a cash-generating unit and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumsiance is measured
hased on the relative values of the operation disposed of and the portion of the cash-generating unit retained.

Revenue recognition

i) Profits or losses on sale of investments and properties are recognised when the risks and rewards are
transferred to the buyer,

1) Dividend income is recognised when the right to receive payment is established.

iii)  Management fee income is recognised when services are rendered.

iv)  Investment services income is recognised when services are rendered.

v) Sales of goods are recognised when the significant risks and rewards of ownership of the goods have
passed to the buyer and the amount of revenue can be measured reliably.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and cash equivalents

For purposes of the consolidated statement of cash flows, cash and cash equivalents includes cash and bank
balances and short-term deposits that are readily convertible to known amounts of cash with original maturities
up to three months from the date of acquisition and that are subject to an insignificant risk of change in value,

Inventories
Inventories are valued at the Jower of cost and net realisable value. Costs are those expenses incurred in bringing
each product to its present location and condition, and are accounted as follows:

Raw material, unfinished components and spare parts - purchase cost on weighted average basis
Finished goods - cost of direct materials and labour plus attributable
overheads based on a normal level of activity.

Net realisable value is the estimated selling price in the ordinary course of business, less estimated cost of
completion and the estimated costs necessary to make the sale,

Financial assets and liabilities

The group classifies its financial assets and labilities as “short term murabaha investments”, “accounts
receivables and prepayments”, “loans and receivables”, “financial assets at fair value through income statement”,
“financial assets available for sale” or “financial liabilities™,

The group recognises financial assets and financial liabilities on the date it becomes a party to the contractual
provisions of the instruments. A regular way purchase of financial assets is recognised using the trade date
accounting. Financial liabilities are not recognised unless one of the parties has performed or the contract is a
derivative contract.

Financial assets and liabilities are measured initially at fair valoe (transaciion price) plus, in case of a financial
asset or financial lability not at fair value through income statement, directly atiributable transaction costs.
‘Transaction costs on financial assets and financial liabilities at fair value through income statement are expensed
immediately, while on other debt instruments they are amortised.

Financial assets

Short-term murabaha investments

Short-term murabaha investments represent amounts receivable from financial institutions on a deferred
settlement basis for assets sold under murabaha arrangements, Short-term murabaha investments are stated at the
gross amount of the receivable, net of deferred profit receivable. Profit receivable is recognised as income on a
time apportionment basis taking account of the profit rate attributable and the balance outstanding,

dcecounts receivable

Accounts receivable are stated at original invoice amount less an allowance for any uncollectible amounts, An
estimate for doubtful debts is made when collection of the full amount is no longer probable. Bad debts are
written off as incurred,

Loans and receivables

Loans and receivables are referred to as murabaha receivables and are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market. These are carried at amortised cost using
_ effective profit method, less any provision for impairment.

Financial assets at fair value through income statement

Financial assets at fair value through income statement includes financial assets that are designated at fair value
through income statement if they are managed and their performance is evaluated on reliable fair value basis in
accordance with documented investment strategy.

After initial recognition financial assets at fair value through income statement are remeasured at fair value with
all changes in fair value recognised in the consolidated income statement.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial assets and lighilities (continued)

Financial assets available for sale
Financial asscts available for sale are those non-derivative financial assets that are designated as available for
sale or are not classified as financial assets at fair value through income statement, financial assets held io
maturity or loans and receivables.

After initial recognition, available for sale financial assets are measured at fair value with gains and losses being
recognised as a separate component of other comprehensive income until the financial assets are derecognised or
the financial assets are determined to be impaired at which time the cumulative gain and loss previously reported
in other comprehensive income is recognised in the consolidated income statement. Financial assets whose fair
value cammot be reliably measured are carried at cost less impainment losses, if any,

Fair value

The fair value of financial instruments that are traded in an active market at each reporting date is determined by
reference to quoted market prices or dealer price quotations (bid price for long positions and ask price for short
positions), without any deduction for transaction costs,

For mutual fund investments, fair value is determined based on net asset values reported by the fund managers,

For investments where there is no quoted market price, a reasonable estimate of the fair value is determined by
‘using valuation techniques, such as recent arm’s length transactions, reference to the current fair value of another
instrument that is substantially the same, an earnings multiple, or.is based on the expected cash flows of the
investment discounted at current rates applicable for items with similar terms and risk characteristics, Fair value
estimates take into account Hquidity constraints and assessment for any impairment,

Investments with no reliable measures of their fair values and for which no fair value information could be
obtained are carried at their initial cost less impairment in value.

An analysis of fair value of financial instruments and firther details as to how they are measured are provided in
Note 27,

Derecognition :
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised when:

&  The rights to receive cash flows from the asset have expired; or
The group has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay
the received cash flows in full without material delay to a third party under a ‘pass-through’ arrangement;
and either (a) the group has transferred substantially all the risks and rewards of the asset, or (b) the group
has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred
confrol of the asset.

When the group has transferred its rights to receive cash flows from an asset or bas entered into a pass-throngh
amangement, and has neither transferred nor retained substantially all of 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. In that case, the group also recognises an associated Hability, The transferred asset and the associated liability
are measured on a basis that reflects the rights and obligations that the group has retained. Confinuing involvement
that takes the form of a guarantee over the transferred asset is measured at the lower of the original carrying amonnt
of the asset and the maximum amount of consideration that the group could be required to repay.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial assets and liabilities (confinued)

Impairment and uncollectibility of financial assets

An assessment is made at each reporting date to determine whether there is objective evidence that a specific

financial asset may be impaired, If such evidence exists, any impairment loss is recognised in the consolidated
income statement. Impairment is determined as follows:

(&) For assets carried at fair value, impairment is the difference between cost and fair value, less any
impairment loss previously recognised in the consolidated income statement;

(b) For assets carried at cost, impairment is the difference between carrying valne and the present vaiue of
future cash flows discounted at the current market rate of return for a similar financial asset;

{c) For assets carried at amortised cost, impairment is the difference between carrying amount and the

present value of future cash flows discounted at the original effective profit rate.

Reversal of impairment losses is recorded when there is an indication that the impairment losses recognised for
the asset no longer exist or have decreased. For equity instraments classified as financial assets available for sale,
impairment losses are not reversed through the consolidated income statement; any increase in the fair value
subsequent fo the recognition of impairment loss, is recognised directly in other comprehensive income.

In addition, in accordance with CBK instructions, a minimum general provision is made on all applicable credit
facilities (net of certain categortes of collateral) that are not provided for specifically.

In March 2007, the CBK issued a circular amending the basis of making general provisions on facilities
changing the rate from 2% to 1% for cash facilities and 0.5% for non cash facilities. The required rates were to
be applied effective from 1 January 2007 on the net increase in facilities, net of certain restricted categories of
collateral, during the reporting period. The general provision in excess of the present 1% for cash facilities and
0.5% for non cash facilities was retained as a general provision until the CBK issued a new circular in November
2008 approving the transfer of the excess reserve in general provision to the consolidated statement of income
for the year ended 31 December 2008 with the transfer of a similar amount from the distributabie profits for the
same year to the general reserve.

Financial linbilifies
Financial liabilities are subsequently measured at amortised. cost nsing effective profit rate method.

Murabaha pavables

Murabaha payables represent amounts payable on a deferred settlement basis for assets purchased under murabaha
arrangements. Murabaha payables are stated at the gross amount of the payable, net of deferred profit payable.
Profit payable is expensed on a time apportioned basis taking account of the profit zate attributable and the balance
outstanding, Murabaha payables are classified as “financial liabilities.”

Accounts payable
Accounts payable are recognised for amounts to be paid in the future for goods or services received, whether
billed by the supplier or not. Certain accounts payable are classified as “financial liabilities.™

Derecognition -

A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or
expired. When an existing financial liability is replaced by another from the same financier on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or modification
is treated as a derecognition of the original Hlability and the recognition of a new liability, and the difference in
the respective carrying amounts is recognised in consolidated income statement.

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.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment in associates
The group’s investments in its associates are accounted for under the equity method of accounting. An associate
is an entity in which the group has significant influence.

Under the equity method, the investment in the associate is carried in the consolidated statement of financial
position at cost plus post-acquisition changes in the group’s share of net assets of the associate, less any
impairment in value. Goodwill relating to an associate is included in the carrying amount of the investment and
is not amortised nor individually tested for impairment,

The consolidated income statement reflects the group’s sbare of the results of operations of the associate. Where
there has been a change recognised directly in consolidated statement of comprehensive income of the associate,
the group recognises its share of any changes and discloses this, when applicable, in the other comprehensive
income. Unrealised gain or losses resulting from transactions between the group and the associate are eliminated
to the extent of the interest in the associate.

The group’s share of profit of an associate is shown on the face of the consolidated statement of income, This is the
profit attributable to equity holders of the associate and therefore is profit after tax and non-controlling interests in
the subsidiaries of the associate. :

The financial statements of the associate are prepared for the same reporting period as the group. When necessary,
adjustments are made to bring the accounting policies in Iine with those of the group,

After application of the equity method, the group determines whether it is necessary to recognise an additional
impairment loss of the investment in its associates, The group deiermines at cach reporting date whether there is
any objective evidence that the investment in associate is impaired. If this is the case the group calculates the
amount of impairment as being the difference between the recoverable value of the associate and its carrying
-cost and recognises the amount under ‘impairment loss of investment in associate’ in the consolidated income
statement.

Imvestment properties

Investment properties are measured initially at cost, including transaction cost, being the fair value of the
consideration given and including acquisition charges associated with the property. Subsequent to initial
recognition, investment properties are stated at fair value, which reflects market conditions at the reporting date,
Gains or losses from change in the fair values of investinent properties are recognised in the consolidated income
statement in the period in which they arise. Fair values are evaluated annually by an accredited external,
independent valuer, applying a valuation method consistent with the nature and usage of the investment
properties.

Investment properties are derecognised when either they have been disposed of or when the investment
properties are permanently withdrawn from use and no future economic benefit is expected from its disposal.
The difference between the net disposal proceeds and the carrying amount of the asset is recognised in the
consolidated income statement in the period of derecognition.

Property, plant and equipment
Property, plant and equipment are stated at cost, less accumulated depreciation and any impairment in value,

Depreciation is calculated on a straight line basis over the estimated useful lives as follows:
¢ Buildings 10 to 20 years
¢ Other assets 3 to 10 years

The useful Jife and depreciation method are reviewed periodically to ensure that the method and period of
depreciation are conststent with the expected pattern of economic benefits arising from items of property, plant
and equipment.

The carrying values of property, plant and eguipment are reviewed for impairment when events or changes in
circomstances indicate the carrying value may not be recoverable. If any such indication exists and where the
carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable
amount.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

4 SUMMARY OF SIGNIF TCANT ACCOUNTING POLICIES (continued)

Impairment of non-financial assets

The group assesses at each reporting date whether there is an indication that an asset may be impaired. If any
such indication exists, or when annual impairment testing for an asset is required, the group makes an estimate of
the .asset’s recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating
unit’s fair value less costs to sell and its value in use and is determined for an individual asset, unless the asset
does not generate cash inflows that are largely independent of those from other assets or groups of assets and
then its recoverable amount is assessed as part of the cash-generating unit to which it belongs. Where the
carrying amount of an asset (or cash-generating unit) exceeds its recoverable amount, the asset (or cash-
generating unit) is considered impaired and is written down to its recoverable amount, In assessing value in use,
the estimated future cash flows are discounted to their present value using a discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset (or cash-generating unit), In
determining fair value less costs to sell an appropriate valuation model is used. These caloulations are
corroborated by available fair value indicators.

An assessment is made at each reporting date as to whether there is any indication that previously recognised
impairment losses may no longer exist or may have decreased. I such indication exists, the recoverable amount
is asset’s recoverable amount since the last impairment loss was recognised. If that is the case, the carrying
amount of the asset is increased to its recoverable amount. That increased amount cannot exceed the carrying
amount that would have been determined, net of depreciation, had no impairment loss been recognised for the
asset in prior years. Such reversal is recognised in the consolidated income statement. Afier such a reversal, the
depreciation charge is adjusted in future years to allocate the asset’s revised carrying amount, less any residual
value, on a systematic basis over its remaining useful life.

Share based payment transactions

The group operates an equity-settled, share-based Employee Stock Option Plan (“ESOP™). Under the terms of
the plan, share options are granted to eligible employees. The options are exercisable in future period. The fair
value of the options at the date on which they are granted is recognised as an expense over the vesting period
with corresponding effect to equity.

Treasury shares

Treasury shares consist of the parent company’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 conira account in equity. When the treasury
shares are reissued, gains are credited to & separaie account in equity, (the *treasury share reserve™), which is not
distributable. Any realised losses are charged to the same account to the extent of the credit balance on that
account. Any excess losses are charged to retained earnings then to the voluntary reserve and statutory reserve.
Gains realised subsequently on the sale of treasury shares are first used to offset any previously recorded losses
in the order of reserves, retained earnings and the treasury shares reserve account. No cash dividends are paid on
these shares. The issue of stock dividend shares increases the number of treasury shares proportionately and
reduces the average cost per share without affecting the total cost of ireasury shares.

Employees’ end of service benefits
The group provides end of service benefits to its employees. The entitlement to these benefits is based upon the
employees’ length of service. The expected costs of these benefits are accrued over the period of employment.

Foreign currencies translation

Each entity in the group determines its own functional currency and items included in the financial statements of
each entity are measured using that functional currency. Transactions in foreign currencies are initially recorded
at the functional currency rate ruling at the date of the transaction. Monetary assets and liabilities denominated in
foreign currencies at the reporting date are translated to KD at rates of exchange prevailing on that date. Any
resultant gains or losses are recognised in the consolidated income statement,

Nonp-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are translated
to KD at the foreign exchange rates prevailing at the dates that the values were determined. In case of non-
monetary assets whose change in fair values are recognised directly in other comprehensive income, foreign
exchange differences are recognised directly in other comprehensive income and for non-monetary assets whose
change in fair value are recognised in the consolidated income statement are recognised in the consolidated
income statement.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011 '

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICILS (continued)
Foreign currencies translation (continued)

Exchange differences arising from translation of the financial statements of the foreign operations are taken to
other comprehensive income under foreign currency translation reserve. On disposal of a foreign operation, the
deferred cumulative amount recognised in other comprehensive income relating to that particular foreign
operation is recognised in the consolidated income statement,

Fiduciary accounts

Assets and related liabilities held in a trust or fiduciary capacity on behalf of managed portfolios and funds’
owners are not treated as assets or Habilities of the group and, accordingly, are not included in the consolidated
statement of financial position,

Judgement

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

Classification of investments
Classification of financial assets and liabilities is based on management’s intention at acquisition and requires
considerable judgement,

Classification of real estate
. Management decides on acquisition of real estate whether it should be classified as trading property or
investment properties or property under development.

The group classifies property as trading property if it is acquired principally for sale in the ordinary course of
business. The group classifies property as investment properties if it is acquired to generate rental income or for
capital appreciation, or for undetermined future use,

For development projects where there will ultimately be a trading and an investment component, the group
classifies all related costs as property under development, until such time that the project is complete.

Estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date,
that have a significant risk of causing a material adjustment to the carmrying amounts of assets and Tiabiliiies
within the next financial vear are discussed below:

Valuation of unguoted equity investments
Valuation of unguoted equity investments is normally based on one of the following:

. recent arm’s length market fransactions;

. current fair value of another instrument that is substantially the same;

. the expected cash flows discounted at current rates applicable for items with similar terms and risk
characteristics; ‘

. earnings multiple technique; or
other valuation models.

The determination of the cash flows and discount factors for unguoted equity investments requires significant
estimation.

Impairment of investments

The group treats available for sale equity investments as impaired when there has been a significant or prolonged
decline in the fair value below its cost or where other objective evidence of impairment exists. The determination
of what is “significant” or “prolonged” requires considerable judgement. In addition the group evaluates other
factors, including normal volaiility in share price for quoted equities and the future cash flows and the discount
factors for unguoted equities.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS'
As at 31 December 2011

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Estimation uncertainty (continued)

Impairment of investment in associates

After application of the equity method, the group determines whether it is necessary to recognise any impairment
loss on the group’s investment in its assoclates at each reporting date based on existence of any objective
evidence that the investment in the associate is impaired. If this is the case, the group calculates the amount of
mpamcnt as the difference between the recoverable amount of the associate and its carrying value and
recognises the amount in the consolidated income statement,

Impairment provision of receivables and murabaha receivables

An estimate of the collectible amount of receivables and murabaha receivables is made when collection of the
full amount is no longer probable. For individually significant amounts, this estimation is performed on an
individual basis. Amounts which are not individually significant, but which are past duve, are assessed
collectively and a provision applied according to the length of time past due, based on historical recovery rates,

Useful lives of property, plant and equipment

The parent company's management determines the estimated useful lives of its property, plant and equipment for
calculating depreciation, This estimate is determined after considering the expected usage of the asset or physical
wear and tear. Management reviews the residual value and useful lives annually and future depreciation charge
would be adjusted where the management belicves the useful lives differ from previous estimates,

Impairment of property, plant and equipment

The carrying amounts of the parent company’s assets are rev1ewed at each reporting date to determine whether
there is any indication or objective evidence of impairment or when annual impairment testing for an asset is
required. ¥f any such indication or evidence exists, the asset’s recoverable amount is estimated and an
impairment loss is recognised in the statement of income whenever the carrying amouni of an asset exceeds iis
recoverable amount.

5 INVESTMENT SERVICES INCOME

2011 2010

KD KD
Restructuring and arranging fees 1,936,677 1,865,977
Advisory fees ' 55,699 130,126
Placement fees 71,208 111,362
2,063,584 2,107,465

6 OTHER INCOME

2011 2010

KD KD
Murahaha and saving accounts income 43,509 106,063
Foreign exchange gain (loss) 26,653 (25,066)
Miscellaneous income 225,161 142,903
295,323 223,902

19
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

7 DISCONTINUED OPERATIONS

During the year ended 31 December 2010, the group sold all of its interests in the following:

- Streamlink Communications W.L.L.; and
- Al-Shaab Nafional Real Estate Company K.5.C. (Closed).

The loss for the year from discontinued operations is presented below:

Sales of goods and services
Cost of sales

Gross profit from commercial activities
Other loss

Realised loss on sale of investment properties
Staff costs

Selling and disiribution expenses

General and adminigiration expenses
Depreciation (Note 16)

Net loss for the year from discontinued operations
Loss on disposal of discontinued operations

Loss for the year from discontinued operations

Attributable to: .
Equity holders of the parent company
Non-controlling interests

Basic and diluted loss per share atiributable to equity holders of the
parent company from discontinued operations

2010
KD

1,042,997

(802,689)

240,308
(5)
(3,482,496)
(170,641)
(9,452)
(85,778)
(8,502)

{(3,516,566)

(220,614)

(3,737,180}

(3,737,180)

(3,737,180)

(5.9) fils
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2011

7 DISCONTINUED OPERATION (continued)

The net assets of the subsidiary companies on the date of disposal were as follows:

KD
Assets
Bank balances and cash ' 402,351
Accounts receivable and prepayments : 399,945
Inventories 6,394
Investments propertics 52,116,408
Property, plant and equipment 81,600
Total assets ‘ 53,006,698
Liabilities
Murabaha payable 8,817,632
Accounts payable and accruals 2,369,177
Employees’ end of service benefits (Note 23) 26,232
Total liabilities 11,213,041
Net assets 41,793,657
Totai consideration®* (41,573,043}
Realised loss on sale (220,614)
Cash and cash equivalents;
Total consideration 41,573,043
Less: Bank balances and cash (402,351)
Less: non-cash item* (30,000,000)

Net cash inflow 11,170,692

* Total consideration includes a non-cash item of KD 30,000,000 and represents a piece of land valued by an
independent valuer.

** Total consideration amounting to KD 41,573,043 comprises KD 200,000 and KD 41,373,043 (Note 15) on sale
of Streamlink Communications W.L.L. and Al-Shaab National Real Estate Company K.8.C. (Closed) respectively.

8 BASIC AND DILUTED EARNINGS (LOSS) PER SHARE
Basic and diluted earnings (loss) per share is computed by dividing profit (loss) attributable to the equity holders of

the parent company by the weighted average number of shares (net of treasury shares) outstanding during the year
as follows:

2011 2010
KD KD
Profit (loss) attributable to equity holders of the parent company 49,622,690 (29,897.718)
Shares Shares
Weighted average number of shares (net of treasury shares) outstanding
for the year 637,537,918 637,537,918
Basic and diluted earnings (loss) per share attributable to the equity holders
of the parent company 77.8 fils (46.9) fils
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8 BASIC AND DILUTED EARNINGS (LOSS) PER SHARE (continued)

Basic and diluted earnings (loss) per share from confinuing operations:

2011 2010
KD KD
Profit (loss) for the vear from continning operations attributable to equity
holders of the parent company 49,622,690 (26,160,538)
Shares Shares
Weighted average number of shares (net of treasury shares) outstanding '
for the year 637,537,918 637,537,918
Basic and diluted earnings (loss) per share attribuiable to the equity holders of
the parent company 77.8 fils {41.0) fils

9 CASH AND CASH EQUIVALENTS

Cash and cash equivalents as shown in the consolidated statement of cash flows is reconciled to the related items in
the consolidated statement of financial position as follows: :

2011 2010

KD KD
Bank halances and cash 3,272,433 21,698,448
Short-term murabaha investments with original maturities up to three months 1,492,155 2,860,579
4,764,588 24,559,027

Short-term murabaha investments carry effective average annual profit rate of 0.4% (2010: 0.8%).

H  ACCOUNTS RECEIVABLE AND PREPAYMENTS

2011 2010

KD KD
Trade accounts receivable — public sector 820,741 756,090
Trade accounts receivable — private secior 1,927,241 1,314,075
2,747,982 2,070,165
Provision for doubtful receivables (157,360) (162,666)
2,590,622 1,907,499
Receivable from sale of investments - 3,364,771
Prepayments 181,297 2,048,798
Accrued income 154,923 1,202,228
Other receivables 226,902 255,735
3,153,744 8,869,031

During 2008, a subsidiary company, SHRE, made an advance rent payment of KID 1,318,778 for a leasehold land in
Dubai. The development of the land was delayed by the lessor. During the current year, the group had significant
doubts about the recoverability of the balance, therefore, the full amount has been written off during the current
YEar.
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11  INVENTORIES
2011 2010
KD KD
Raw and packing materials 2,237,549 1,817,923
Finished goods 117,156 102,046
2,354,705 1,919,969
Provision for obsolete and slow moving inventory (422,823) {333,726)
1,931,882 1,586,243

12 FINANCIAL ASSETS AT FAIR VALUE THROUGH INCOME STATEMENT

2611 2010
Kb KD
Quoted local equities.
Carrying value before fair value adjustment 1,584,652 4,573,220
Fair value adjustment during the year (937,753) 487,138
' 646,899 5,060,358
Unguoted local eguities;
Carrying value before fair value adjustment 2,097,931 26,373,888
Fair value adjustment during the year (142,897) 699,553

1,955,034 27,073,441

Unquoted equities in the Middle Euast:
Carrying value before fair value adjustment 3,372,972 54,129,391
Fair value adjustment during the vear (616,726) (11,477,769}

2,756,246 42,651,622

Unquoted foreign equities:

Carrying value before fair value adjustment 1,816,659 1,993,521
Fair value adjustmeni during the year (204) 130,271
1,816,455 2,123,792

7,174,634 76,909,213

The valuation of investments in unquoted securities involves the exercise of judgment and is based on
information available on recent arm’s length market transactions, current fair value of another insirument that is
substantially the same, the expected cash flows discounted at current rates applicable for items with similar terms
and risk characteristics; earnings multiple technigue, or other valuation models.

Financial assets at fair value through income statement amounting to XD 2,094,373 (2010: KD 52,024,619) are
pledged as security against the murabaha payables facilities amounting to KD 43,352,021 (2010: 80,534,409) (Note
21).
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13 FINANCIAL ASSETS AVAILABLE FOR SALE

2011 . 2010
KD KD
Unguoted Ipeal equities: .
Carrying value before fair value adjustment 300,000 1,525,000
Cumulative changes in fair values - 250,000
300,000 1,775,000
Unquoted equities in the Middle eqst:
Carrying value before fair value adjustment : 1,077,800 3,806,280
Impairment in value duoring the vear (252,420) -
824,580 3,806,230
Unguoted foreign equities:
Carrying value before fair value adjustment 4,664,614 13,890,988
Cumulative changes in fair values 437,217) 575,551
Impairment in value during the year {851,283y (757,640)
3,376,114 13,708,899

4,500,694 19,290,179

Included in the financial assets above are unquoted equities amounting to KD 2,590,784 (2010: KD 15,931,301)
which are carried at cost less impairment since their fair value cannot be reliably measured due to the unpredictable
nature of their future cash flows and the lack of other suitable methods for arriving at a reliable fair value for
these assets.

During the year, the group performed impairment test of its financial assets available for sale which resulted in the
recognition of an impairment loss of KD 1,103,703 (2010: KD 757,640) in the consolidated income statement to
account for the adverse circumstances affecting certain assets, thus reducing the value of these assets to their
recoverable amount. The assessment model! used was based on market observable inputs. The management
- believes that thers is no objective evidence or circumstances that indicate any further impaimment in the value of
these assets and that there is no need io recognise any additional impairment in its value, '

Financial assets available for sale amounting to KID 548,260 (2010: 7,498,024) are pledged as security against the
murabaha payables facilities amounting to KD 43,352,021 (2010: KD 80,534,409} (Note 21).
14  INVESTMENT IN ASSOCIATES

The significant associates included in these consolidated financial statements are listed as follows:

Country of equity interest
Name incorporation 2011 2010
Gatehouse Bank pic (refer below) United Kingdom 49% -
Al-Aman Investment Company K.S.C. {Closed) Kuwatit 46% 26%
Nafaes Group for General Trading and Contracting W.L.L. Kuwait 50% 50%
Weaver Point Company L.L.C. US.A 25% 25%
Green Valley Investment Limited Cayman Islands 44% 44%

During the year ended 31 December 2010, the management of Gatehounse Bank ple, (the “bank™) have prepared a
business plan for its first phase of the expansion of the bank's activities and aimed to increase the paid up share
capital of GBP 50 million to GBP 150 million through the issuance of 10 billion shares at nominal vaive of GBP
0.01 per share amounting to GBP 100 million.

During October 2010, the bank has assigned an independent consultant to review and enhance the group's
business plan, and assess the fair value of the bank’s shares after the capital increase, which was estimated to be
GBP 0.0239 per share,
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14 INVESTMENT IN ASSOCIATES (continned)

During Fuly 2011, the group has sold 4,686,400,000 shares out of its 9,094,400,000 shares (equivalent to 29.7%
of the bank’s total issued share capital after the capital increase) priority rights to subscribe in the capital
increase to a stratepic investor. The proup realised a net gain of KD 13,341,944 from the sale of these rights
classified under ‘Realised gain on sale of priority rights of invesiment in a former subsidiary in the consolidated
income statement. The group subscribed in the bank’s capital increase of its remaining share of 4,408,000,000
shares amounting to KD 19,688,674 {equivalent to GBP 44,080,000). As a resnlf, the group’s ownership has
Dbeen diluted from 80% to 57.3% and recognised a dilution gain amounting to KD 2,384,893 in the consolidated
financial informaiion. The non controiling interest’s share of the increase in the bank’s share capital of KD
24,991,326 has been accounted for in the consolidated statement of changes in equity.

Further, in the group’s efforts to reduce its debts and increase shareholders’ value, the group sold 1,316,600,000

-shares (equivalent to 8.3% of the total issued share capital afier the capital increase) of the bank’s shares to its
creditors against settlement of certain outstanding murabaha payables amounting to KD 13,846,034, The sale
price was set based on the fair valuation as determined by the independent consultant as mentioned above,
Accordingly, a realised gain amounting to KD 9,371,254 on sale of 8.3% of the group’s equity interest is
recorded in the consolidated income statement.

As a result of the above, the group’s owneiship percentage in the bank has further decreased to 48.93% with
effect from 19 Sepiember 2011, From the date of loss of control, the investment in the bank has been accounted
for as an associate of the group in accordance with IAS 28; “Investment in Associates”. In accordance with IAS
27R, the group fair valued the equity interest retained in the bank and recognised a gain of KD 53,005,981 in the
consolidated income statement being the excess of fair value of interest retained over its carrying amount, As a
result of the above, the foreign currency translation reserve relating to the subsidiary amounting to KD 2,611,394
was recycled to the consolidated income statement.

As a result of derecognition of the subsidiary, the net cash outflow on loss of control of the subsidiary is
equivalent to K> 49,461,762 and non-controlling interests is equivalent to KID 21,767,788,

The carrying value and market value of Al-Aman Investment Company K.8.C-(Closed) as at 31 December 2011 are
KD 13,898,053 (2010: KD 9,039478) and KD 6,217,411 (2010: KD 6,594,867) respectively. Other associates
are not listed in any of the public stock exchanges, therefore, the fair valuates are not determinable.

During the previous year, the parent company has sold a portion of its equity interest in its invesiment in Al-Aman
Investment Corapany K.S.C. (Closed), which resulted in a net gain of KD 493,048,

During the year, the group performed an impairment test on its investments in associates which resulted in the
recognition of an impairment loss of KD 4,765,994 (2010: Nil) in the consolidated income statement. The
management believes that there is no objective evidence or circumstances that indicate any finther impairment in
the value of its investments in associates and that there is no need to recognise any additional impairment in its
value.
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14 INVESTMENT IN ASSOCIATES (contfinued)

The following table illusirates sumrtuarised financial information of investment in associates:

2011 2010
KD KD
Share of associates® assets and liabilities:
Current assets 32,282,441 5,168,703
Non-current assets 25,567,282 8,058,238
Current liabilities (11,114,846) (6,571,758)
Non-current liabilities (11,856,240) (71,290)
Net assets 34,878,637 6,583,893
Goodwill 65,493,331 4,556,052
Impairment loss on associates (4,765,994) -
95,605,974 11,139.945
Share of associates’ revenue and results: 2011 2010
KD KD
Revenue 1,600,719 1,086,210
Share of results (757,303) (1,738,719)
Impairment (4,765,994) -
15 INVESTMENT PROPERTIES
2011 2010
KD KD
Asg at 1 January 534,995 63,119,191
Additions (capital expenditure) - 738,412
Additions (acquisition of land} (Note 7} - 30,000,000
Disposals - (37,600,705)
Discontinued operations - (55,637,707
Unrealised loss (3,905) (84,196)
At 31 December 531,090 534,995

During the previous year, the group disposed off its subsidiary company “Al-Shaab National Real Estate
Company K.S.C. (Closed)” to a non-related party (see Note 7), as a result, the group received a consideration
comprising cash of KD 11,373,043 and a piece of land valeed at KD 30,000,000, which was later on sold to an
non-related party at KD 25,000,000 during the same year. In addiiion, during the previous year, the group sold a
piece of land to an unrelated party at KD 8,000,000,

Accordingly the group has recorded a net loss of KD 4,600,705 under continuing operations in the consolidated
income statement during the year ended 31 December 2010,
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16  PROPERTY, PLANT AND EQUIPMENT

Cost:

As at 1 January 2011

Additions

Relating to loss of control
of a subsidiary (Note 14)

As at 31 December 2011

Depreciation:

As at 1 January 2011

Charge for the year

Relating to loss of control
of a subsidiary (Note 14)

As at 31 December 2011

Net book value
As at 31 December 2011

Cost.

As at 1 January 2010
Additions

Reilating to disposal of
subsidiaries (Note 7)
Impairment in value
Exchange adustment

As at 31 December 2010

Depreciation:

Asg at T January 2010
Charge for the year
Relating io disposal of
subsidiaries (Note 7)
Exchange adjustment

As at 31 December 2010

Net book value
As at 31 December 2010

Furniture,
Machinery, Sfixture and
Construction plant and office Motor
in process Buildings equipment equipment vehicles Total
KD KD KD KD KD KD
10,751,650 1,351,247 4,178,509 2,476,298 699,187 19,456,891
13,501 - 133,349 66,945 155,280 369,075
- - - (1,057,161) - {1,057,161)
10,765,151 1,351,247 4,311,858 1,486,082 854,467 18,768,805
- 420,656 1,680,473 1,589,629 438,677 4,129,435
- 74,712 620,661 109,940 105,008 910,321
. . . (576,467) - (576,467)
- 495,368 2,301,134 1,123,102 543,685 4,463,289
10,765,151 855,879 2,010,724 362,980 310,782 14,305,516
Furniture,
Machinery, Sixture and
Construction plant and office Motor
in process Buildings equipment equipment vehicles Total
KD KD KD KD KD KD
9,791,288 1,351,247 4,952,006 2,629,348 679,492 19,403,381
960,362 - 125,248 118,824 50,359 1,254,793
. - (898.,745) (203,924) {30,664)  (1,133,333)
- - - (5,919) - (5,919)
- - - (62,031) - {62,031)
10,751,650 1,351,247 4,178,509 2,476,298 (99,187 19,456,891
- 345,911 2,192,627 1,175,330 366,258 4,080,126
- 74,745 367,307 577,568 101,648 1,121,268
- - (879,461) (143,043} (29,229 (1,051,733)
- - - (20,226) - (20,226)
- 420,656 1,680,473 1,589,629 438,677 4,129,435
10,751,650 930,591 2,498,036 . 886,669 260,510 15,327,456
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16 PROPERTY, PLANT AND EQUIPMENT (continued)

Depreciation charge for the year is allocated as follows:

2011 2010

KD KD
‘Cost of sales from commercial activities 357,994 478,035
General and administration expenses 552,327 634,727
Discontinued operations (Note 7). - 8,502
910,321 1,121,268

At vear end, the group tested property, plant and equipment for impairment, which resulted in the recognition of an
impairment loss of KD Nil (2010: KD 5,919) in the consolidated income statement,

17 . SHARE CAPITAL, DIVIDENDS AND DIRECTORS’ REMUNERATION

The authorised, issued and paid up share capital comprises 680,000,000 (2010: 680,000,000} shares of 100 fils (2010
100 fils) per share which was paid in cash.

In the annual general meeting held on 29 July 2010, the sharchoiders of the parent company and the regulatory
authorities approved the absorption of an amount of KID 30,065,681 of the balance of the accumulated losses at
31 December 2009 through charging KD 3,946,731 to the statutory reserve and KD 26,118,950 1o the share premium.

No remuneration is proposed to Directors for the year ended 31 December 2011 (2010: Nil),

During the Board meeting held on 10 May 2012, the Board of Directors of the parent company has proposed not to
disiribute any cash dividend or bonus shares for the year ended 31 December 2011. This proposal is subject to
approval by the shareholders’ annual general meeting.

18  RESERVES

Shaye premium
The share premium account is not available for distribution. In the annual general meeting held on 29 July 2010 has
approved the absorption of KD 26,118,950 to share premium against the accumulated iosses as at 31 December 2009

(Note 17).

Statutory reserve

In accordance with the Law of Commercial Companies and the parent company's articles of association, 10% of the
profit for the year before directors’ remuneration, contribution to Kuwait Foundation for the Advancement of
Sciences (“KFAS”), National Labour Support Tax (“NLST”) and Zakat is required to be transferred to the statutory
reserve. The parent company may resolve to discontinue such annual transfers when the reserve totals 50% of paid-
up share capital. During the current year, no transfer has been made to statutory reserve since previously accumulated
losses have not been fully recovered (2010: KD Nil)

In the annual peneral meeting held on 29 July 2010 has approved the absorption of KD 3,946,731 to statutory reserve
against accurnulated losses as of 31 December 2009 (Note 17)

Distribution of this reserve 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.

Treasury shares reserve
Reserves equivalent to the cost of purchase of the treasury shares have been earmarked as non-distributable in the
Pparent company.
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19 EMPLOYEES’ SHARE PURCHASE PLAN RESERVE
During 2009, the parent company cancelled 2,500,000 equity-settled stock options to eligible employees under the
employee share purchase plan, The vesting of the options and shares is dependent on eligible employees remaining

in service for a period of 12 months from date of grant,

There were no options outstanding as at 31 December 2011,

20 TREASURY SHARES

2011 2010
Number of treasury shares 42,280,060 42 280,000
Percentage of share capital 6.2% 6.2%
Market value (KD} * 5,496,400 5,496,400

The parent company sold Nil (2010: 760,000) treasury shares at a loss of KD Nil (2010: KD 304,967). The full
amount of the loss has been transferred to “treasury shaves reserve™ within shareholders’ equity.

* On 01 April 2010, the shares of the parent company were suspended from trading in Kuwait Stock Exchange.
Accordingly, the market value of the treasury shares was determined using the last transaction price,

21 MURABAHA PAYABLES

2011 2010

KD KD
Maturities within I year 55,109,223 130,734,694
Maturities above 1 year 500,053 495,571

55,609,876 131,230,265

Murabaha payable represents the value of assets purchased on a deferred settlement basis,

Short-term facilities carry profit rates varying from 5% to 6.5% (2010: 1.20% to 9.50%). Long-term facilities carry
profit rates varying from 6% to 7.5% (2010: 10.50% to 11.00%) per annum.

In addition, certain murabaha payable facilities amounting to KD 43,352,021 (2010: K> 80,534,409) are secured
against financial assets at fair value through income statement and financial assets available for sale amounting to
KD 2,094,373 and KD 548,260 respectively (2010: 52,024,619 and KD 7,498,024) (Notes 12 and 13).

22 ACCOUNTS PAYABLE AND ACCRUALS

2011 2016
KD KD
Advances received from customers 8,672,454 8,502,796
Payable under sale and deferred purchase agreement 7,130,505 7,922,863
Trade accounts and notes payable 1,365,113 726,849
Staff payables 127,207 329,167
Other payables 999,155 667,192
Accrals 3,758,388 5,034,212
22,043,822 23,183,079
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23 EMPLOYEES’ END OF SERVICE BENEFITS

In accordance with Kuwait labour law, the group provides for end of service benefits for its employees.
Movement in the provision recognised in the consolidated statement of financial position are as follows;
2011 2010
KD KD
As at 1 January 1,689,167 1,860,343
Charge for the year _ 141,812 198,075
Employees’ end of service benefits paid (742,609) (343,019)
Relating to disposal of subsidiaries (Noie 7) - (26,232)
Relating to loss of control of a subsidiary (14,393) -
As at 31 December 1,073,977 1,689,167
24 TAXATION %*
) 2011 2010
KD KD
National Labour Support Tax (*NLST”) 1,152,177 -
Zakat 517,832 -
1,670,009 -

25 RELATED PARTY TRANSACTIONS

Related parties represent major shareholders, directors and executive officers of the parent company, close
members of their families and entities controlled, jointly controlled or significantly influenced by such parties.
Pricing policies and terms of these transactions are approved by the parent company’s management,

Related party balances and transactions consist of the following:
Other related Cther related

Dparties parties
2011 2010
KD KD
Consolidated income statement:
Dividends ' $6.706 153,060
Management fee income - managed funds 241,453 612,387
Restructuring and arrangement fees 59,235 61,583
Rent expense 166,098 (245,687)
Consolidated statement of financial posifion:
Accounts receivable and prepayments:
Accrued management fees — managed funds ' 113,258 908,824
Accrued dividends - managed funds 96,979 100,729
20171 2010
KD KD
Key management compensation;
Salaries and other short term benefits 719,637 1,010,319
Employees’ end of services benefit 75,627 147,992
Share based payment - 7,826
795,264 1,166,137

Assets amounting to KD 4,131,630 (2010: KD 8,463,519) are being managed on behalf of related parties.
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The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2011

27 FAIR VALUE OF FINANCIAL INSTRUMENTS

Financial instroments cornprise of financial assets and financial liabilities.

Financial assets consist of bank balances and cash, short-terms murabaha investments, financial assets at fair value
through income statement, financial assets available for sale, and certain accounts receivable. Financial liabilities
consist of murabaha payables and certain accounts payable.

Fair values of all financial instruments, except for certain financial assets available for sale that are carried at
cost as stated in Note 13, 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) it is assumed that the
carrying amounts approximate to their fair value,

The group uses the following hierarchy for determining and disclosing the fair value of financial instruments by
valuation technigue:

Level 1: guoted (unadjusted) prices in active markets for identical assets or liabilities.

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly.

Level 3:  techniques which use inputs which have a significant effect on the recorded fair value that are not
based on observable market data, :

Fair value of financial assets at fair value throngh income staternent is based on the following;

As at 31 December 2011 Toral Level 1 Level 2 Level 3
KD Kb KD Kb
Financial assets at fair value through
income statement
Quoted equity securities 046,899 046,899 - -
Ungquoted equity securities 6,527,735 - - 6,527,735
Financial assets available for sale
Unquoted equity sectrities 1,909,910 - - 1,909,910
9,084,544 646,899 - 8,437,645
As at 31 December 2010 Total Level 1 Level 2 Level 3
KD KD KD KD
Financial assets ai fair value through
income statement
Quoted equity securities 5,060,358 5,060,358 - -
Unguoted equity securities 71,848,855 - - 71,848,855
Financial assets available for sale
Unquoted equity securities 3,358,878 - - 3,358,878
80,268,091 5,060,358 - . 75,207,733
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27  FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The following table shows a reconciliation of the opening and closing amount of level 3 financial instruments

which are recorded at fair value.

Financial assets at fair value through
income statement '
Unquoted equity securities

Financial assets available for sale
Ungquoted eguity securities

Financial assets at fair value through
income statement
Unquoted equity securities

Financial assets available for sale
Unguoted equity securities

Loss (gain)
recorded in the Net
consolidated  purchases,
At I Jannary income sales and 31 December
2011 statement settlements 2011
KD KD KD KD
71,848,855 (759,827 (62,095,81%) 8,993,209
3,358,878 (1,011,511)  (2,902,931) {555,564)
75,207,733 (1,771,338)  (64,998,750) 8,437,645
Loss (gain)
recorded in the Net
consolidated purchases,

At 1 January income sales and 31 December
2010 Statement settlements 2010
KD KD KD KD
88,878,592 (10,647,945)  (6,381,792) 71,848,855

- - 3,358,878 3,358,878
88,878,592 (10,647,945)  (3,022,914) 75,207,733

During the year, there have been no transfers between the hierarchies.

The level 3 hierarchy of fair value are valued using valuation techﬁiques that incorporate non-observable inputs
to the models and assumptions regarding the future financial performance of the investee, its risk profile,
economic assumptions regarding the industry and geographical jurisdiction in which the investee operates,

The fair values of level 3 financial instruments are determined using valuation techniques that are based on recent
arm’s length market transactions, price to book valve or eamings model and net assets or book value after
discounting for lack of marketability by 10 to 20%.

The valnation models used, the related fair values and the unrealised gain (loss) are as foliows:

Valunation model Fair value Unrealised (loss) gain
2011 2010 2011 2010
KD KD KD " KD
Recent secondary market transactions - 2,160,455 - 665,323
Sum of the parts methodology - 23,486,119 - (3,718,773)
Net assets or book value 8,437,645 49,561,159 {1,771,338) (6,768,942)
8,437,645 75,207,733 (1,771,338) ©  (9,822,394)
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28  RISK MANAGEMENT

Risk is inherent in the group’s activities but it is managed through a process of ongoing identification,
measurement and monitoring, subject to risk limiis and other comtrols. This process of risk management is
~ critical to the group’s continuing profitability and each individual within the group is accountable for the risk
exposures relating to his or her responsibilities. The group is exposed fo credit risk, liguidity risk and market
risk, Market risk is subdivided into profit rate risk, currency risk and equity price risk. The group is also subject
to operational risk. The independent risk control process does not include business risks such as changes in the
environment technology and industry. They are monitored through the group’s strategic planning process.

28.1 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 group’s credit policy and exposure to credit risk is menitored on an ongoing basis. The group seeks to avoid
undue concentrations of risks with individuals or groups of customers in specific locations or business through
diversification of financing activities.

Maximum exposure to credit visk and risk concentrasion

With respect to credit risk arising from the financial assets of the group, which comprise bank balances and cash,
short-term murabaha investments, murabaha receivables and-certain accounts receivable, the group’s exposure to
credit risk arises from default of the counterparty, with a maximum exposure equal to the carrying amount of
contractual financial instruments, Where financial instruments are recorded at fair value, it represents the current
maximum credit risk exposure but not the maximum risk exposure that could arise in the future as a result of
changes in values.

The group’s bank balances and short-term murabaha investments are held with high credit quality banks and
financial institutions. In addition, murabaha receivables and receivable balances are monitored on an ongoing
basis. As a result, the group's exposure fo bad debts is not significant.

Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in
the same geographic region, or have similar economic features that would cause their ability to meet coniractual
obligations to be similarly affected by changes in economic, political or other conditions. Concentrations
indicate the relative sensitivity of the group’s performance to developments affecting a particular indusiry or
geographic location.

The table below shows the maximum exposure to credit risk and risk concentration for the contractual financial
instruments. The maximum exposure is shown gross, before the effect of mitigation through the use of master
netting and collateral agreements or credit enhancements:

Gross maximum Gross maximum
exposure exposure
2011 2010
KD KD
Bank balances and short-term murabaha investments:
- Local banks and financial institutions 3,672,533 21,672,384
- Foreign banks and financial institutions 1,092,155 2,886,643
4,764,688 24,559,027
Trade recetvables from local public sector:
- Industrial sector 820,751 756,090
Trade receivables from local private sector:
- Industrial sector 1,556,067 919,308
- Real estate sector 371,174 71,374
- Financial sector - 160,727
1,927,241 1,151,409
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28  RISK MANAGEMENT (confinued)

28.1 CREDIT RISK (continued)

Gross maximum Gross maximum
exposure exposure
2011 2010
KD KD
Murabaha receivables to local private sector:
- O1l sector : - 1,653,418
Murabaha receivables to private sector in the Middle East:
- Financial sector . ‘ ' - 2,414,651
Receivable on sale of investments ‘ ' - 1,907,499
Total credit risk exposure 7,512,570 32,442,004

Collateral and other credit enhancements
The group does not have any collateral or other credit enhancements against any of the financial assets at 31
December 2011 and 31 December 2010, '

Analysis of past due but not impaired
The amount of past due but not impaired financial assets at 31 December 2011 and 31 December 2010 is not
significant.

Analysis of impaired financial assets

An estimate of the collectible amount of financial assets is made when collection of the full amount is no longer
probable, For individually significant amounts, this estimation is performed on an individual basis. Amounts
which are not individualiy significant, but which are past due, are assessed coliectively and a provision apphied
according to the length of time past due, based on historical recovery rates.

At 31 December 2011, the provision for impaired and doubtful receivables is KD 157,360 (31 December 2010:
KD 162,666) (Note 10). Any difference between the amounts actually collected in future period and the amounts
expected will be recognised in the consolidated income statement.

28.2 LIQUIDITY RISK

Liguidity risk is the risk that the group will encounter difficulty in raising funds to meet commitments associated
with financial instruments. To manage this risk, the group periodically assesses the financial viability of
customers and invests in shori-term murabaha or other investmenis that are readily realisable. The maturity
profile is monitored by management to ensure adequate liquidity is maintained.

It is the group’s policy that not more than 60% of borrowings should mature in the next 12 month period. The
group is currently considers refinancing its short-term borrowings by mediom to long-term financing
arrangements. 91% of the group’s borrowings will mature in less than one year at 31 December 2011 (2010:
86%) based on their carrying value reflected in the consolidated financial statements.

The table below summarises the maturity profile of the group financial Habilities based on contraciual
undiscounted repayment obligations.
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28  RISK MANAGEMENT (continued)
28.2 LIQUIDITY RISK (confinued)
The Liquidity profile of financial liabilities reflects the projected cash flows which includes future profit

payments over the life of these financial liabilities. The liquidity profile of financial liabilities at 31 December is
as follows:

31 December 2011 : Within 1to3 3t 12 Ito5s
I month months months years Total
KD KD KD KD Kb
Murabaha payables 55,109,223 - - 5{)0,653. 55,609,876
Future profit payable 104,694 - - - 104,694
Accounts payable and accruals 1,196,727 3,129,267 10,405,690 7,312,138 22,043,822
Total financial Habilities 56,410,644 3,129,267 10,405,690 7,812,701 77,758,392
Commitments - - - - -
31 December 2010 . Within 103 3012 lto5 :
I month months months years Total
KD KD KD KD KD
Murabaha payables 16,655,157 39,159,636 74,919,901 495,571 131,230,265
Future profit payable 55,995 594301 1,912,098 - 2,562,394
Accounts payable and accruals 379,286 4,026,542 3,196,259 7,078,196 14,680,283
Total financial liabilities 17,090,438 43,780,479 80,028,258 7,573,767 148,472,942
Commitments - - 19,500 - 19,500

28.3 MARKET RISK

Market risk is the risk that the value of an asset will flactuate as a resnlt of changes in market variables such as
profit rates, foreign exchange rates, and equity prices, whether those changes are caused by factors specific to the
individual investment or its issuer or factors affecting all investments traded in the market.

Market risk is managed on the -basis of pre-determined asset allocations across various asset categories,
diversification of assets in terms of geographical distribution and industry concentration as disclosed in Note 26,
a continuous appraisal of market conditions and trends and management’s estimate of long and short term
changes in fair value,

28.3.1 Profit rate risk

Profit rate risk arises from the possibility that changes in profit rates will affect future profitability or the fair
values of financial instruments, The group is not exposed to profit rate risk on its profit bearing assets and
labilities (shori-term murabaha investments, murabaha receivables and murabaha payable} as a result of
reasonably possible changes in profit rates since the group is not exposed to any floating rate profit bearing
assets and liabilities,
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28 RISK MANAGEMENT (continued)
28.3 MARKET RISK (continued)
28.3.2 Foreign currency risk

Foreign currency risk is the risk that the value of a financial instrument will fluctuate due fo changes in foreign
exchange rates,

Foreign currency risk is managed by the group on the basis of determined limits and a continuous assessment of
the group’s open positions and current and expected exchange rate movements. Management believes that there
is minimal risk of significant losses due to exchange rate fluctuations, and consequently the group does not
hedge foreign currency exposures.

The effect on profit for the year (due to change in the fair value of monetary assets and liabilities) and on equity,
as a result of change in currency rate, with all other vaniables held constant is shown below:;

Change in currency raie by 3%

31 December 2011 31 December 2010
Effect on Fffect on
. other other
: Effect on profit  coniprehensive Effect on loss comprehensive
Currency Jor the year income Jfor the vear ' income
. KD KD KD KD

USD 142,695 68,892 1,391,201 184,194
GBP 2,291,290 67,087 19,770 345,854
AED 202 - 98,955 61,200
Euro 44,938 - 44,782 27,314

2833 Equity price risk

Equity price risk arises from changes in the fair values of equity investments. The equity price risk exposure
arises from the group’s investment portfolio. The group manages this through diversification of investments in
terms of geographical distribution and industry concentration. The majority of the group’s gquoted investments
are lisied on the Kuwait Siock Exchange.

The effect on profit for the year (as a result of a change in the fair value of financial assets at fair valne through

income statement) and on equity (as a result of a change in the fair value of financial assets available for sale)
due to a reasonably possible changes in active market indices, with all other variables held constant is as follows:

Change in equity market index by 5%

Effect on profit Effect on loss

Market index Jfor the year Jor the year
2011 2010
KD KD
Kuwait 32,345 216,475

Any change in fair values of unquoted investmoents valued based on price earnings ratios will have a
corresponding change in equity and profit before deductions.

Investments in the category of financial assets available for sale category are in unlisted companies and therefore
the group is not significantly exposed to equity price risk due to reasonably possible changes in active market
indices,

The group’s unquoted equity securities carried at cost in available for sale category where the impact of changes
in equity prices will only be reflected when the invesiment is sold or deemed to be impaired, when the
consolidated income statement will be impacted.
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28 RISK MANAGEMENT (continued)

28.3 MARKET RISK {continued)
2834 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. The group is not significantly exposed to prepayment risk.

28.4 CONCENTRATIONS

Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in
the same geographic region, or have similar economic features that would cause their ability to meet contractual
obligations to be similarly affected by changes in economic, political or other conditions. Concentrations
indicate the relative sensitivity of the group's petformance to developmenis affecting a particular industry or
geographic location.

The disfribution of assets by geographic region was as follows:

2011 2010
KD KD
Geographic region

- Kuwait 44,504,296 87,068,663
- Bahrdin 3,581,525 45.102,072
- United Kingdom 79,281,498 13,208,989
- United Arab Emirates : 6,722 5,338,505
- United States of America 2,358,346 5,767,666
- Saudi Arabia 1,545 2,228,492
- Prance 1,437,485 2,416,737
- Other 796,705 1,153,034
- 131,968,122 162,284,158

The distribution of financial investments and investment properties by industry sector was as follows:

2011 2010
KD KD
Industry sector

- Banks and financial and investment institutions 98,286,572 64,701,064
- Real estate 4,335,294 31,907,885
- Services 1,348,195 4,235923
- Oil and gas 280,900 2,773,400
- Manufacturing 550,770 1,651,390
- Food and agrioulture - 201,069
- Information technology 274,860 574,400
- Others 268,942 1,829,201
105,345,333 107,874,332
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29  MATURITY ANALYSIS OF ASSETS AND LIABILITIES

The table below summarises the maturity profile of the group's assets and liabilities. The maturities of assets and
liabilities have been determined according to when they are expected to be recovered or settled. The maturity
profile for financial agsets at fair value through income statement, financial assets available for sale and investment

properties is based on management's estimate of liguidation of those investments,
The maturity profile of assets and liabilities at 31 December was as follows:
31 December 2011 Up to Over
: 1 year 1 pear Total
KD KD KD
Assefs:
Cash and cash equivalents 3,272,433 - 3,272,433
Short-term murabaha investments 1,492,155 - 1,492,155
Accounts receivable and prepayments 3,153,744 - 3,153,744
Inventories 1,931,882 - 1,931,882
Financial assets at fair value through income statement 697,033 " 6,477,601 7,174,634
Financial asseis available for sale 300,000 4,200,694 4,500,694
Investment in associates - 95,605,974 95,605,974
Investment properties - 531,090 531,090
Property, plant and equipmment - 14,305,516 14,305,516
Total assets 10,847,247 121,120,875 131,968,122
Liabilifies:
Murabaha payables 55,109,223 500,653 55,609,876
Accounts payable and accruals 15,574,092 6,469,730 22,043,822
Employees’ end of service benefits - 1,073,977 1,073,977
Total liabilities 70,683,315 8,044,360 78,727,675
31 December 2010 Up to QOver
1 year 1 year Total
KD KD KD
Assets:
Cash and cash equivalents 21,698,448 - 21,698,448
Short~-term murabaha investments 2,860,579 - 2,860,579
Accounts recetvable and prepayments 8,869,031 - 8,869,031
Inventories 1,586,243 - 1,586,243
Financial assets at fair value through income statement 50,511,689 26,397,524 76,909,213
Murabaha receivables 4,068,069 - 4,068,069
Financial assets avaiiable for sale 6,037,716 13,252,463 19,290,179
Investment in associafes 9,251,386 1,888,559 11,139,943
Investment properties - 534,995 534,995
Property, plant and equipment - 15,327,456 15,327,456
Total assets 104,883,161 57,400,997 162,284,158
Liabilities:
Murabaha payables 130,734,694 495,571 131,230,265
Accounts payable and accruals 16,104,883 7,078,196 23,183,079
Empioyees’ end of service benefits - 1,689,167 1,689,167
Total Labilities 146,839,577 0,262,934 156,102,511
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30 COMMITMENTS AND CONTINGENT LIABILITIES

At 31 December 2011, the group’s bankers have given bank guaraniees amounting to KD 289,953 (2010: KD
289,953). At 31 December 2011, the group has an amount of KD Nil (2010: KD 19,500) in respect of capital
commitmenis for purchase of investments and assets.

3 MANAGED PORTFOLIOS AND FUNDS

In its capacity as manager of portfolios and funds belonging to third parties, the parent company holds investments
and bank accounts amounting to KD 39,689,347 (2010: KD 90,724,438) in its own name as a nominee for the third
parties. These assets are nof included in the consolidated statement of financial position of the group. Income from
the managed portfolios and funds amounts to KD 1,216,298 for the year ended 31 December 2011 (2010: KD
952,679).

32  ZAKAT

Zakat for sharcholders is calculated according to the Sharia rules approved by the parent company's Fatwa and
Shariah Supervisory Board. Zakat calculated amount as of 31 December 2011 is 2.9 fils (2010: .7 fils) per share.

Tn accordance with Law No. 46 of 2006 and as a result of the profit for the year, the group has deducted a provision -
of 1% of net profit subject to zakat for the year ended 31 December 2011 (2010: the group has not deducted a
provision of 1% of net profit, as a result of loss incurred for the year).

Responsibility for payment of unsetfled zakat amounting to 2.2 fils (2010: 0.7 fils) per share lies with the
shareholders and not the parent company.

33 NON-CONTROLLING INTERESTS

During the year ended 31 December 2011, the paid up share capital of a subsidiary company (SHRE) was reduced
from KD 48,000,000 (equivalent to 480,000,000 shares of 100 fils) to KD 10,200,000 {equivalent to 102,000,000
shares of 100 fils), as a result, the non controlling interests’ share of the decrease in SHRE’s share capital of KD
5,519,510 has been accounted for in the consolidated statement of changes in equity.

41




The Securities House K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2011

34  CAPITAL MANAGEMENT

The primary objective of the group's capital management is to ensure that it maintains healthy capital ratios in order
to support its business and maximise sharcholder value. The group manages its capital structure and makes
adjustments to it, in light of changes in economic conditions.

To maintain or adjust the capital structure, the group may reduce the amount of borowings, adjust the dividend
payment to sharcholders, return capital to shareholders or issue new shares. No changes were made in the
objectives, policies or processes during the years ended 31 December 2011 and 31 December 2010.

The group monitors capital using a gearing ratio, which 1s net debt divided by capital plus net debt. The group
includes within net debt, murabaha payable, accounts payable and accruals and employees’ end of service benefits,
less cash and cash equivalents. Capital includes equity attributable to the equity holders of the parent company.

2011 2010
KD KD
Murabaha payable 55,669,876 131,230,265
Accounts payable and accruals . 22,043,822 23,183,079
Employees’ end of service benefits 1,073,977 -1,689,167
Less; Cash and cash equivalents _ . (4,764,588) (24,559,027}
Net debt 73,963,087 131,543,484
Capital - Equity atiributable to the equity holders of the parent company 52,742,498 730,097
Capital and net debt 126,705,585 132,273,581
Gearing ratio : 58.4% 99 4%
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