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a)  Interest rate risk

Interest rate risk arises from the possibility that the changes in interest rates will affect either 

the fair values or the future cash flows of the financial instrument.

The following table depicts the sensitivity to a reasonable change in interest rates, with other 

variables held constant, on the Company’s statement of income. The sensitivity of the income 

is the effect of the assumed changes in interest rates on the floating rate non-trading financial 

assets and financial liabilities held at December 31. Shall market interest rates increase by 

the amounts shown in the table, net income will be affected as mentioned below. An equal 

decrease in the rates will result in an equal opposite effect.

US$’000

Interest rate risk 2008
US$

100BP
EUR

100BP
JPY

100BP
SR

100BP
Other
100BP

Total

Financial assets:

Cash and deposit with banks 11,186 1,396 565 208 2,136 15,491

Loans and advances 8,024 715 276 63 10 9,088

Held for trading 100 -      -      -      -      100

AFS investment 2,209 903 -      100 164 3,376

Impact of financial assets 21,519 3,014 841 371 2,310 28,055

Financial liabilities:

Deposits (19,145) (2,876) (697) (1,161) (2,182) (26,061)

Impact of financial liabilities (19,145) (2,876) (697) (1,161) (2,182) (26,061)

Impact on the results of the Company 2,374 138 144 (790) 128 1,994

US$’000

Interest rate risk 2007
US$

20BP
EUR

30BP
JPY

15BP
SR

20BP
Other
25BP

Total

Financial assets:

Cash and cash equivalents 2,522 190 158 61 122 3,053

Loans and advances 2,008 174 36 59 41 2,318

Held for trading 85 75 -      -      17 177

AFS investment 238 273 -      -      -      511

Impact of financial assets 4,853 712 194 120 180 6,059

Financial liabilities:

Deposits (3,666) (2,415) (170) (312) (35) (6,598)

Impact of financial liabilities (3,666) (2,415) (170) (312) (35) (6,598)

Impact on the result of the Company 1,187 (1,703) 24 (192) 145 (539)
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b)  Currency risk

The Company manages exposures to effects of fluctuations in prevailing foreign currency 

exchange rates on its financial position and cash flows. The Company sets limits on the level of 

exposure by currency and in total for overnight positions, which are monitored daily.

Currency risk represents the risk of change in the value of financial instruments due to changes 

in foreign exchange rates. The table below shows the currencies to which the Company has a 

significant exposure as at December 31. The analysis calculates the effect of reasonable possible 

movements of currency rates against US$, and the net effect is shown on the statement of 

income.

	
2 0 0 8 2 0 0 7

Change in
currency
rate in %

Effect on
net income

US$’000

Change in
currency
rate in %

Effect on
net income

US$’000

Sudanese Pound +2 (13) +1 (151)

Euro +5 904 +5 (10)

Sterling Pound +5 (122) +3 (10)

c)  Equity price risk

Equity risk refers to the risk of decrease in fair values of equities in the Company’s investment 

portfolio as a result of reasonable possible changes in levels of equity indices and the value 

of individual stocks. The effect on the Company’s equity investment held as held for trading 

and available for sale due to reasonable change in equity indices, with all other variables held 

constant, is as follows:

	
2 0 0 8 2 0 0 7

US$’000 US$’000

Equity classification
Change

in equity
price %

Effect
on net
income

Effect
on

equity

Change
in equity
price %

Effect
on net
income

Effect
on

equity

Trading equity ±10 ±484 -      ±5 ±1,677 -     

Available for sale equity ±10 -      ±18,734 ±5 -      ±11,526
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3.2.2  Foreign exchange risk

The Company takes an exposure to the effects of fluctuations in the prevailing foreign currency 

exchange rates on its financial position and cash flows. The Board sets limits on the level of exposure 

by currency and in aggregate for both overnight and intraday positions, which are monitored daily. 

The table below summarizes the Company’s exposure to foreign currency exchange rate risk at 

December 31. Included in the table are the Company’s financial instruments at carrying amounts, 

categorized by major currencies. Other classes of assets and liabilities are not included in the table 

since they are not considered in the monitoring of currency risk exposure.

Concentrations of currency risk - on and off balance sheet financial instruments:

	 	

US$’000

As at December 31, 2008 US$ SR EUR JPY GBP Other Total

Cash and deposits with banks 1,159,158 20,873 140,461 56,762 213,606 588 1,591,448

Trading securities 7,110 -      -      -      -      4,125 11,235

Investments securities:

-Available for sale 193,512 15,154 102,536 -      -    18,972 330,174

-Held to maturity 31,547 -      16,222 -      -      18,767 66,536

Equity participation 106,793 66,852 -      -      -      136,670 310,315

Loans and advances 1,031,065 10,332 75,684 27,574 135 895 1,145,685

Interest receivable 52,691 381 3,112 534 45 206 56,969

Other assets 13,820 20,000 21 (14,977) -      (16,369) 2,495

Total financial assets 2,595,696 133,592 338,036 69,893 213,786 163,854 3,514,857

Derivatives financial instruments 24,556 -      -      -      -      -      24,556

Deposits 1,944,063 118,042 349,285 70,468 212,930 18,089 2,712,877

Interest payable 23,723 499 1,586 497 224 141 26,670

Other liabilities 17,986 -      28 -      -      152 18,166

Total financial liabilities 2,010,328 118,541 350,899 70,965 213,154 18,382 2,782,269

Net balance sheet open position 585,368 15,051 (12,863) (1,072) 632 145,472 732,588

Credit commitments 198,028 1,951 67,891 33,272 2,558 9,024 312,724

As at December 31, 2007

Total financial assets 2,627,411 238,730 852,032 114,681 260,943 261,170 4,354,967

Total financial liabilities 2,218,474 174,702 852,238 114,650 261,140 27,149 3,648,353

Net balance sheet open position 408,937 64,028 (206) 31 (197) 234,021 706,614

Credit commitments 572,494 9,406 45,603 76,884 1,695 6,452 712,534
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3.2.3  Interest rate risk

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate 

because of changes in market interest rates.

Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate because 

of changes in market interest rates. The Company takes on exposure to the effects of fluctuations 

in the prevailing levels of market interest rates on both its fair value and cash flow risks. Interest 

margins may increase as a result of such changes but may reduce losses in the event that unexpected 

movements arise. The Board sets limits on the level of mismatch of interest rate repricing that may 

be undertaken, which is monitored daily by the Company’s treasury. 

The table shown in Note 21 summarizes the Company’s exposure to interest rate risks. It includes 

the Company’s financial instruments at carrying amounts, categorized by the earlier of contractual 

repricing or maturity dates.

3.3  Liquidity risk

Liquidity risk is the risk that the Company is unable to meet its payment obligations associated with its 

financial liabilities when they fall due and to replace funds when they are withdrawn. The consequence 

may be the failure to meet obligations to repay depositors and fulfill commitments to lend.

3.3.1  Liquidity risk management process 

The Company’s liquidity management process, as carried out within the Company and monitored 

by a separate team in the Company’s treasury, includes:

• 	Day - today funding, managed by monitoring future cash flows to ensure that requirements can 

be met. This includes replenishment of funds as they mature or are borrowed by customers. The 

Company maintains an active presence in global money markets to enable this to happen;

• 	Maintaining a portfolio of highly marketable assets that can easily be liquidated as protection 

against any unforeseen interruption to cash flow;

• 	Monitoring balance sheet liquidity ratios against internal and regulatory requirements; and

• 	Managing the concentration and profile of debt maturities.

• 	Monitoring and reporting take the form of cash flow measurement and projections for the 

next day, week and month respectively, as these are key periods for liquidity management. 

The starting point for those projections is an analysis of the contractual maturity of the 

financial liabilities and the expected collection date of the financial assets. The Company’s 

treasury also monitors unmatched medium term assets, the level and type of undrawn lending 

commitments, the usage of overdraft facilities and the impact of contingent liabilities such as 

standby letters of credit and guarantees. 
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3.3.2  Non-derivative cash flows

The table below presents the cash flows payable by the Company under non-derivative financial 

liabilities by remaining contractual maturities at the balance sheet date. The amounts disclosed 

in the table are the contractual undiscounted cash flows, whereas the Company manages the 

inherent liquidity risk based on expected undiscounted cash inflows.

	
US$’000

As at December 31, 2008
1-3

months
3-12

months
Total

Liabilities

Deposits 1,837,744 875,133 2,712,877

Interest payable 16,842 9,828 26,670

Other liabilities 18,166 -      18,166

Total liabilities 1,872,752 884,961 2,757,713

As at December 31, 2007

Liabilities

Deposits 2,708,036 741,407 3,449,443

Interest payable 7,173 15,490 22,663

Other liabilities 22,168 -      22,168

Total liabilities 2,737,377 756,897 3,494,274

Assets available to meet all of the liabilities and to cover outstanding loan commitments include 

cash, and deposits with banks, items in the course of collection, loans and advances to banks; and 

loans and advances to customers. In the normal course of business, a proportion of customer loans 

contractually repayable within one year will be extended. The Company would also be able to meet 

unexpected net cash outflows by selling securities and accessing additional funding sources.

3.3.3  Derivative cash flows 

The Company’s derivatives that will be settled on a gross basis comprise foreign currency swaps 

and interest rate swaps. The table below sets out the Company’s assets/liabilities that will be settled 

on a gross basis, into relevant maturity groupings based on the remaining period at the balance 

sheet to the contractual maturity date. The amounts disclosed in the table are the contractual 

undiscounted cash flows.
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US$’000

Up to 1 1-3 3-12 1-5

month month month year Total

As at December 31, 2008

Derivatives held for trading:

Foreign exchange derivatives :

Outflow 44,678 37,268 -      -      81,946

Inflow 44,750 37,254 -      -      82,004

Interest rate derivatives:

Outflow -      -      1,877 3,697 5,574

Inflow 177 166 587 1,894 2,824

Total outflow 44,678 37,268 1,877 3,697 87,520

Total inflow 44,927 37,420 587 1,894 84,828

As at December 31, 2007

Derivatives held for trading:

Foreign exchange derivatives :

Outflow 490,292 422,340 -      -      912,632

Inflow 517,125 425,864 16,736 -      959,725

Interest rate derivatives:

Outflow -      -      1,877 5,574 7,451

Inflow 27 126 887 4,315 5,355

Total outflow 490,292 422,340 1,877 5,574 920,083

Total inflow 517,152 425,990 17,623 4,315 965,080

3.3.4  Off-balance sheet items

a)  Loan commitments

The dates of the contractual amounts of the Company’s off balance sheet financial instruments that 

commit it to extend credit to customers and other facilities, are summarized in the table below.

b)  Financial guarantees and other financial facilities

Financial guarantees, are also included below based on the earliest contractual maturity date.
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US$’000

No later
than 1 year

1-5
years

Over
5 years

Total

As at December 31, 2008

Loan commitments 35,440 20,000 11,140 66,580

Guarantees, acceptances and other     
   financial facilities

208,058 38,086 -      246,144

Credit default swaps and currency swaps 90,707 -      -      90,707

Total 334,205 58,086 11,140 403,431

As at December 31, 2007

Loan commitments 205,764 133,974 15,214 354,952

Guarantees, acceptances and other     
   financial facilities

241,121 35,771 -      276,892

Credit default swaps and currency swaps 80,690 -      -      80,690

Total 527,575 169,745 15,214 712,534

3.4  Fair value of financial assets and liabilities

The estimated fair value of the Company’s other assets and liabilities are not significantly different 

from their respective carrying values.

3.5  Capital management

The Company’s objectives when managing capital, which is a broader concept than the ‘equity’ are:

• 	To safeguard the Company’s ability to continue as a going concern so that it can continue to 

provide returns for shareholders and benefits for other stakeholders; and

•  To maintain a strong capital base to support the development of its business.

4.	 CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS IN APPLYING ACCOUNTING 
POLICIES

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities 

within next financial year. Estimates and judgments are continuously evaluated and based on historical 

experience and other factors, including expectations of future events that are believed to be reasonable 

under the circumstances.
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Impairment losses on loans and advances

The Company reviews its loan portfolios to assess impairment at least on a semi-annual basis. In 

determining whether an impairment loss should be recorded in the statement of income, the Company 

makes judgments as to whether there is any observable data indicating that there is a measurable decrease 

in the estimated future cash flows. This evidence may include observable data indicating that there has 

been an adverse change in the payment status of the borrower. Management uses estimates based on 

historical loss experience for assets with credit risk characteristics and objective evidence of impairment. 

The methodology and assumptions used for estimating both the amount and timing of future cash flows 

are reviewed regularly to reduce any differences between loss estimates and actual loss experience.

Impairment of available-for-sale investment securities

The Company determines that available-for-sale investment securities are impaired when there has been a 

significant and prolonged decline in the fair value below its cost. This determination of what is significant 

or prolonged requires judgment. In making this judgment, the Company evaluates amongst other factors, 

whether there is deterioration in the financial health of the investee, industry or sector performance, 

changes in technology, and operational and financing cash flows.

5.  CASH AND DEPOSITS WITH BANKS

Cash and deposits with banks as of December 31, comprise the following:

	
US$’000

2 0 0 8 2 0 0 7

Cash and cash equivalents:

Cash on hand and in banks 15,050 30,956

Time deposits maturing within ninety days of acquisition 799,130 757,605

814,180 788,561

Time deposits maturing after ninety days of acquisition 777,268 708,774

Total 1,591,448 1,497,335
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6.  INVESTMENT SECURITIES

Investment securities as of December 31, comprise the following:

US$’000

2 0 0 8 2 0 0 7

a)  Held for trading securities 11,236 115,458

b)  Available-for-sale securities

Quoted 331,331 495,130

Unquoted 87,956 80,000

Change in fair value (89,114) (8,908)

Total 330,173 566,222

c)  Held-to-maturity securities

Quoted 46,943 32,372

Unquoted 19,593 13,332

Total 66,536 45,704

Total investments in securities 407,945 727,384

The movement in investment securities is summarized below:

	

US$’000

Held for
trading

Available-
for-sale

Held-to-
maturity

2 0 0 8 2 0 0 7

At January 1 115,458 566,222 45,704 727,384 665,05

Exchange  differences       -     (2,369) (334) (2,703) 6,667

Additions 5,088 100,147 49,208 154,443 333,679

Disposals (sale and redemption) (103,614) (254,546) (28,042) (386,202) (270,987)

Change in fair value (5,696) (79,281) -      (84,977) (7,032)

At December 31 11,236 330,173 66,536 407,945 727,384

In view of the rare circumstance caused by the ongoing deterioration in the world’s financial markets, 

the Branch has reclassified interest bearing securities with a fair value of US$ 43 million at July 1, 2008 

from the FVTPL sub-category of held for trading to the HTM category. These securities had a fair value of 

US$ 32 million at December 31, 2008 and the Branch expects to recover cash flows of US$ 45 million from 

the redemption proceeds of these securities on maturity.
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Had these interest bearing securities not been re-classified to HTM, fair value losses of US$ 11 million for 

the period from July 1, 2008 to December 31, 2008 would have been recognized in the income statement 

for the year ended December 31, 2008. Net loss from trading securities include fair value losses of US$ 1 

million recognized during the period from January 1, 2008 to June 30, 2008 on the interest bearing 

securities re-classified to HTM on July 1, 2008.

The effective interest rate for interest bearing securities reclassified from the held for trading to the HTM 

category was 5.126% per annum as at the date of reclassification.

7.  INVESTMENTS IN EQUITY PARTICIPATIONS

Investments in equity participations as of December 31, comprise the following:

	
US$’000

2 0 0 8 2 0 0 7

Quoted 155,774 227,796

Unquoted 154,541 138,520

Total 310,315 366,316
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The details of the investments in equity participations as of December 31, are as follows:

2 0 0 8 U S $ ’ 0 0 0

Country / Project
Quoted
shares

Original
cost of

participation

Fair
value of

participation

Percentage
of

shareholding

The Kingdom of Morocco

Cellulose du Maroc 17,568 11,743 27.3

Société d’ Elevage et de Transformation de la Dinde 28 39 10.2

Société Ryad Soualem S.A. 1,977 1,870 33.0

Maroc Leasing Co. Quoted 4,764 5,139 10.0

24,337 18,791

The Kingdom of Saudi Arabia

Saudi Hotel Services Co. 5,855 5,333 20.0

Pharmaceutical Solutions Industry Ltd. Co. 5,124 5,012 19.0

Al-Ahsa Medical Services Co. 5,000 3,547 12.5

Saudi International Petrochemical Co. Quoted 17,995 26,416 1.9

Arab Submarine Cables Co. 1,500 1,500 5.7

Middle East Financial Investment Co. 16,000 16,000 15.0

National Trigeneration CHP Company 9,043 9,043 9.9

60,517 66,851

The Syrian Arab Republic

Syrian Arab Company for Hotels and Tourism 2,272 329 20.5

The Republic of the Sudan

Kenana Sugar Company 62,395 23,217 7.0

Sudatel Group for Communication (SUDATEL) Quoted 20,733 42,118 2.0

Financial Investment Bank Quoted 3,085 6,805 17.6

Berber Cement Company 10,500 10,500 15.0

96,713 82,640

The Republic of Tunisia

Société Tunisienne de Banque Quoted 1,918 742 0.4

Société Arabe des Industries Pharmaceutiques 867 682 3.9

Société Arab Internationale Lease 1,881 1,530 20.0

4,666 2,954
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2 0 0 8 U S $ ’ 0 0 0

Country / Project
Quoted
shares

Original
cost of

participation

Fair
value of

participation

Percentage
of

shareholding

The Arab Republic of Egypt

Allianz Insurance Company - Egypt 306 256 10.0

Arab International Company for Hotels and Tourism 12,700 12,700 13.6

The Arab Company for Special Steel 5,081 749 5.5

Ahli United Bank Quoted 13,251 5,884 4.2

Oriental Polyester Manufacturing Co. 138 91 10.0

Egyptian Propylene and Polypropylene Co. 24,000 24,000 10.0

International Company for Leasing 7,901 4,710 10.0

63,377 48,390

The Peoples’ Democratic Republic of Algeria

Arab Banking Corporation - Algeria 3,171 3,108 10.0

Arab Leasing Corporation 2,527 2,699 25.0

5,698 5,807

The Hashemite Kingdom of Jordan

Arab Jordan Investment Bank Quoted 11,849 26,104 10.3

Jordan Petroleum Refinery Company Quoted 45 97 0.1

Jordan Paper & Cardboard Manufacturing Company Quoted 2,862 7,018 26.7

Indo-Jordan Chemicals Company Ltd. 8,181 8,151 13.0

Arab International Hotels Company Quoted 7,049 7,392 8.4

29,986 48,762

The Republic of Iraq

Arab Company for Detergent Chemicals 6,955 -      6.0

Arab Company for Antibiotics Industries 6,891 -      12.4

13,846 -     

The Kingdom of Bahrain

Arab Banking Corporation Quoted 15,723 11,916 0.7

The Republic of Lebanon

Uniceramic Co. Quoted 1,765 2,188 10.0

The Sultanate of Oman

Taageer Finance Co. Quoted 3,542 13,954 18.0

Pan-Arab

The Arab Company for Livestock Development - Syria 3,559 3,559 1.7

Arab Mining Company - Jordan 2,156 2,174 1.1

Arab Trade Financing Program - Abu Dhabi 2,000 2,000 0.4

7,715 7,733

Total 330,157 310,315
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2 0 0 7 U S $ ’ 0 0 0

Country / Project
Quoted 
shares

Original
cost of 

participation

Fair 
value of 

participation

Percentage
of 

shareholding

The Kingdom of Morocco

Cellulose du Maroc 17,567 11,285 27.3

Société d’ Elevage et de Transformation  de la Dinde 302 341 27.5

Société Ryad Soualem S.A. 1,977 1,809 33.0

Maroc Leasing Co. Quoted 4,764 7,943 10.0

24,610 21,378

The Kingdom of Saudi Arabia

Saudi Hotel Services Co. 5,855 5,333 20.0

Pharmaceutical Solutions Industry Ltd. Co. 5,124 5,012 19.0

Al-Ahsa Medical Services Co. 5,000 3,369 12.5

Saudi International Petrochemical Co. Quoted 7,769 63,399 1.9

Arab Submarine Cables Co. 2,000 2,000 11.4

Middle East Financial Investment Co. 16,000 16,000 15.0

National Trigeneration CHP Company 9,043 9,043 15.0

50,791 104,156

The Syrian Arab Republic

Syrian Arab Company for Hotels  and Tourism 2,273 330 20.5

The Republic of the Sudan

Kenana Sugar Company 62,395 13,393 7.0

Sudatel Group for Communication (SUDATEL) Quoted 17,897 33,843 2.0

Financial Investment Bank Quoted 3,085 6,759 17.6

Berber Cement Company 10,500 8,285 15.0

93,877 62,280

The Republic of Tunisia

Société Tunisienne de Banque Quoted 1,918 938 0.4

Société Arabe des Industries

Pharmaceutiques 867 733 3.9

Société Arab Internationale Lease 1,881 1,642 20.0

4,666 3,313

The Arab Republic of Egypt

Allianz Insurance Company - Egypt 306 256 10.0

Arab International Company for Hotels and Tourism 12,700 12,700 13.6

The Arab Company for Special Steel 5,081 1,002 5.5

Ahli United Bank Quoted 13,251 16,626 4.2

Oriental Polyester Manufacturing Co. 138 90 10.0

Egyptian Propylene and Polypropylene Co. 20,000 20,000 10.0

International Company for Leasing 7,901 3,780 10.0

59,377 54,454
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2 0 0 7 U S $ ’ 0 0 0

Country / Project
Quoted
shares

Original
cost of

participation

Fair
value of

participation

Percentage
of

shareholding

The Peoples’ Democratic Republic of Algeria

Arab Banking Corporation - Algeria 3,171 3,271 10.0

Arab Leasing Corporation 2,527 2,840 25.0

5,698 6,111

The Hashemite Kingdom of Jordan

Arab Jordan Investment Bank Quoted 11,849 28,693 10.3

Jordan Petroleum Refinery Company Quoted 9,080 21,773 6.3

Jordan Paper & Cardboard Manufacturing

  Company Quoted 2,862 7,635 26.7

Indo-Jordan Chemicals Company Ltd. 8,181 8,145 13.0

Arab International Hotels Company Quoted 7,049 7,919 8.4

39,021 74,165

The Republic of Iraq

Arab Company for Detergent Chemicals 6,955 -      6.0

Arab Company for Antibiotics Industries 6,891 -      12.4

13,846 -     

The Kingdom of Bahrain

Arab Banking Corporation Quoted 8,534 18,327 0.7

The Republic of Lebanon

Uniceramic Co. Quoted 1,765 2,188 10.0

The Sultanate of Oman

Taageer Finance Co. Quoted 3,542 11,753 18.0

Pan-Arab

The Arab Company for Livestock

Development - Syria 3,559 3,663 1.7

Arab Mining Company - Jordan 2,156 2,198 1.1

Arab Trade Financing Program - Abu Dhabi 2,000 2,000 0.4

7,715 7,861

Total 315,715 366,316

The difference between total original cost and total fair value of the above equity participations 

consists of the following:
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US$’000

2 0 0 8 2 0 0 7

Total original cost 330,157 315,715

- Net gains or losses up to end of 2000 included

  in the statement of income (101,464) (103,971)

- Net gains or losses from 2001 up to end of 2008

  included under shareholders’ equity

  in accordance with IAS 39 (see Note 15) 81,622 154,572

Total fair value 310,315 366,316

 

Effective beginning of 2001, the Company applied prospectively IAS 39 Financial Instruments: Recognition 

and Measurement, which requires the reevaluation of available-for-sale investments at fair value and the 

recognition of any unrealized gains or losses resulting from the reevaluation in the fair value reserve within 

the shareholders’ equity category rather than statement of income, as it was previously recognized.

8.  LOANS AND ADVANCES, NET

Loans and advances, net as of December 31, comprise the following:

	
US$’000

2 0 0 8 2 0 0 7

Short term facilities 341,284 538,882

Bills discounted 46,651 120,167

Loans and advances 809,576 1,065,270

Total loans and advances 1,197,511 1,724,319

Provision for impairment on loans and advances (51,826) (42,574)

Loans and advances, net 1,145,685 1,681,745

Movement in provision:

Balance, beginning of the year 42,574 38,998

Provision for the year (see Note 20) 8,855 3,576

Foreign exchange differences 397 -     

Balance, end of the year 51,826 42,574
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9.  OTHER ASSETS

Other assets as of December 31, comprise the following:
	

US$’000

2 0 0 8 2 0 0 7

Accrued income 56,969 77,077

Other receivables 2,495 5,110

Total 59,464 82,187

10.  PROPERTY AND EQUIPMENT, NET

Property and equipment, net as of December 31, comprise the following:

US$’000

Freehold 
land

Building and its 
improvements

Furniture and 
equipment

Total

Cost or revaluation:

At December 31, 2007 8,893 43,228 10,837 62,958

Additions during the year 73 -      587 660

At December 31, 2008 8,966 43,228 11,424 63,618

Accumulated depreciation:

At December 31, 2007 -      (34,319) (10,220) (44,539)

Charge for the year -      (379) (225) (604)

At December 31, 2008 -      (34,698) (10,445) (45,143)

Net book value:

At December 31, 2008 8,966 8,530 979 18,475

At December 31, 2007 8,893 8,909 617 18,419

The above additions of freehold land during the year include appreciation of US$ 73 thousands 
(2007: Depreciation of US$ 171 thousand) (see Note 20).

11.  DEPOSITS

Deposits as of December 31, comprise the following:

US$’000

2 0 0 8 2 0 0 7

Deposits by banks 2,492,757 3,283,418

Deposits by non-banks 220,120 166,025

Total 2,712,877 3,449,443
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12.  OTHER LIABILITIES

Other liabilities as of December 31, comprise the following:

US$’000

2 0 0 8 2 0 0 7

Accounts payable and accrued expenses 29,983 18,331

Deferred rental income 2,831 1,219

Provision for staff end of service benefits 9,758 8,973

Interest payable 26,670 22,663

Total 69,242 51,186

13.  PAID-UP SHARE CAPITAL

On June 14, 2008, the General Assembly approved to increase the authorized capital of the Company from 

US$ 600 million to US$ 800 million, and to increase the paid-up capital of the Company from US$ 500 

million to US$ 600 million by capitalizing US$ 100 million of retained earnings. Accordingly, 100,000 

bonus shares were issued to the shareholders in proportion to their holdings in the Company. The share 

capital with par value of US$ 1,000 each as of December 31, comprises the following:

	
2 0 0 8 2 0 0 7

No. of
shares

Amount 
US$’000

No. of 
shares

Amount 
US$’000

Authorized 800,000 800,000 600,000 600,000

Fully paid 600,000 600,000 500,000 500,000
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The ownership of the shareholders as at December 31, is as follows:

	

Ownership 
percentage

US$’000

2 0 0 8 2 0 0 7

The Kingdom of Saudi Arabia 15.68 94,066 78,388

The State of Kuwait 15.68 94,066 78,388

The Republic of the Sudan 2.68 16,066 13,388

The Arab Republic of Egypt 6.97 41,807 34,839

The State of Qatar 8.19 49,158 40,966

The United Arab Emirates (Abu Dhabi) 15.68 94,066 78,388

The Kingdom of Bahrain 1.71 10,259 8,549

The Syrian Arab Republic 6.97 41,807 34,839

The Republic of Iraq 10.48 62,903 52,419

The Hashemite Kingdom of Jordan 0.32 1,934 1,612

The Republic of Tunisia 1.71 10,259 8,549

The Kingdom of Morocco 1.71 10,259 8,549

The Great Socialist Peoples’ Libyan Arab Jamahiriya 6.97 41,807 34,839

The Sultanate of Oman 1.71 10,259 8,549

The Republic of Yemen 0.32 1,934 1,612

The Republic of Lebanon 1.61 9,675 8,063

The People’s Democratic  Republic of Algeria 1.61 9,675 8,063

Total 100.00 600,000 500,000

14.  STATUTORY RESERVE

In accordance with the Company’s Articles of Association, 10% of the net income is transferred annually 

to the statutory reserve until the reserve equal 100% of the paid-up capital.

	
US$’000

2 0 0 8 2 0 0 7

Movement of statutory reserve:

Balance, beginning of the year 66,036 56,697

Additions for the year 4,244 9,339

Balance, end of the year 70,280 66,036
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15.  FAIR VALUE RESERVE - INVESTMENTS

The movements in fair value reserve - investments for the years ended December 31, are summarized as 

follows:

US$’000

2 0 0 8 2 0 0 7

Investments in equity participations

Balance, at beginning of year 154,572 111,373

Movement during the year (72,950) 43,199

Balance, at end of year 81,622 154,572

Investments in securities available-for-sale

Balance, at beginning of year (6,850) (58)

Movement during the year (64,263) (6,792)

Balance, at end of year (71,113) (6,850)

Total fair value reserve - investments 10,509 147,722

16.  PROPOSED DIVIDENDS

The Board of Directors at its meeting number 150 dated December 27, 2008 recommended not to 

distribute dividends for 2008 (2007: 5% of the paid-up capital).

17.  NET FEES AND COMMISSIONS INCOME

Net fees and commissions income, for the years ended December 31, comprise the following:

US$’000

2 0 0 8 2 0 0 7

Fees and commissions income 9,165 12,950

Fees and commissions expenses (1,077) (473)

Net fees and commissions income 8,088 12,477
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18.  NET (LOSS) GAIN FROM INVESTMENT SECURITIES

Net (loss) gain from investment securities, for the years ended December 31, comprise the following:

	
US$’000

2 0 0 8 2 0 0 7

Equities (5,862) 7,678

Debt securities (55,147) (7,693)

Unit Trust Funds 4,023 5,506

Total (56,986) 5,491

19.  GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses for the years ended December 31, comprise the following:

	

US$’000

2 0 0 8 2 0 0 7

Salaries and related benefits 15,896 22,002

Professional and financial 2,071 2,832

Board of directors’ remunerations 716 816

Other 2,510 2,474

Total 21,193 28,124

20.  PROVISIONS

The provisions charged to the statement of income for the years ended December 31, are summarized 

as follows:

	
US$’000

2 0 0 8 2 0 0 7

Provisions for impairment on loans and advances, net 8,855 3,576

Other (73) (171)

Total 8,782 3,405
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21.  INTEREST RATE RISK MANAGEMENT

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market 

interest rates. The risk arises when there are mismatches (gap) between maturity or repricing of assets, 

liabilities and off-balance sheet instruments. The Company manages this risk by matching the repricing 

of assets and liabilities through risk management strategies. A summary of the Company’s interest rate 

sensitivity position at balance sheet date, based on the earlier of contractual repricing or maturity dates, 

is as follows:

	

US$’000

Repricing period

2 0 0 8
Within

3 months
3 to 12
months

Over
1 year

Non-interest
sensitive

Total

A S S E T S

Cash and banks 15,743 -      -      -      15,743

Time deposits with banks 1,025,705 550,000 -      -      1,575,705

Investments in securities 243,712 118,230 2,372 43,631 407,945

Investments in equity participations -      -      -      310,315 310,315

Loans and advances, net 253,418 892,267 -      -      1,145,685

Other assets -      -      -      59,464 59,464

Property and equipment, net -      -      -      18,475 18,475

Total assets 1,538,578 1,560,497 2,372 431,885 3,533,332

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits 1,816,329 896,548 -      -      2,712,877

Other liabilities -      -      -      69,242 69,242

Shareholders’ equity -      -      -      751,213 751,213

Total liabilities and shareholders’ equity 1,816,329 896,548 -      820,455 3,533,332

Balance sheet gap (277,751) 663,949 2,372 (388,570) -     

Cumulative balance sheet gap (277,751) 386,198 388,570 -      -     
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US$’000

Repricing period

2 0 0 7
Within

3 months
3 to 12
months

Over
1 year

Non-interest
sensitive

Total

ASSETS

Cash and banks 30,956 -      -      -      30,956

Time deposits with banks 757,605 708,774 -      -      1,466,379

Investments in securities 416,156 180,473 -      130,755 727,384

Investments in equity participations -      -      -      366,316 366,316

Loans and advances, net 232,285 1,449,460 -      -    1,681,745

Other assets -      -      -      82,187 82,187

Property and equipment, net -      -      -      18,419 18,419

Total assets 1,437,002 2,338,707 -      597,677 4,373,386

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits 2,337,413 1,112,031 -      -      3,449,444

Other liabilities -      -      -      51,185 51,185

Shareholders’ equity -      -      -      872,757 872,757

Total liabilities and shareholders’ equity 2,337,413 1,112,031 -      923,942 4,373,386

Balance sheet gap (900,411) 1,226,676 -      (326,265) -     

Cumulative balance sheet gap (900,411) 326,265  326,265  -       -    

 

The effective interest rate (effective yield) of monetary financial instrument is the rate that, when used 

in a present value calculation, results in the carrying amount of the instruments. This rate is the historical 

rate for a fixed rate instrument carried at amortized cost and the current market rate for a floating rate 

instrument or an instrument carried at fair value. The effective average interest rates of the Company 

for various products denominated in United State Dollars and Saudi Riyals (major dealing currencies) 

are as follows:
	  	

Percentage

2 0 0 8 2 0 0 7

US$ SR US$ SR

Time deposits with banks and similar 
    financial institutions

4.0 4.2 5.4 4.8

Loans and advances 4.4 5.1 6.7 5.9

Investments in securities 4.4 - 4.5 -

Deposits from banks 3.3 2.6 4.8 3.8

Deposits from non-banks 3.6 4.1 4.6 4.7
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22.  FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

Fair value is the amount for which an asset could be exchanged or a liability settled between knowledgeable, 

willing parties in an arms length transaction. Consequently difference can arise between carrying values 

and fair value estimates.

The fair values of on-balance sheet financial instruments, except for originated debt securities, held to 

maturity investments, loans and advances and deposits, are not significantly different from the carrying 

values included in the financial statements. The estimated fair value of the originated debt securities and 

investments held to maturity is based on quoted market prices when available.

The fair value of derivatives and other off-balance sheet financial instruments are based on the quoted 

market prices when available or by using the appropriate valuation models. The total amount of the 

changes in fair value is recognized in the statement of income.

23.  COMMITMENTS AND CONTINGENCIES

Credit related commitments include commitments to extend credit, forward exchange contracts, 

standby letters of credit and guarantees which are designed to meet the requirements of the Company’s 

customers.

Terms to maturity for credit related commitments and contingencies as of December 31, were as follows:

	  
US$’000

Terms to maturity
Total

Financial instruments
Within

3 months
3 to 12
months

Over
1 year 2 0 0 8 2 0 0 7

COMMITMENTS

Commitments to extend credit 20,441 11,140 35,000 66,581 350,044

Forward exchange contracts -      90,707 -      90,707 80,689

Total commitments 20,441 101,847 35,000 157,288 430,733

CONTINGENCIES

Letters of credit 208,058 -      -      208,058 245,214

Letters of guarantee -      -      38,086 38,086 36,586

Total contingencies 208,058 -      38,086 246,144 281,800

Total commitments 
    and contingencies

228,499 101,847 73,086 403,432 712,533

a)  The maturities set out above are based on contractual repricing or maturity dates, whichever is  earlier.
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b) 	Commitments to extend credit represent contractual commitments to make loans and revolving 

credits. Commitments generally have fixed expiration dates, or other termination clauses, and normally 

require the payment of a fee. Since commitments may expire without being drawn upon, the total 

contract amounts do not necessarily represents future cash requirements.

c)  Standby letters of credit and guarantees commit the Company to make payments on behalf of 

customers contingent upon the failure of the customer to perform under the terms of the contract. 

Standby letters of credit would have market risk if issued or extended at a fixed rate of interest. 

However, these contracts are primarily undertaken at a floating rate.

24.  INVESTMENT MANAGEMENT SERVICES

The Company manages an investment fund on behalf of one of its Investment Equity Projects. The funds 

under management as at December 31, 2008, amounted to US$ 8.5 million (2007: US$ 8.5 million). The 

fees earned are included in the statement of income. Assets held in trust or in a fiduciary capacity are 

not treated as assets of the Company, accordingly, they are not included in the accompanying financial 

statements.

25.  RELATED PARTY MATTERS

In the ordinary course of its activities, the Company transacts business with related parties.

i.  The balances resulting from such transactions at December 31, are as follows:

	
US$’000

2 0 0 8 2 0 0 7

Executive management personnel:

Loans and advances -      58

End of service benefit 2,548 2,218

ii.	 The amounts of compensation paid to the board of directors and the executive management personnel 

during the years ended December 31, are as follows:

	

US$’000

2 0 0 8 2 0 0 7

Board of directors’ remuneration 716 816

Board of directors’ bonuses 1,772 1,473

Salaries and short-term employee benefits 3,567 3,749

End of service benefits 2,437 2,231
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	 The board of directors recommended to the General Assembly in its meeting dated December 27, 

2008 to pay US$ 315 thousands as bonuses for 2008 to the board of directors.

	 The executive management personnel are those persons having authority and responsibility for 

planning, directing and controlling the activities of the Company directly or indirectly.

26.  ISSUED IFRS BUT NOT YET EFFECTIVE

International Accounting Standards Committee has published IFRS 8 - Operating segments and amendment 

to IAS 1 - Presentation of Financial Statements, which are mandatory for compliance for the Company’s 

accounting year beginning January 1, 2009. The Company has opted not to adopt these earlier than their 

mandatory compliance date.

27.  APPROVAL OF FINANCIAL STATEMENTS

The accompanying financial statements were approved by the board of directors on March 21, 2009 
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TO THE SHAREHOLDERS OF THE ARAB INVESTMENT COMPANY S.A.A.:
(Arab Joint Stock Company)

Report on the financial statements

We have audited the accompanying financial statements of The Arab Investment Company S.A.A. (the 

“Company”), which comprise the balance sheet as of December 31, 2008 and the statements of income, changes 

in shareholders’ equity and cash flows for the year then ended and a summary of significant accounting policies 

and other explanatory notes.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance 

with International Financial Reporting Standards. This responsibility includes: designing, implementing and 

maintaining internal control relevant to the preparation and fair presentation of financial statements that are free 

from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; 

and making accounting estimates that are reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our 

audit in accordance with International Standards on Auditing. Those Standards require that we comply with ethical 

requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are 

free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 

financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of 

the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 

assessments, the auditors consider internal control relevant to the entity’s preparation and fair presentation of the 

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 financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 

opinion.

Opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position 

of the Company as of December 31, 2008 and its financial performance and its cash flows for the year then ended 

in accordance with International Financial Reporting Standards.

Pricewaterhouse Coopers Al Juraid

By:	
	 Rashid S. Al Rashoud					     3 Rabi Al Thani 1430H
	 License Number 366					         (March 30, 2009)
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