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Under the directives of Central Bank of Kuwait (CBK), banks 
operating in Kuwait are required to apply the Revised Capital 
Adequacy Standard (RCAS) in line with the Basel Committee’s 
revised capital adequacy framework issued in June 2004,  
popularly known as Basel II, with effect from 31 December 2005. 

Pillar 3 disclosures for the full 2009 year

1. Introduction

These instructions including subsequent amendments thereto cover both 
the calculation of the Capital to Risk Assets Ratio (CRAR) under Pillar 1 
of RCAS and the disclosure of information under Pillar 3. Given below 
are the necessary disclosures pertaining to the Bank’s Capital Structure, 
Risk Management objectives and policies, information relating to the 
Credit Exposure, Credit Risk Mitigation, Market Risk and Operational 
Risk as required under the CBK regulations. In arriving at the CRAR, in 
accordance with the regulations, the Standardised Approach has been 
used. 

2. Subsidiaries and Significant Investments

i	 The CBK regulations apply to: 

	 Burgan Bank S.A.K

ii	 Basis of Consolidation

The Bank has three subsidiaries.

During 2008, the Bank acquired certain number of shares of Jordan 
Kuwait Bank (JKB). This acquisition, along with the then existing shares 
in the Bank’s books, gave the Bank a controlling stake of 51.10% in the 
shareholding of this bank, thus making it a subsidiary. The financial 
statements of JKB have been consolidated in the financial statements of 
the Bank as at 31st Dec. 2008 and as at 31st Dec. 2009. 

During 2009, the Bank has acquired controlling stake of 65.11% in Gulf 
Bank Algeria (AGB) thus making it a subsidiary. The financial statements 
of AGB have been consolidated in the financial statements of the Bank 
as at 31st Dec. 2009.

Third subsidiary is Burgan International Holding, a company 
incorporated in Luxembourg with a paid up capital of USD 2,329,200 
(equivalent to KD 668,015). The net worth of this subsidiary as per 
annual financial statements as at 30 September 2008 is USD 2,782,631 
(equivalent KD 767,867). While the Bank’s financial statements have not 
consolidated this subsidiary due to it not being material, for the purposes 
of arriving at the eligible capital of the Bank for computation of CRAR, 
the Bank’s investment in this subsidiary has been deducted from the 
capital.

The Bank also has a significant stake of 45.31% in Bank of Baghdad 
(BOB) valued at KD 15.434 million. The value of this investment, in line 
with CBK instructions, has been deducted from the capital of the Bank. 
Subsequent to the year end, the Bank has acquired a further 5.3% stake 
in BOB taking its stake to a controlling 50.61% and the financials of BOB 
would be consolidated in the Bank’s financials effective 2010. 

Apart from this, there are no other deductions that are required to be 
made, under the CBK instructions, from the capital of the Bank on 
account of its investments, either in the form of significant minority 
investments in banking, securities or other financial entities or significant 
investments in commercial entities. 

Comments have been made, where appropriate, in respect of the current 
approach of JKB & AGB; it is expected that differing practices as between 
Group entities will be largely harmonized once current integration work 
is complete — except to the extent that they have arisen because of 
distinct regulatory requirements that a particular jurisdiction has made 
to the common Basel II framework.

iii. Restriction/Impediments on Fund Transfers

There are no restrictions or other major impediments on transfer of 
funds or regulatory capital between the Bank and its subsidiaries, apart 
from obtaining the necessary approvals from the respective regulators, 
including CBK, Central Bank of Jordan (CBJ) and Bank of Algeria 
(CBA).

3. Capital Structure

i. Main features of Capital Instruments

The Bank’s paid up capital entirely consists of ordinary shares which 
have proportionate voting rights. These are listed in the Kuwait Stock 
Exchange and are actively traded thereon. The Bank does not have any 
other type of capital instruments.

As at 31 December 2009, the share capital comprised of 1,041,330,766 
authorized, issued and fully paid up equity shares of 100 fils each.

The Bank has sub-ordinated debt of KD 96,233 thousand, eligible to be 
treated as Tier 2 Capital. This debt was raised with the due approval of 
CBK and is repayable at the end of six years. 

2009

4

Table I – Insurance Subsidiaries and Significant Investments 
KD’000s

Current book value of investment in 
insurance entities, which are risk weighted*

* Had the amount been deducted from the capital, the CRAR would 
have been 16.861%, instead of 16.862% as shown.

18

Name of the insurance company

Country of incorporation

Ownership %

Kuwait Reinsurance 
Company K.S.C.C

Kuwait

0.075
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4. Capital Adequacy

i. Bank’s Approach to Capital Adequacy Assessment

The Bank has in place a system under which the capital adequacy of the 
Bank as well as the CRAR are being calculated at regular intervals, based 
on the CBK circular instructions dated 12/12/2005 and subsequent 
amendments. Based on this system, the CRAR of the Bank has been 
above the required threshold of 12% during the year 2009. The Bank also 
has in place an Internal Capital Adequacy Assessment Policy (ICAAP) 
that has been duly approved by its Board of Directors which lays down 
the requirements for ensuring that the CRAR does not fall below the 
minimum level stipulated by the CBK. A copy of this policy document 
has also been sent to CBK for their information and records.

The Bank takes into account the CRAR calculations in respect of all 
its future business plans so as to ensure that, at all times, the level of its 
eligible capital is sufficient to meet the expected increase in business and 
particularly the level of Risk Weighted Assets (RWA’s). The Bank takes 
into consideration developments locally and in the region, the expected 
changes in the banking environment and the fact that the CRAR 
prescribed by the CBK is considerably above the international norm 
of 8% as recommended by the Basel Committee while examining the 
level of capital that it would like to maintain. The Board also takes into 
consideration other relevant factors such as the Bank’s future business 
plans, the new areas of business under examination and the nature of 
the attendant risks etc. The Board may mandate, from time to time, a 
level of cushion over the regulatory minimum as considered necessary 
and appropriate giving due consideration to all factors of business and 
prudence. Such cushion will then be maintained in future, conditions 
permitting and in line with the applicable regulations of CBK. The 
budget for the year 2010 and the Long Range Plan (LRP) developed by 
the Bank take into account this quantum of the cushion. During the year 
2008, there were some regulatory changes in regard to the risk weightage 
of loans against certain defined assets and also changes in the rules 

concerning risk mitigation. These have had an effect on the computation 
of risk weighted assets of the bank and consequently on the CRAR. 

The Bank has put in place a system that will enable it to compute the 
CRAR under the CBK instructions of December 2005 and subsequent 
amendments thereto at such periodic intervals as may be deemed 
necessary, taking into account all the necessary details of its asset portfolio 
including Credit Risk Mitigation (CRM) techniques, the factors that give 
rise to market risk as also the capital necessary for operational risks. The 
internal budgetary and performance measurement systems of the Bank 
take into account the impact of the future growth and performance of 
its various business groups on the capital allocated to each such business 
group. It is the intention of the Bank, in due course, to develop a system 
that will allocate an economic capital to each business group that factors-
in the applicable cushion on the capital adequacy then required by the 
Board.

The Bank also plans to develop strategies that will enable it to anticipate 
increases in capital as may be necessary for its growth plans based on 
the LRP and at the appropriate time and issue capital instruments 
eligible under the three tiers of capital in accordance with the regulations 
applicable to each.

As regards JKB, the Jordanian banking regulator, CBJ has instructed 
banks to comply with Pillar 1 of Basel II beginning the year 2008. The 
computation of CRAR for JKB has also been done using the Standardised 
Approach. The Tier 1 CRAR for JKB is 22.97% and the total CRAR is 
24.27%.

As regards AGB, the Algerian banking regulator, CBA requires Banks to 
comply with Basel I regulations only. However, the Bank has computed 
its capital requirement under Pillar 1 of Basel II beginning the year 
2009. The computation of CRAR for AGB has also been done using the 
Standardised Approach. The Tier 1 CRAR for JKB is 25.01% and the 
total CRAR is 26.17 %. 

Table II – Capital Structure of the Bank
KD’000s

Paid up share capital 104,133 

Reserves  227,185

Less: Treasury shares  (18,290) 

Less: Goodwill (91,387)

Less: Investments in unconsolidated subsidiaries  
& significant minority investment

(8,051)

Minority interest 102,799

T I E R 1 Capital 316,389 

45% of fair valuation reserves 5,601 

General provision subject to 1.25% of  
the total credit risk weighted assets

31,059

Subordinated debt 96,233

Less: Investments in unconsolidated subsidiaries  
& significant minority investment

(8,051)

T I E R 2 Capital 124,842

T I E R 3 Capital –

Total Eligible Capital after deductions 441,231

Table III – Capital requirement for each Standard Portfolio
KD’000s

Claims on sovereigns 11,161

Claims on public sector entities 5,069

Claims on banks 16,862

Claims on corporates 138,668

Regulatory retail exposures 46,854

RHL Eligible for 35% RW 242

Past due exposures 19,341

Other exposures 59,968

Total 298,165

Less: General provision in excess of  
1.25% of RWA’s

(5,966) 

Total Credit risk weighted exposure 292,199

Market risk exposure under  
Standardised approach

1,050

Operational risk exposure 20,758

Grand Total 314,007

Total Capital Ratio (%) 16.86

TIER I Capital Ratio (%) 12.09

5



5. Risk Management

The Bank has set up a Risk Management Group headed by a Chief Risk 
Officer who reports directly to the Chief Executive Officer, in order to 
ensure the independence of the function. The Risk Management Group 
does not have any business targets in terms of either levels of business 
or income/profits to be achieved, with a view to ensuring its objectivity 
in analyzing the various risks. The mission of the Group is to identify, 
measure and control various risks and report to the top management 
of the Bank on the effects and, where possible, mitigations. The Bank 
has a well documented Risk and Disclosure Policy that classifies the risks 
faced by it in its day-to-day activities into certain families of risks and 
accordingly specific responsibilities have been given to various officers 
for the identification, measurement, control and reporting of these 
identified families of risks. Among the families of risks are:

i.	 Credit Risk which includes default risk of clients and 
counterparties 

ii.	 Market Risk which includes interest rate, foreign exchange and 
equity risks 

iii.	 Operational Risk which includes risks due to operational failures

The Risk Management Group is organized into, among others, three 
departments each responsible for one of the above three families, viz. the 
Credit Risk, Market Risk and Operational Risk departments.

As regards JKB, the Risk Management Department in that bank is headed 
by an Executive Manager reporting directly to its General Manager. This 
Risk Management department is also organized into, among others, 
three sections responsible for the three families of risk stated above. JKB 
has a Risk Policy which forms the basis of risk management in that bank. 
JKB is in the process of developing an ICAAP with the due approval of its 
Board of Directors, taking into account the applicable rules of CBJ. 

AGB Board of Directors has recently approved the new organisational 
structure of the Bank whereby a separate Risk Management Department 
is being set-up headed by an Assistant General Manager reporting directly 
to its General Manager and organized into four sections responsible for 
the three families of risk viz. the Credit, Market Risks & Operational Risk 
departments as well as a Compliance Unit that will also be in charge of 
Reporting Money Laundering issues. AGB is implementing a Risk Policy 
which forms the basis of risk management in that bank.

A. Credit Risk

i. Strategies and Processes

The Bank has a well-documented Credit Policy that complies with CBK 
regulations and defines the appetite of the Bank for assumption of risks in 
its various business groups viz. the Corporate Banking, Private Banking, 
Retail Banking and Financial Institutions groups. The Credit Policy has 
been developed by the Risk Management Group in consultation with 
the business groups and under the guidance and approval of the Board. 
All the business groups are required to market for business and present 
credit proposals in accordance with the general and specific guidelines 
stated in the Credit Policy. Subject to the guidelines of the Policy, 
each business group may draw up its own business strategy, which is 
deliberated at the Management Executive Committee of the Bank and 
approved by the Board Executive Committee. The Policy also defines the 

types of products that the various business groups can market to their 
clients and counterparties. Any new product is required to undergo a 
specific validation process before its launch.

JKB also has a Credit Policy that governs the grant of its credit facilities to 
clients segmented into Corporate Banking and Retail Banking. Similarly, 
the Management Executive Committee of this bank deliberates its 
business strategy and the new products offered by this bank are required 
to undergo a validation process. 

AGB also has a Credit Policy that governs advancing credit facilities to 
clients segmented into Corporate Banking, Retail Banking, Financial 
Institutions, Islamic Banking and leasing. 

ii. Structure and Organisation

The Credit Risk Department is headed by a Chief Credit Risk Officer and 
has independent teams that are respectively responsible for Credit Analysis 
and Credit Control. The Credit Analysis function is responsible for 
making independent financial analysis and appraisal of credit proposals 
that are marketed by the business groups. There are detailed guidelines 
for financial analysis that are followed by this department which gives 
its independent views/recommendations on credit proposals brought to 
it by the Relationship Managers of the various business groups. These 
proposals are then further processed in accordance with the delegation 
of powers approved by the Board. The Bank’s structure of delegation 
of powers envisages that a credit approval requires, in addition to the 
recommendation of the concerned business group, the concurrence of 
an official of the Risk Management Group at an appropriate level. This 
ensures that the approval process has an in-built mechanism of checks 
and balances with the concurrence of an independent functionary before 
a credit proposal can be approved. 

The credit analysis function in JKB is however in the business group, viz. 
Corporate Banking. The Credit Risk section of the Risk Management 
department is responsible for credit portfolio analysis and supervision 
and is not involved in the decision making as regards specific credit 
proposals. The delegation for credit approval is given to various 
committees at different levels. This is expected to change in the near future 
with the setting up of an independent Risk Management Department 
that has already been approved by JKB’s Board.

At AGB, the credit analysis function is also with the business groups. 
The bank is in the process of recruiting qualified manpower to support 
the segregation between business units and credit analysts. The Credit 
Risk section is currently responsible for credit portfolio analysis and 
supervision (not involved in the decision).

iii. Scope and Nature of Reporting Systems

After the approval of the credit proposal, the Credit Control unit of the 
Credit department is entrusted with the responsibility of checking that 
the conditions precedent for the draw-down of the credit facilities as 
approved are fulfilled before the facilities are made available to the client/
counterparty. This unit, which is independent of the Credit Analysis unit 
of the Department, also follows up on the conduct of the accounts by 
the client/counterparty in accordance with the terms of approval and 
reports any irregularities for necessary corrective action. This unit is also 
responsible to ensure that the relevant details for measurement of the 
risk and allocation of the appropriate risk weights to the exposures are 

Pillar 3 disclosures for the full 2009 year
Continued
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made available in the system or otherwise, so that the computation of the 
RWAs can be made appropriately. 

Since the Bank is at present required to follow the Standardised Approach 
for calculation of the RWAs, the internal ratings ascribed by the Bank 
for the obligors are not used in the process. However, bearing in mind 
the future needs of the Bank in the event of application of the more 
advanced methods, the Bank has introduced a revised Internal Rating 
System, Burgan Credit Rating (BCR). This system which consists of 
various steps to be followed by both the Credit Analysis team as well as 
the Relationship Managers indicates the BCR score. The Bank realizes 
that this system will need to be adjusted and fine-tuned based on the 
experience gained progressively in the use of the system and the results 
indicated by it. This system will thus be subjected to an iterative process 
for progressive adjustment and fine-tuning so that it may, in due course 
and subject to availability of statistically meaningful past default data, be 
used to arrive at an enhanced tool for measurement of credit risks. All 
the credit proposals approved under delegated authorities are reported 
with relevant details to the Board Credit Committee at regular intervals.

In JKB, the Credit Operations unit reporting to the Deputy General 
Manager- Support Services is entrusted with the functions of credit 
control. JKB also has an internal credit rating system. 

At AGB, after the approval of the credit proposal, the Credit 
Administration unit of the Credit risk department is entrusted with the 
responsibility of checking that the conditions precedent for the draw-
down of the credit facilities as approved are fulfilled before the facilities 
are made available to the client/counterparty. This unit is independent 
of the Credit Analysis unit of the Department. AGB is starting to use 
internal credit rating system. 

iv. Hedges and Mitigants

The Credit Policy of the Bank, while outlining the risk appetite as regards 
credit risk, has also laid down guidelines for mitigating risks in terms 
of availability of credit enhancements and/or collaterals to support 
the exposure, the ratio of collateral value to the loan to be granted, the 
threshold levels for top-up of security and liquidation. The policy and 
procedures of the Bank also lay down the required methods and intervals 
for valuation of the different collaterals so as to determine the necessity 
for top-up by the client and/or procedure for liquidation. Since there are 
limited avenues for other types of hedges such as Credit Default Swaps 
etc. in the Kuwaiti banking environment, the chief mitigants considered 
are eligible collaterals and/or guarantee of acceptable third parties.

The collaterals accepted by the bank normally consist of cash in the 
form of deposits with the Bank, shares, bonds and units of mutual 
funds, various forms of real estate such as vacant lands, residential and 
commercial buildings, projects under construction etc. The scope to 
obtain any other type of collateral such as movables etc. is limited since 
the law does not recognize a hypothecation charge or a chattel mortgage. 
For the purposes of credit risk mitigation, only such of the collaterals 
that are permitted by the CBK and where the conditions stipulated are 
fully met are considered. 

As regards shares, bonds etc., the Bank fulfills the stipulated regulatory 
requirements for their periodic valuation, application of haircuts etc. 
In regard to real estate assets, the Bank has employed independent, 
professional and govt. recognized valuers who are required to assess the 

value of the collateral before they are accepted as security. The valuation 
is done normally on an annual basis by two independent valuers, 
approved by the Bank, the lower of the valuation being considered for 
risk mitigation.

The periodicity of the valuation is again in line with the regulatory 
requirements. The amount of a secured facility that a borrower can avail 
of is based on the valuation of security, after applying the necessary ratios 
on the same, in terms of the conditions of approval.

The Credit Policy of JKB also defines the collaterals acceptable for its 
credit facilities. JKB normally seeks to have three valuations for real estate 
assets taken as collateral and the least of the three values is normally 
considered. 

The Credit Policy of AGB, while outlining the risk appetite as regards 
credit risk, has also laid down guidelines for mitigating risks in terms 
of acceptable collateral and the ratio of collateral value to the loan to 
be granted. In regard to real estate assets, the Bank has employed 
independent & professional valuers who are required to assess the value 
of the collateral before they are accepted as security.

B. Market Risk

i. Strategies and Processes

The operations of the Bank’s Treasury and Investment Banking Group 
give rise to the market risks assumed by the Bank. The Bank has a well-
defined and CBK compliant Treasury Policy that outlines its risk appetite 
in regard to undertaking transactions that result in exposures to market 
risk. Being a specialized area that requires particular knowledge of the 
market and various products and players therein, the policy document is 
prepared by the Treasury Group with inputs/concurrence from the Risk 
Management, under the guidance and approval of the Board. The Policy 
covers rules concerning the positions that the Bank assumes in the course 
of its trading in foreign exchange, equities and fixed-income securities 
as also the interest rate risk positions of its banking book in terms of 
mismatches in maturity and/or re-pricing periods. At present, the Bank 
does not trade in commodities nor takes up any positions in regard to 
commodity-based derivatives or other products. The strategies that the 
Treasury Group plans to adopt during the coming year are decided on 
the basis of market forecasts that are made at the time of preparation 
of the annual budget. These are, on an ongoing basis, discussed at the 
Asset Liability Committee (ALCO) meetings and corrective actions, if 
any are decided at these meetings. These meetings are chaired by the 
Chief Executive Officer and are convened by the Market Risk Controller 
in the Risk Management Group. The ALCO discusses and deliberates on 
all aspects of market and liquidity risks.

JKB has a well defined ALCO policy as well as an Investment Policy 
covering the main areas of market risk. 

AGB has recently set an Asset Liability Committee (ALCO). It discusses 
and deliberates on all aspects of market and liquidity risks.The policy 
covering the main areas of market risk is under implementation. ALCO 
is chaired by the General Manager and will be convened by the Head of 
Credit and Market Risks in the Risk Management department. 
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ii. Structure and Organisation

The Treasury group, in consultation with the Risk Management, lays 
down the various limits and rules under which the members of the 
Treasury Dealing Room are allowed to take up positions. These limits 
are approved by the Board Executive Committee and where so required 
under the regulations, also by CBK. These limits relate to intra-day and 
overnight positions as well as positions under different maturity buckets, 
counterparty exposure limits, stop-loss levels etc. While the adherence 
of these limits are monitored by the Chief Treasury Officer, they are 
also independently monitored by the Market Risk Controller who is 
placed in the dealing room but reports to the Chief Risk Officer – Risk 
Management. The Market Risk Controller reports relevant information 
on the treasury activities of the Bank including the various positions 
taken by the Treasury to the Chief Risk Officer - Risk Management on a 
daily basis or more frequently if necessary.

While quantifying market risks, the Bank considers risks arising out of 
movements in interest rates (for each of the currencies in which it holds 
positions), foreign exchange and price of trading investments. As stated 
earlier, the Bank does not assume positions in commodities. Based on 
the composition of the risk assets that give rise to these risks, the bank 
applies internal rules to determine the value at risk. These are in line with 
the applicable regulatory guidelines and are considered commensurate 
with the positions assumed by the bank from time to time. These 
positions are marked to market at regular intervals as prescribed by 
the regulatory guidelines and these valuations are independently 
computed/ verified by the Middle Office of the Bank. Middle Office has 
no reporting relationship to the Front Office that assumes and manages 
these positions. 

As regards JKB, apart from cover operations to meet the client requests 
for foreign currency transactions, it does not actively trade in foreign 
currencies or assume proprietary positions in such currencies. The 
bank’s positions are subject to a ceiling of 5% of its equity for a single 
currency and 15% in aggregate for all foreign currencies and limits 
within these ceilings are approved by the Board. In view of JKB’s decision 
to restrict itself to cover operations against client requests and not take 
any proprietary positions in any foreign currency, the Middle Office in 
this case reports to the Treasury. However, the Market Risk section under 
the Risk Management monitors the market risks arising from all treasury 
activities including investments.

As regards AGB, apart from cover operations to meet the client requests 
for foreign currency transactions, it does not actively trade in foreign 
currencies or assume material proprietary positions in such currencies. 
The bank’s positions are subject to a ceiling of 10% of its equity for a 
single currency and 30% in aggregate for all foreign currencies. 

iii. Scope and Nature of Reporting Systems

The Bank, during 2007, implemented new software that will allow 
independent, on-line monitoring of the intra-day positions from outside 
the dealing room. This system also enables the Market Risk Controller to 
monitor the activities of the various members of the Treasury Dealing 
Room simultaneously as the dealing transactions are made. 

iv. Hedges and Mitigants

A major part of the banking book of the Bank is in Kuwaiti Dinars (KD’s), 
the other important currencies being the internationally actively traded 
currencies. Due to the limited scope for hedging interest rate positions 
in KD’s arising from a limited range of hedging products, the Bank 
enters into, where reasonably possible, variable interest rate transactions 
structured to enable it to minimize maturity/re-pricing mismatches. As 
regards the other currencies, the open positions taken by the Bank are 
within pre-set limits and tenors for the respective currency. The Bank also 
makes use of interest rate and currency swaps to hedge its interest rate 
and currency positions in foreign currencies. The Bank normally makes 
use of derivatives for hedging purposes and also meets the requests of its 
clients for derivative products on a fully matched basis. 

C. Operational Risk

i. Strategies and Processes

The Operations Risk Department is headed by a Chief Operational 
Risk Officer, referred to herein as the Operational Risk Controller, 
who reports to the Chief Risk Officer - Risk Management. This 
department oversees the operational procedures and controls with a 
view to identifying the areas of weakness in the operating procedures 
and processes of the various operating departments of the Bank and 
correcting them from time to time. The Risk and Disclosure Policy of 
the Bank classifies the various areas of operational risks and identifies 
specific officers who are primarily responsible for these risks. Thus, for 
example, the legal risks fall under the direct responsibility of the legal 
officer whereas the Information Technology (IT) risks fall under the 
responsibility of the Head of IT Department. The specific procedural 
guidelines for all departments under the Operations Group are overseen 
by the Operational Risk Controller who also collates various incidents 
that give rise to operational risks, an actual or potential loss situation. 

For the purpose of separation of the functions of IT development/
operations from IT Security, the Operational Risk Controller is also 
responsible to independently ensure the adequacy and effectiveness of 
IT security systems and procedures. These include both internal and 
external IT security measures.

The Bank also has a Business Continuity and Recovery Plan, which was 
developed with necessary inputs from all the concerned groups in the 
bank and external consultants. 

In JKB, the IT security function directly reports to the Executive Manager, 
Risk Department, which also takes the responsibility for Business 
Continuity Management. 

In AGB, the processing of the various operational functions and 
transactions is governed by Operating Procedures laid down for each of 
the operating departments. The IT security function directly reports to 
the General Manager. For the purpose of separation of the functions of 
IT development/operations from IT Security, the Head of IT Security 
and Business Continuity Management in the Operational Risk is also 
responsible to independently ensure the adequacy and effectiveness 
of IT security systems and procedures. These include both internal 
and external IT security measures. He also takes the responsibility for 
business continuity management. 

Pillar 3 disclosures for the full 2009 year
Continued
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ii. Structure and Organisation

The various operational functions of the Bank come under the Operations 
Group headed by the Chief Operations Officer (COO) who oversees the 
day-to-day operational and support functions. In order to ensure the 
independence of the various operating departments, the COO reports 
directly to the Chief Executive Officer. Also, the processing of the various 
transactions is governed by Standard Operating Procedures (SOPs) laid 
down for each of the operating departments with the necessary inputs/
concurrence from, among others, the Operational Risk Controller.

The operational functions in JKB are under the charge of the Deputy 
General Manager- Support Services who directly reports to the General 
Manager.

The operational functions in AGB are under the charge of two Deputy 
General Manager who directly reports to the General Manager. DGM, 
Core Business is in charge of corporate banking; retail banking, branch 
network and corporate communication. DGM, Support Services is in 
charge of HR, Trade Finance and IT.

iii. Scope and Nature of Reporting Systems

As regards the scope and nature of risk reporting in this area, the Bank 
has laid down Internal Control Charts (ICCs) that are required to be 
submitted by the various functionaries at critical levels and with differing 
periodicities. These are required to be submitted to specified supervisors 
who conduct the necessary follow up in regard to exceptions and 
ensure corrective action. The ICCs at present cover all the branches and 
operating departments in the head office. The Bank will, in due course, 
extend the ICCs to cover all areas of the Bank.

JKB has in place a Control & Risk Self Assessment scheme that covers 
all the functions of the bank. This bank also identifies key risk areas in 
its branches for control and follow up, which are in the process of being 
implemented in all departments. . JKB is in the process of applying the 
same ICC system existing at Burgan Bank. 

AGB has in place an Internal Control Unit in the Operational Risk unit. 
It is responsible for identifying key risk areas mainly in the branches for 
control and follow up, which are in the process of being implemented 
in all departments. AGB is also in the process of applying the same ICC 
system existing at Burgan Bank. 

iv. Hedges and Mitigants

The Bank has set up an Incident Management System (IMS) under 
which various incidents of operational risks are noted and registered 
with all the relevant details. These incidents may relate to either actual or 
potential loss resulting from an operational failure or dysfunction, either 
due to external or internal causes. These incidents are analysed to effect 
necessary changes in the SOPs so as to enhance the operational controls 
and to eliminate or minimize the operational loss. These incidents are, at 
appropriate intervals, reported to the top management of the Bank and 
the appropriate Board Committee.

The Bank has also developed Risk Dashboards in some of its operational 
areas which serve to provide a snapshot of the concerned units in regard 
to the operational risks in these operating units. The Bank intends to 
extend these Risk Dashboards progressively to cover more units of the 
bank.

JKB also has a mechanism to collect and analyse operational risk 
incidents that lead to actual and/or potential losses.

AGB has started the process of implementing a mechanism to collect 
and analyze operational risk incidents that lead to actual and/or potential 
losses.

6. Credit Exposures

i. Definition of Past Due and Impaired Assets

In regard to income recognition, asset classification and provisioning 
requirements, the Bank, as a matter of policy, follows the relevant 
regulations of CBK. Where considered appropriate for reasons of 
prudence, a more conservative policy is followed in regard to the amounts 
of loan loss provisions than those calculated by using the norms laid 
down in these regulations. The Bank considers an asset or an exposure 
to be impaired if, in its opinion, the realizable value of the asset or the 
exposure is less than the value at which it is carried in the books of the 
Bank before it considers the necessity of making a specific provision for 
the same. As defined under the regulations of CBK, a past due exposure is 
considered to be one where the client or counterparty has failed to meet 
his contractual obligation to the Bank towards payment of the interest 
or the principal or a part thereof on the date on which such payment is 
due. Thus, if a client is required to pay interest at monthly rests and if the 
interest is not paid upon its debit to the account on the first day of the 
following month, the loan is considered to be past due. Similarly, if the 
principal amount of the loan or an installment thereof is not paid on the 
day it falls due for payment under the contract entered into by the client 
with the Bank, such loan is considered as past due from the next day. 
However, as is the international practice in the banking industry and as 
laid down under the CBK regulations, an exposure is considered as non-
performing if it continues to remain past due for more than 90 days. In 
respect of retail banking loans, an asset is considered as non-performing 
if more than 3 installments remain unpaid. In all such cases, the exposure 
will be considered to be impaired.

JKB also applies such prudent policies which are in line with the relevant 
CBJ regulations. 

AGB also applies policies which are in line with international practice in 
the banking industry and as laid down under the CBA regulations, an 
exposure is considered as non-performing if it continues to remain past 
due for more than 90 days. In respect of retail banking loans, an asset 
is considered as non-performing if more than 3 installments remain 
unpaid. 

ii. Approaches for Specific and General Provisions

As required under the CBK regulations, the Bank maintains two types 
of loan loss reserves. On the Bank’s exposure to non-bank clients and 
counterparties which are not covered by collateral in the form of cash or 
demand/term deposits with the Bank, the Bank was required to maintain 
a general provision of 2% of the outstanding exposure, both on and off-
balance sheet. If the exposure to a third party is covered by the guarantee 
of a bank that is rated below ‘A’, in such cases also, the Bank was required 
to maintain a general provision of 2% of the outstanding exposure. 
However, with effect from 12.03.07, the CBK amended these rules 
and banks in Kuwait are, after that date, required to maintain only 1% 
(instead of 2%) general reserve in respect of cash exposures and 0.5% for 
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non-cash exposures. The past level of general provisions as of 31.12.2006 
however cannot be reversed unless, under special circumstances, CBK 
approval is obtained for the same. The Bank has not reversed any past 
provision in this regard in 2007, 2008 and 2009. Further the Bank, as 
part of its internal policies, may from time to time, make incremental 
general provision (over and above the CBK norms). Out of the total 
general provision so maintained, a sum equal to 1.25% of the RWA in 
the case of on-balance sheet exposures and after the application of Credit 
Conversion Factors and Risk Weights for off-balance sheet exposures is 
considered to be part of the Tier 2 capital of the Bank and the remaining 
amount is given the same treatment for the purpose of CRAR as if it was 
a specific provision, i.e., it is reduced from the RWA of the Bank.

In regard to impaired assets, the Bank determines the necessary level 
of specific provision in terms of the norms laid down under the CBK 
regulations. These regulations require the Bank to make a provision of 
at least 20% of the value of the exposure (net of the value of eligible 
collateral as defined therein) if it remains past due for more than 90 days 
but less than 180 days, 50% if the period of past due is more than 180 
days but less than 1 year and 100% if the past due period exceeds 1 year. 
However, based on the circumstances of a particular exposure, if and 
when the Bank considers it necessary, a higher level of provisioning is 
made even if these default periods are not attained.

In all cases of non-performing exposures, the Bank does not recognize 
any accrued income. Interest/commission on such exposure is recognized 
as income only on actual receipt. 

The Loan Review and Provisioning Committee of the Bank examines, at 
monthly intervals, all the delinquent accounts to determine if a specific 
provision needs to be made for any particular account. The Committee 
is chaired by the Chief Risk Officer - Risk Management or in his absence, 
by the Chief Financial Officer to ensure an objective assessment of the 
concerned exposure without taking into consideration the performance 
of the Bank or its profits/profitability.

JKB follows the relevant CBJ regulations in regard to impaired assets 
and provisioning requirements. Under these regulatory requirements, in 
addition to the above levels of provisions, JKB is also required to make a 
specific provision of 3% of the value of its exposure in respect of its past 
due assets below 90 days. For past due loans of 90 days or more but less 
than 180 days, it is required to make a provision of 25% of the value of 
its exposure. While it is not required to make any general provisions, the 
bank makes an allocation out of its profits towards a general reserve for 
its credit facilities. 

As regards the provisioning committee of JKB, it does not have a 
representative of Risk Management department and the decisions 
are taken by the committee headed by the Deputy General Manager, 
Banking Group.

Currently, at the Provisioning Committee of AGB, decisions are taken 
by a committee headed by the General Manager and comprising the 
Deputy General Manger, Core Business, the Assistant General Manger, 
Credit and the Head of Finance department. The Committee examines, 
at monthly intervals, all the delinquent accounts to determine if a specific 
provision needs to be made for any particular account. AGB complies 
with the CBA rule imposing a 1-3% provision on regular credits. For 

classified credits, AGB follows CBA regulations. These regulations 
require the Bank to make a provision of at least 30% of the value of the 
exposure (net of the value of eligible collateral as defined therein) if it 
remains past due for more than 90 days but less than 180 days, 50% if 
the period of past due is more than 180 days but less than 360 days and 
100% if the past due period exceeds 360 days. 

iii. Credit Risk Management Policy

In regard to the credit portfolio of the Bank, the Credit Policy, as stated 
earlier, defines the risk appetite of the Bank. The Bank gives, in addition 
to the financial position of the client/counterparty, due consideration to 
the sector of activity of the client/counterparty, the exposure of the Bank 
to the group to which the client/counterparty belongs, the quantum 
of exposure vis-à-vis the capital funds of the Bank, the exposure to the 
country of origin of the main cash flow of the client/counterparty, the 
nature of credit facilities, their purpose and the source of repayment 
and any other considerations that are essential for the credit assessment. 
The availability or otherwise of acceptable collateral, the standing and 
reputation of the client/counterparty, market reports, the exposures 
assumed by other banks on the same client/counterparty etc. are some 
of the considerations that are examined before approving credit facilities. 
As a rule, all credit exposures are reviewed at least once in a year. In the 
case of locally incorporated unlisted companies and partnerships with 
limited liability, the personal guarantees of the main promoters of the 
enterprise are normally also required.

Since the Bank is at present required to follow the Standardised Approach 
for credit risk, it does not follow any statistical methods to estimate 
either the probability of default or exposure at default or loss given 
default. Based on the public ratings given to the clients/counterparties 
by recognized and approved External Credit Assessment Institutions 
(ECAIs), the exposures are risk weighted in accordance with the CBK 
regulations. 

iv. ECAIs and Mapping Process 

An exercise to map these ratings to the exposure of the Bank where 
applicable is carried out. Where a general issuer rating is available, the 
same is used for the relevant exposure of the rated client/counterparty. 
Where only an issue rating is available, if the rated issue has comparable 
characteristics to the Bank’s exposure both in terms of the tenor and other 
features such as availability of credit enhancement  etc. such rating is 
considered. CBK at present considers Moody’s, Standard and Poor’s and 
Fitch as the Approved ECAIs and only those clients/counterparties who 
have a solicited rating from one or more of these ECAIs, are considered to 
be rated. The CBJ has also approved these same ECAIs for this purpose. 
Based on the rating systems as declared by the ECAIs, the ratings are 
classified into Investment Grade and Non-Investment Grade ratings. 
Those who are not rated by any of these three ECAIs are considered to be 
unrated. In order to ensure that the ratings are not considered selectively, 
if a current rating from one of these ECAIs is available in respect of any 
client/counterparty, it is always taken into account and in such cases, the 
client/counterparty is not considered as unrated. In the case of AGB, 
since CBA has only stipulated Basel I regulations, no guidelines have 
been stipulated about the mapping of ECAIs so far. However, for the 
purpose of consolidation, the mapping policy followed is similar to that 
of the parent Bank - Burgan.

Pillar 3 disclosures for the full 2009 year
Continued
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Table V – Geographic Distribution of Gross Credit Exposures
KD’000s

Kuwait Other 
Middle 

East

Europe USA Rest of 
the 

world

Total

Claims on 
sovereigns

305,234 312,917 – – 62,432 680,583

Claims on 
public 
sector 
entities

– 50,595 – – – 50,595

Claims on 
banks

100,600 335,007 51,986 1,694 92,585 581,872

Claims on 
corporates

1,296,642 481,027 277 182 164,190 1,942,318

Cash 
items

28,504 9,837 – – 3,569 41,910

Regulatory 
retail 
exposures

370,811 35,186 127 47 22,574 428,745

RHL 
Eligible for 
35% RW

– 11,132 – – – 11,132

Past due 
exposures

159,064 21,963 – 23,687 3,611 208,325

Other 
exposures

802,330 27,855 534 – 77,435 908,154

Total 3,063,185 1,285,519 52,924 25,610 426,396 4,853,634

Table IV – Credit Risk Exposure 
KD’000s

Gross credit  
exposure

Gross average credit 
exposure

Funded Unfunded Funded Unfunded

Claims on 
sovereigns

678,039 2,544 609,904 5,361

Claims on public 
sector entities

41,827 8,768 35,218 4,329

Claims on banks 562,460 19,412 563,774 8,902

Claims on 
corporates

1,242,706 699,612 1,226,076 645,164

Cash items 41,910 – 32,504 1,856

Regulatory retail 
exposures

388,011 40,734 385,359 38,613

RHL Eligible for 
35% RW

11,132 – 10,702 –

Past due exposures 206,120 2,205 164,235 13,605

Other exposures 881,387 26,767 710,062 32,864

Total 4,053,592 800,042 3,737,834 750,694

Table VI – Gross Credit risk exposures by  
Residual Contractual Maturity 

KD’000s

 Up to 3 
months

3 to 6 
months

6 to 12 
months

Over 12 
months

Total

Claims on 
sovereigns

352,510 99,139 69,764 159,170  680,583 

Claims on 
public sector 
entities

2,159 20,214 2,444 25,778  50,595 

Claims on 
banks

518,415 36,218 160 27,079  581,872 

Claims on 
corporates

778,738 310,134 211,643 641,803  1,942,318 

Cash items 41,910 – – –  41,910 

Regulatory 
retail 
exposures

31,150 9,863 9,425 378,307  428,745 

RHL Eligible 
for 35% RW

6,207 1,210 1,180 2,535  11,132 

Past due 
exposures

208,325 – – –  208,325 

Other 
exposures

389,583 75,137 101,657 341,777  908,154 

Total  2,328,997  551,915  396,273 1,576,449  4,853,634

Table VII – Impaired loans and provisions by standard portfolio 
KD’000s

Impaired 
loans (net of 

suspended 
interest and 

collateral)

Specific 
provision

General 
provision

Specific 
provision 
charge / 

charge off 
(-)

Claims on 
banks

10,736 8,596 – 6,488

Claims on 
corporates

172,365 71,917 65,532 63,399

Regulatory retail 
exposures

20,075 17,044 9,045 3,089

Other 
exposures

1,210 797 6,197 405

Total  204,386  98,354  80,774  73,381 

Table VIII – Geographical distribution of impaired loans (net)
KD’000s

Kuwait Other 
Middle 

East

Europe USA Rest of 
the 

world

Total

Claims on 
banks

–  1,457  –  –  9,279  10,736 

Claims on 
corporates

 89,840  31,806  –  47,374  3,345 172,365 

Regulatory 
retail 
exposures

 19,455  574  4  2  40  20,075 

Other 
exposures

 1,210  –  –  –  –  1,210 

Total 110,505  33,837  4  47,376  12,664 204,386 
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Table IX – Reconciliation of changes in the provision 
KD’000s

Funded Unfunded Total

Specific General Specific General 

Provisions as 
on 1 Jan 
2009

25,674 63,389 1,517 8,995 99,575 

Acquisition of 
a subsidiary

373 1,161 – 755 2,289 

Exchange 
adjustment

110 434 – 32 576 

Ceded to the 
Central Bank 
of Kuwait

(1) – – – (1)

Amounts 
written off

(2,700) – – – (2,700)

Statement of 
income

72,852 6,639 529 (631) 79,389 

Provisions as 
on 31 Dec 
2009

96,308 71,623 2,046 9,151 179,128

7. Credit Risk Mitigation (CRM)

The main CRM techniques applied by the Bank are based on eligible 
collaterals. Cases where the guarantee of a better-rated client/counterparty 
is obtained for exposures to a lower rated client/counterparty are few, 
mainly due to the limited number of Kuwaiti corporates for which 
ratings by approved ECAIs are available. In cases where specific pledge 
or blocking of deposits is available, on and off- balance sheet netting is 
also used to mitigate client risks.

i. On and Off-Balance Sheet Netting

The generic legal documents that the Bank obtains from its clients 
normally include a clause that permits the Bank to offset the client’s dues 
to the Bank against the Bank’s dues to the client. Thus, if the same legal 
entity that has obtained credit facilities from the Bank also maintains 
credit balances in its accounts, the Bank would normally have the legal 
right to set off the credit balances against its dues. In respect of some 
counterparty banks, there are specific agreements that provide for 
netting on and/or off-balance sheet exposures. Additionally, in specific 
cases, the Bank approves credit facilities to a client against pledge/block 
of his deposits to cover the whole or part of his dues. For the purposes of 
computation of CRAR (also for calculation of general provisions), as a 
prudential measure, the Bank does not take into account the general lien 
available to it under the generic documentation but only considers cases 
where specific pledge/block of deposits is in place.

ii. Collateral Policy

It is the Bank’s endeavor to obtain acceptable collateral cover for its 
exposures as far as commercially practicable. The collateral normally 
consists of real estate properties, shares listed in Kuwait and other 
leading stock exchanges, other traded and untraded securities such as 
bonds, mutual funds etc. In some cases, in order to ensure the promoter’s 
commitment, the Bank also obtains other forms of collateral such as 
unlisted shares/securities etc. These securities of course are not considered 
for CRM purposes. While the Bank will be willing to accept other eligible 

collaterals as defined by the CBK such as gold, eligible debt instruments 
etc. these are not generally offered by clients/counterparties to the Bank. 
Accordingly, the eligible collateral predominantly consists of shares listed 
and traded on the recognised stock exchanges which form part of their 
respective main indices and eligible real estates as per CBK rules. 

Under Kuwaiti laws, the repossession and enforcement of a mortgage on 
the primary residence of a borrower is not permitted except under specific 
conditions. The bulk of the residential mortgage loans of the Bank in its 
Retail Banking Group are therefore not considered to be collateralized by 
the primary residence, even though mortgage documents are obtained 
from some of the clients. Only in some cases, where the legal conditions 
for enforcement are fulfilled, these are considered to be retail exposures 
collateralized by residential mortgages and are applied the relevant 
weight. 

However, as regards the operations of JKB & AGB, the Jordanian & 
Algerian laws permit enforcement of the mortgage on the primary 
residence and hence these constraints do not apply in their case.

iii. Main Types of Collateral

The Credit Policy of the Bank defines the types of collateral that are 
acceptable and the collateral coverage ratio, which is the ratio of the 
value of the collateral to the exposure, for each type of acceptable 
collateral. The policy also stipulates that the terms of credit facilities 
should stipulate a top-up level. If the value of collateral falls to a level 
where the actual coverage available breaches the top-up level, the client 
is required to either lodge additional collateral or reduce his outstanding 
dues accordingly. If the client fails to do either of these and the value of 
collateral falls further, the terms also stipulate a liquidation threshold, 
which is the level of coverage at which the Bank may proceed to liquidate 
the collateral to realize its dues. These various ratios, after approval, are 
monitored independently by the Credit Control unit and reported to the 
concerned business group for follow up with the client.

iv. Collateral Valuation and Management

The Bank follows a system under which the collateral valuation is 
independently verified. In respect of real estate accepted as collateral, 
the valuation is done normally on an annual basis by two independent 
valuers, approved by the Bank, the lower of the valuation being 
considered for risk mitigation. In respect of shares and other securities 
listed on the Kuwait Stock Exchange, the valuation is computed daily, 
based on the prices declared by the Stock Exchange at the end of the day. 
The valuation of other collateral such as unlisted shares is done on such 
bases as may be considered appropriate, on a case-by-case basis. The 
valuation process is handled by the Credit Control unit of the Bank with 
no involvement of the concerned business group who are kept informed 
of the value of client collateral. 

v. Guarantees for Credit Enhancement

As stated earlier, there are very few cases where guarantee of a better-rated 
entity is obtained for the exposure to a lower rated entity. In these cases, 
where the rating is given by an approved ECAI, the guarantor’s rating 
is substituted in place of the rating of the borrower, for the purpose of 
computation of RWAs. Where the guarantor and/or the borrower are/

Pillar 3 disclosures for the full 2009 year
Continued
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is not rated by an approved ECAI, the Bank uses its internal assessment 
to determine the acceptability of the guarantee but for the purpose of 
computation of RWA, this has no effect.

vi. Concentration

The Bank makes an endeavour to avoid concentration of collateral as far 
as possible. To this intent, when collateral in the form of listed shares is 
accepted, the year-to-date daily traded volumes of the concerned share 
and the average number of trades are examined and these are, among 
other points, taken into consideration in making a decision to accept 
the collateral and stipulating the concerned threshold ratios stated 
above. The Bank classifies listed shares into various categories based 
on the liquidity and volatility of the concerned share, derived from the 
data available with the Kuwait Stock Exchange. The ratios would vary 
depending on the classification of the shares.

As regards JKB, this bank accepts all shares listed on the Amman Stock 
Exchange and these shares are not subject to any classification. Similarly, 
AGB accepts all shares listed on the Algerian Stock Exchange as collateral 
given that very few shares are listed and hence these are not subject to 
any classification.

8. Market Risk for Trading Portfolio, Foreign Exchange and 
Commodities Exposures

The Bank applies the Standardised Approach for computing the market 
risk on its trading portfolio and at present does not use the Internal 
Model Approach (IMA). Under the Standardised Approach, the risk 
exposure is quantified according to the levels stipulated by CBK.

9. Operational Risk 

As stipulated by CBK, the Bank uses the Standardised Approach for 
computation of Operational Risk and the capital required for the same. 
Out of the eight business lines defined by CBK, the Bank’s operations 
are confined only to five, and the Bank does not presently operate in 
Corporate Finance, Agency Services and Retail Brokerage. For the 
remaining business lines, the Bank uses the stipulated beta factors. 
Additionally, as stated earlier, the Bank has put in place an Incident 
Management System to track operational risk incidents and eventually, 
the system is expected to assist the Bank develop a more advanced 
approach for operational risk, if and when this is approved or mandated 
by the authorities.

As regards JKB, this bank applies the Basic Indicator Approach for 
computing operational risk under the CBJ regulations. However, during 
the consolidation process, the operational risks are considered under 
the Standardised Approach. For this purpose, the activities of this bank 
are considered under 5 business lines which are, Trading and sales, 
Commercial banking, Retail banking, Asset management and Retail 
brokerage.

On a standalone basis, AGB does not have to follow Basel II guidelines 
/ compute operational risk. However, during consolidation process, 
the operational risks have been considered under the Standardised 
Approach. For this purpose, the activities of this bank are classified 
under Commercial Banking.

Table X – Net Credit exposure after risk mitigation and  
credit conversion factor 

KD’000s

 After CCF 
Before CRM 

CRM Net Exposure

Claims on sovereigns  678,940  46  678,894 

Claims on public 
sector entities

 43,581  1,339  42,242 

Claims on banks - 
Rated

 514,204  –  514,204 

Claims on banks - 
Unrated

 53,717  –  53,717 

Claims on corporates  1,550,838  395,662  1,155,176 

Cash items  41,910  –  41,910 

Regulatory retail 
exposures

 408,722  10,803  397,919 

RHL Eligible for 35% 
RW

 11,132  5,364  5,768 

Past due exposures  206,561  1,674  204,887 

Other exposures  904,584  491,090  413,494 

Total  4,414,189  905,978  3,508,211 

Table XI – Exposure covered by eligible collateral and guarantee 
KD’000s

Covered by:

Exposure after CCF, net 
of Suspended Interest

Financial collateral after 
application of haircuts 

as stipulated by CBK

Claims on sovereigns  678,940  46 

Claims on public sector 
entities

 43,581  1,339 

Claims on banks  567,921  – 

Claims on corporates  1,550,838  395,662 

Cash items  41,910  – 

Regulatory retail exposures  408,722  10,803 

RHL Eligible for 35% RW  11,132  5,364 

Past due exposures  206,561  1,674 

Other exposures  904,584  491,090 

Total  4,414,189  905,978 

Table XII – Capital Requirement for Market Risk 
KD’000s

Equity position risk 215

Foreign exchange risk 835

Total 1,050
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10. Equity Position in the Banking Book 

i. Classification of Investments

Except for the shares of its three subsidiaries, Burgan International 
Holding, S.A., Jordan Kuwait Bank and Gulf Algeria Bank & that of its 
Associate – Bank of Baghdad, all of the Bank’s investments in equities 
are classified either as ‘Available for Sale’, ‹Held to Maturity› or ‘At fair 
value through profit or loss’. Investments in equities that are acquired 
principally for the purpose of selling in the short term or if they are 
managed and their performance are evaluated on reliable fair value basis 
in accordance with the documented investment strategy are classified as 
at fair value through profit or loss and all other investments are classified 
as available for sale or as held to maturity. The equity shares classified as 
investments at fair value through profit or loss are in the trading book of 
the bank while the other investments are in the banking book. 

ii. Accounting Policy and Valuation Methodology

The accounting policies concerning investments and their valuation 
methodologies are described in detail under the “Summary of Significant 
Accounting Policies” elsewhere in this Annual Report. During the 
year 2009, there has been no significant change in these policies and 
methodologies.

The Bank’s Investment Committee examines proposals for investments 
that come from the Investment Department which is under the Chief 
Treasury Officer. The Committee deliberates on these proposals before 
sending them for the final decision of the Board Executive Committee. 
The Investment Committee also takes a view on appropriate classification 
of the concerned investment, based on the Bank’s objective in making 
the investment.

11. Interest Rate Risk in the Banking Book (IRRBB)

The interest rate risk on the banking book arises due to maturity/re-
pricing mismatches of the assets and liabilities in the banking book. For 
the purpose of monitoring such interest rate risk, the Bank has in place 
a system that tracks the residual contractual maturities of all its interest 
bearing assets and liabilities as also their re-pricing periods. From such 
data, a cash flow is prepared showing the relevant mismatches in re-
pricing periods, classified into various maturity buckets. The interest rate 
cash flow disregards any non-interest bearing assets and liabilities since 
they do not affect the IRRBB. However, these are assumed to re-price on 
an overnight basis to provide for their replacement by interest bearing 
liabilities or assets. 

As regards JKB, the cash flows do not consider non-interest bearing 
deposits in its interest rate cash flows. Currently, AGB does not undertake 
any interest rate risk analysis.

The Bank normally levies a pre-payment charge for both its assets 
and liabilities that a client/counterparty offers to liquidate before its 
contractual maturity date, unless specifically waived. Such pre-payment 
charge takes into account the interest rate risk faced by the Bank on 
account of such a pre-payment request and the resultant replacement 
cost of such asset or liability at market rates as on the date of pre-
payment. Therefore, in cases where the Bank levies such a charge, no 
need is felt, from the point of view of IRRBB (and not from the point of 
view of liquidity), to make assumptions regarding pre-payments, as the 
Bank reserves the right to decline the pre-payment request. The cases 
where such pre-payment charge is not to be levied are referred to the 
relevant authorities with the necessary powers. 

All non-maturity deposits are considered repayable on demand and 
are accordingly placed in the overnight maturity bucket as required 
under CBK regulations. Due to this prescription in the CBK rules that 
the banks must follow, all non-maturity deposits are assumed to be re-
priced the next day, instead of their placement in appropriate buckets 
based on a behavioral/trend analysis of such deposits. Certain details 
related to IRRBB are prepared and presented at the monthly meetings of 
the ALCO, which also deliberates in the matter.

For an even 25/50/100 basis point shock along the yield curve, net interest 
income for one year (from Jan-10 to Dec-10) including derivatives is 
affected as shown on the following page: 

Capital requirement by equity groupings
KD’000s 

Investments available for sale 15,599

Investments held to maturity 1,073

Investments at fair value through profit or loss 215

Total 16,888

Table XIII – Investments 
KD’000s

Type Publicly 
traded

Privately held

Equities 13,630 41,784

Fixed income instruments 18,462 38,244

Any other investments – 28,832

Total 32,092 108,860

Realised gains / (losses) recorded in the statement  
of income

3,993

Unrealised gains / (losses) recognised in the  
shareholder’s equity

12,447

45% of the above included in Tier 2 Capital 5,601

Pillar 3 disclosures for the full 2009 year
Continued
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The interest rate sensitivity analysis conducted by the Bank indicated 
that for an even increase in interest rates by 100 basis points (1%) the 
annual interest income of the Bank would have gone up by 11% whereas 
an even reduction in interest rates by the same level would have resulted 
in a reduction of net interest income by 9%. Since the banking book is 
predominantly in KD’s, this exercise is conducted on the consolidated 
book. This analysis is now being conducted at monthly intervals. JKB 
conducts a similar interest rate sensitivity analysis on a monthly basis 
taking an interest rate movement of 100 basis points. Currently AGB 
does not conduct interest rate sensitivity analysis.

12. Overview and Conclusion

It is considered by the Board and Management of the Bank that, as at the 
end of 2009, the institution has in place a risk management, control and 
evaluation system that is:

•	 Responsive to present priority risk management needs,

•	 Compliant both with historic regulatory instructions and 
substantially in conformity with the enhanced Basel II driven 
requirements detailed by CBK in their December 2005 instruction 
document including subsequent amendments, and

•	 Meets generally accepted international risk management standards 
for a financial institution of the size and complexity of the Bank.

The Bank now has in place detailed procedures for all its major 
departments/functions aimed to achieve full operational conformity 
with the policies set out in this section in an integrated and cost efficient 
manner. With this objective,

•	 A new fully integrated Treasury System has now been introduced 
and is operational‏‏‏

•	 Detailed operating procedures are in place in respect of all major 
functions and the concerned staff members may refer to them as and 
when necessary so as to ensure their compliance

•	 The Bank’s IT security and control structure has been 
independently evaluated by outside specialist consultants and their 
recommendations are being examined for implementation where 
considered necessary
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   Down 100 Down 50 Down 25 BB Consolidates Up 25 Up 50 Up 100

  Net Int. Inc. Forecast 61,669 64,403 67,131 67,772 70,570 70,844 75,442

  Earnings at Risk (6,103) (3,369) (641) – 2,798 3,072 7,670

  Earnings at Risk % -9% -5% -1% 0% 4% 5% 11%

The Bank Management will continue to review the policies and 
procedures on an ongoing basis periodically for necessary and 
appropriate enhancements, and present them for approval by 
Board Committees and/or the Board itself as required by the Bank’s 
Governance structure and, where applicable, CBK guidance.

After the acquisition of JKB & AGB, the Bank is in the process of 
implementing a Post Acquisition Integration plan by aligning certain 
identified areas/functions of the three banks, with the assistance of an 
internationally reputed firm of consultants. Pending the completion 
of this process, the practices, organizations, functioning of the three 
banks have different approaches as may be observed from the above. It 
is the intention of the Bank to align these practices to the best practices 
as found suitable for application in the three banks and as adopted for 
implementation.
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	 How to obtain our 2009 Financial Statement:

n	 Shareholders attending our General Assembly meeting will be provided 
with a copy of the Financial Statement for their approval.

n	 Shareholders can request a copy of the Financial Statement to be sent to 
them by courier. Please call +965 2298 8000 to arrange this.

n	 Shareholders can request a copy of the Financial Statement to be sent to 
them by email. Please send an email request to fadim@burgan.com to 
arrange this.

n	 Shareholders can download a PDF copy of the Financial Statement from 
our website – www.burgan.com

	 For further information on our 2009 Financial Statement, please 
telephone +965 2298 8000.

driven by you
A member of the KIPCO Group



We have audited the accompanying consolidated financial 
statements of Burgan Bank S.A.K. (“the Bank”) and its subsidiaries 
(collectively “the Group”), which comprise the consolidated 
statement of financial position as at 31 December 2009 and the 
related 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 notes.  

Management’s Responsibility for the Consolidated Financial 
Statements

The Bank’s management is responsible for the preparation and fair 
presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards 
adopted for use by the State of Kuwait.  This responsibility includes: 
designing, implementing and maintaining internal control relevant 
to the preparation and fair presentation of consolidated financial 
statements that are free from material misstatement, whether due to 
fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in  
the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated 
financial statements based on our audit.  We conducted our audit in 
accordance with International Standards on Auditing.  Those 
standards require that we comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance whether 
the consolidated financial statements are free from material 
misstatement.  

An audit involves performing procedures to obtain audit evidence 
about the amounts and disclosures in the consolidated financial 
statements.  The procedures selected depend on the auditors’ 
judgement, including the assessment of the risks of material 
misstatement of the consolidated financial statements, whether due 
to fraud or error.  In making those risk assessments, the auditor 
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 for the circumstances, 
but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control.  An audit also includes 
evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by the Bank’s 
management, as well as evaluating the overall presentation of the 
consolidated financial statements.  

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

Ernst & Young Al Aiban, Al Osaimi & Partners
P.O. Box 74, Safat 13001, Kuwait
Baitak Tower, 18-21st Floor
Safat Square, Ahmed Al-Jaber Street
Telephone (965) 2245 2880 / 2295 5000
Facsimile (965) 2245 6419
e-mail: kuwait@kw.ey.com

Bader & Co. PricewaterhouseCoopers
P.O. Box 20174, Safat 13062
Dar Al-Awadi Complex, 7th Floor
Ahmed Al-Jaber Street, Sharq – Kuwait
Telephone (965) 22408844
Facsimile (965) 22408855
e-mail: pwc.kwt@kw.pwc.com

Opinion

In our opinion, the consolidated financial statements present fairly, 
in all material respects, the financial position of the Group as of  
31 December 2009, and the results of its financial performance  
and its cash flows for the year then ended in accordance with 
International Financial Reporting Standards as adopted for use  
by the State of Kuwait.

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion proper books of account have been 
kept by the Bank and the consolidated financial statements, together 
with the contents of the report of the Bank’s Board of Directors 
relating to these consolidated financial statements, are in accordance 
therewith.  We further report that we obtained all the information 
and explanations that we required for the purpose of our audit and 
that the consolidated financial statements incorporate all 
information that is required by the Capital Adequacy Regulations 
issued by the Central Bank of Kuwait as stipulated in CBK Circular 
number 2/BS/184/2005 dated 21 December 2005, as amended, 
Commercial Companies Law of 1960, as amended, and by the 
Bank›s Articles of Association, that an inventory was duly carried 
out and that, to the best of our knowledge and belief, no violations 
of Capital Adequacy Regulations issued by the Central Bank of 
Kuwait as stipulated in CBK Circular number 2/BS/184/2005 dated 
21 December 2005, as amended, Commercial Companies Law of 
1960, as amended, nor of the Articles of Association have occurred 
during the year ended 31 December 2009 that might have had a 
material effect on the business of the Group or on its financial 
position.  

We further report that, during the course of our audit, we have not 
become aware of any material violations of the provisions of Law 
No. 32 of 1968, as amended, concerning currency, the Central Bank 
of Kuwait and the organisation of banking business, and its related 
regulations during the year ended 31 December 2009.

Waleed A. Al Osaimi	 Bader A. Al-Wazzan
Licence No. 68 A	 Licence No. 62 A
Of Ernst & Young	 Of PricewaterhouseCoopers

21 January 2010
Kuwait

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF BURGAN BANK S.A.K.
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