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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of National Bank of Kuwait S.A.K.P.
(the “Bank™) and its subsidiaries (together, “the Group™), which comprise the consolidated
statement of financial position as at 31 December 2018, and the consolidated statement of
income, consolidated statement of comprehensive income, consolidated statement of changes
in equity and consolidated statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the Group as at 31 December 2018, and
its consolidated financial performance and its consolidated cash flows for the year then ended

in accordance with International Financial Reporting Standards (IFRSs), as adopted for use by
the State of Kuwait.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants® Code of
Ethics for Professional Accountants (IESBA Code), and we have fulfilled our other ethical
responsibilities in accordance with the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements of the current year. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters. For each

key audit matter below, our description of how our audit addressed the matter is provided in that
context.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)
We have identified the following key audit matters:

a) Credit losses on loans, advances and Islamic financing to customers

The recognition of credit losses on loans, advances and Islamic financing (“credit facilities™) to
customers 1s the higher of Expected Credit Loss (“ECL”) under International Financial Reporting
Standard 9: Financial Instruments (“IFRS 9), determined in accordance with Central Bank of
Kuwait (the “CBK”) guidelines, and the provision required by the CBK rules on classification of
credit facilities and calculation of their provision (“the CBK rules™) as disclosed in the accounting
policies and in Note 12 to the consolidated financial statements.

Recognition of ECL under IFRS 9, determined in accordance with CBK guidelines, is a new and
complex accounting policy, which requires considerable judgement in its implementation. ECL
is dependent on management’s judgement in assessing significant increase in credit risk and
classification of credit facilities into various stages, determining when a default has occurred,
development of models for assessing the probability of default of customers and estimating cash
flows from recovery procedures or realization of collateral. Recognition of specific provision on
impaired facility under the CBK rules is based on the instructions by CBK on the minimum
provision to be recognized together with any additional provision to be recognised based on
management estimate of expected cash flows related to that credit facility.

Due to the significance of credit facilities and the related estimation uncertainty and judgement
in the impairment calculation, this was considered as a key audit matter.

Our audit procedures included assessing the design and implementation of controls over inputs
and assumptions used by the Group in developing the models, its governance and review controls
performed by the management in determining the adequacy of credit losses.

With respect to the ECL based on IFRS 9, determined in accordance with the CBK guidelines,
we have selected a samples of credit facilities outstanding as at the reporting date and checked
the appropriateness of the Group’s determination of significant increase in credit risk and the
resultant basis for classification of the credit facilities into various stages. For a sample of credit
facilities, we have checked the appropriateness of the Group’s staging criteria, Exposure at
Default (“EAD”) Probability of Default (“PD”) and Loss Given Default (“LGD”) including the
eligibility and value of collateral considered in the ECL models used by the Group to determine
ECL taking into consideration CBK guidelines. We have also checked the consistency of various
inputs and assumptions used by the Group’s management to determine ECL.

Further, for the CBK rules provision requirements, we have assessed the criteria for determining
whether there is a requirement to calculate any credit loss in accordance with the related
regulations and, if required, it has been computed accordingly. For the samples selected, we have
verified whether all impairment events have been identified by the Group’s management. For the
selected samples which also included impaired credit facilities, we have assessed the valuation of
collateral and checked the resultant provision calculations.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)
b} Impairment of goodwill and other intangible assets

The Group has goodwill and other intangible assets with carrying value ot KD 578,973
thousand as at 31 December 2018. The impairment tests of goodwill and other intangible assets
performed by the management are significant to our audit because the assessment of the
recoverable amount of goodwill and other intangible assets under the value-in-use basis is
complex and requires considerable judgments on part of management. Estimates of future cash
flows are based on management’s views of variables such as the growth in the banking sector,
economic conditions such as the economic growth and expected inflation rates and yield.
Therefore, we identified the impairment testing of goodwill and other intangible assets as a key
audit matter.

As part of our audit procedures, we have verified prevailing market prices where management
has used these as a benchmark to compute the recoverable value. Where “value in use” is the
basis to compute the recoverable value we obtained management’s impairment calculations and
tested the reasonableness of key assumptions, including profit forecasts and the selection of
growth rates and discount rates. We also involved our valuation specialists and challenged the
management to substantiate the assumptions, including the comparison of relevant assumptions
to industry benchmarks and economic forecasts. We tested the integrity of supporting
calculations and corroborated certain information with third party sources. We agreed the
underlying cash flows to approved budgets and assessed growth rates and discount rates by
comparison with third party information, the Group’s cost of capital and relevant risk factors.
Future cash flow assumptions were also assessed through comparison to current trading
performance against budget and forecasts, considering the historical accuracy of budgeting and
forecasting and the understanding of the reasons for growth profiles used. We further evaluated
the management’s sensitivity analysis to ascertain the impact of reasonably possible changes to
key assumptions.

We also assessed the adequacy of the Group’s disclosures regarding those assumptions, which
are disclosed in Note 15 to the consolidated financial statements.

¢) Valuation of derivative financial instruments

The Group has significant derivative financial instruments, the valuation of which is determined
through the application of valuation techniques that often involves the exercise of judgement
and the use of assumptions and estimates. Due to the significance of the derivative financial
instruments and the related estimation and uncertainty, we have assessed the valuation of
derivative financial instruments as a key audit matter.

Our audit procedures included, testing controls over the identification, measurement and
management of derivative financial instruments to conclude on the operating effectiveness of
the key controls in place. We assessed whether the key controls in the above processes were
designed, implemented and operating effectively.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)
¢) Valuation of derivative financial instruments (continued)

In addition to the testing of key controls, we evaluated and challenged the methodologies, inputs
and assumptions used by the Group in determining fair values, with the assistance of our
valuation specialists and by reference to externally available market data to assess whether
appropriate inputs are used in the valuation. We also compared, on sample basis, valuations
derived from our internal valuation model, to the fair values determined by the Group. Further,
we assessed whether the disclosures in the consolidated financial statements concerning the
valuation basis and inputs used in the fair value measurement are adequate and that disclosures
relating to the fair value risks and sensitivities appropriately reflect the Group's exposure to the
derivative financial instruments at the reporting date. Refer to Note 28 to the consolidated
financial statements for the disclosures on derivative financial instruments.

Other information included in the Annual Report of the Group for the year ended 31 December
2018

Management is responsible for the other information. Other information consists of the
information included in the Annual Report of the Group for the year ended 31 December 2018,
other than the consolidated financial statements and our auditors’ report thereon. We obtained the
report of the Bank’s Board of Directors, prior to the date of our auditors’ report, and we expect
to obtain the remaining sections of the Group’s Annual Report for the year ended 31 December
2018 after the date of our anditors’ report.

Our opinion on the consolidated financial statements does not cover the other information and we
do not and will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above and, in doing so, consider whether the other information is
materially inconsistent with the consolidated financial statements or our knowledge obtained
during the audit, or otherwise appears to be materially misstated. If, based on the work we have
performed on the other information that we obtained prior to the date of this auditors’ report, we
conclude that there is a material misstatement of other information; we are required to report that
fact. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with the IFRSs as adopted for use by the State of Kuwait, and for such
internal control as management determines is necessary to enable the preparation of the
consolidated financial statements that are free from material misstatement, whether due to fraud
Or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

4
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements (continued)

Those charged with governance are responsible for overseeing the Group’s financial reporting
process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditors’ report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the management.

* Conclude on the appropriateness of management’s use of the going concern basis of
accounting and based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Group’s ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Group to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.
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Report on the Audit of the Consolidated Financial Statements (continued)

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements (continued)

¢ Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate to those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated to those charged with governance, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current
year and are therefore the key audit matters. We describe these matters in our auditors’ report
unless 1aw or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.

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 and Financial Leverage Ratio Regulations
issued by the Central Bank of Kuwait (“CBK”) as stipulated in CBK Circular Nos. 2/RB,
RBA/336/2014 dated 24 June 2014 and 2/BS/342/2014 dated 21 October 2014 respectively, the
Companies Law No. 1 of 2016, as amended, and its executive regulations, as amended, or by the
Bank's Memorandum of Incorporation and Articles of Association, as amended, that an inventory
was duly carried out and that, to the best of our knowledge and belief, no violations of the Capital
Adequacy Regulations and Financial Leverage Ratio Regulations issued by the CBK as stipulated
in CBK Circular Nos. 2/RB, RBA/336/2014 dated 24 June 2014 and 2/BS/342/2014 dated 21
October 2014 respectively, the Companies Law No. 1 of 2016, as amended, and its executive
regulations, as amended, or of the Bank’s Memorandum of Incorporation and Articles of
Association, as amended, have occurred during the year ended 31 December 2018 that might
have had a material effect on the business of the Bank or on its financial position.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF NATIONAL
BANK OF KUWAIT S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Report on Other Legal and Regulatory Requirements (continued)

We further report that, during the course of our audit, we have not become aware of any violations
of the provisions of Law No. 32 of 1968, as amended, concerning currency, the CBK and the
organisation of banking business, and its related regulations during the year ended 31 December
2018 that might have had a material effect on the business of the Bank or on its financial position.

v d
WALEED A. AL OSAIMI BADER A. AL-WAZZAN
LICENCE NO. 68 A LICENCENO.62 A

EY DELOITTE & TOUCHE
AL-AIBAN, AL-OSAIMI & PARTNERS AL WAZZAN & CO.

8 January 2019

Kuwait



National Bank of Kuwait Group

CONSOLIDATED STATEMENT OF INCOME

For the year ended 31 December 2018

Interest income
Interest expense

Net interest income

Murabaha and other Islamic financing income
Finance cost and Distribution to depositors

Net income from Islamic financing

Net interest income and net income from Islamic financing

Net fees and commissions

Net investment income

Net gains from dealing in foreign currencies
Other operating income

Non-interest income
Net operating income

Staff expenses

Other administrative expenses
Depreciation of premises and equipment
Amortisation of intangible assets
Operating expenses

Operating profit before provisien for credit losses and
impairment losses

Provision charge for credit losses and impairment losses
Operating profit before taxation

Taxation

Profit for the year

Attributable to:
Sharcholders of the Bank
Non-controlling interests

Basic earnings per share attributable to
shareholders of the Bank

Notes

4
5

-3

15

10

The attached notes 1 to 32 form part of these consolidated financial statements.

2018 2017
KD 060's KD 000's
897,218 742,616
330,882 223,762
566,336 518,854
186,089 155,903
61,972 45,793
124,117 110,110
690,453 628,964
150,176 138,556
2,140 19,818
39,026 33,735
1,424 1,600
192,766 193,709
883,219 822,673
159,984 154,472
98,555 92,731
14,703 15,121
3,096 3,121
276,338 265,445
606,831 557,208
179,692 188,219
427,189 369,009
33,240 26,704
393,949 342,305
370,709 322,362
23,240 19,943
393,949 342,305
58 fils 50 fils

8



National Bank of Kuwait Group

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2018

Profit for the year

Other comprehensive income:

Investments available for sale:
Net change in fair value
Net transfer to consolidated statement of income

Investment in debt securities measured at FVOCI:
Net change in fair value
Net transfer to consolidated statement of income

Share of other comprehensive (loss) income of associates

Exchange differences on translation of foreign operations

Exchange differences transferred to consolidated statement of income
on de-recognition of associates

Other comprehensive (loss) income for the year reclassifiable to
consolidated statement of income in subsequent years

Net loss on investments in equity instruments designated at FVOCI
{not reclassifiable to consolidated statement of income in subsequent
periods)

Other comprehensive (loss) income for the year

Total comprehensive income for the year

Attributable to:
Shareholders of the Bank
Non-controlling interests

The attached notes 1 to 32 form part of these consolidated financial statements.

2018 2017
KD 000's KD 000's
393,949 342,305
13,633
(13,450)
(31,214)
119
(31,095) 183
(282) 246
(4,265) 2919
11,978
(23,664) 3,348
(891) .
(24,555) 3,348
369,394 345,653
347,886 326,144
21,508 19,509
369,394

345,653

9



National Bank of Kuwait Group

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Asat 31 December 2018

Assets

Cash and short term funds

Central Bank of Kuwait bonds
Kuwait Government treasury bonds
Deposits with banks

Loans, advances and Islamic financing fo customers
Investment securities

Investment in associates

Land, premises and equipment
Goodwill and other intangible assets
Other assets

Total assets

Liabilities

Due to banks and other financial institutions
Customer deposits

Certificates of deposit issued

Global medium term notes

Subordinated Tier 2 bonds

Other liabilities

Total liabilities

Equity

Share capital

Proposed bonus shares
Statutory reserve

Share premium account
Treasury shares
Treasury share reserve
Other reserves

Equity attributable to shareholders of the Bank
Perpetual Tier 1 Capital Securities
Non-controlling interests

Total equity

Total liabilities and equity

,ﬁ@\%& &W&

Nasser Musaed Abdullah AT=Sayer
Chairman

11
13
13

12
13
14

15
16

17
18
1%

20
21
20
20
20
20
20

22
26

The attached notes 1 to 32 form part of these consolidated financial statements.

2018 2017
Notes KD 000's KD 000's
2,966,707 2,743,640
809,871 655,591
872,042 1,076,211
2,364,242 2,488,188
15,503,402 14,502,609
3,678,032 3,348,996
31,425 63,187
362,801 324,277
578,973 581,906
260,445 249,996
27,427,940 26,034,601
8,090,484 7,469,303
14,388,836 13,779,607
451,128 490,835
220,124 221,173
124,768 124,734
451,290 387,848
23,726,630 22,473,500
621,332 591,744
31,067 29,588
310,666 295,872
803,028 803,028
(65,425) {77,799}
14,010 13,994
1,448,579 1,372,964
3,163,257 3,029,391
210,700 210,700
327,353 321,010
3,701,310 3,561,101
27,427,940 26,034,601
Isam J. Al Sager -

Group Chief Executive Officer
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National Bank of Kuwait Group

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2018

Notes
Operating activities
Profit for the year
Adjustments for:
Net investment income 7
Depreciation of premises and equipment
Amortisation of intangible assets 15
Provision charge for credit losses and impairment losses 8
Share based payment reserve
Taxation 9

Operating profit before changes in operating assets and Iiabilities

Changes in operating assets and liabilities:
Central Bank of Kuwait bonds

Kuwait Government treasury bonds
Deposits with banks

Loans, advances and Islamic financing to customers
Other assets

Due to banks and other financial institutions
Customer deposits

Certificates of deposit issued

Other liabilities

Tax paid

Net cash from operating activities

Investing activities

Purchase of investment securities

Proceeds from sale/redemption of investment securities

Dividend income 7
Dividend from associates

Proceeds from sale of land, premises and equipment

Purchase of land, premises and equipment

Investment in an associate

Acquisition of non-controlling interests

Net cash used in investing activities

Financing activities

Net proceeds from issuance of Global medium term notes 17
Proceeds from sale of treasury shares

Dividends paid

Interest paid on Perpetual Tier 1 Capital Securities

Profit distribution on Perpetual Tier 1 Sukuk by a subsidiary

Dividends paid by a subsidiary to non-controlling interests

Net cash (used in) from financing activities

Increase in cash and short term funds

Cash and short term funds at the beginning of the year

Cash and short term funds at the end of the year 11

The attached notes 1 to 32 form part of these consolidated financial statements.

2018 2017
ED 000's KD 000's
393,949 342,305
(2,140) (19,818)
14,703 15,121
3,096 3,121
179,692 188,219
48 358
33,240 26,704
622,588 556,010
(154,280) 93,298
204,169 (583,110)
123,946 (80,273)
(1,167,224) (1,065,748)
(10,449) (48,581)
621,181 121,500
609,229 1,171,515
(39,707) 74,846
56,694 45,472
(25,819) (28,133)
840,328 256,796
(1,737,758) (1,782,370)
1,371,050 1,627,148
2,658 3,143
236 34
2,794 4,970
(56,021) (89,282)
(136)
(13,744) (707)
(430,921) (237,064)
225,880
12,390 -
(174,883) (166,184)
(12,151) (12,232)
(5,108) (5.119)
(6,588) (5.400)
(186,340) 36,945
223,067 56,677
2,743,640 2,686,963
2,966,707 2,743,640
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National Bank of Kuwait Group

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2018

1 INCORPORATION AND REGISTRATION

The consolidated financial statements of National Bank of Kuwait S.A.K.P. (the “Bank™) and its subsidiaries (collectively
the “Group”) for the year ended 31 December 2018 were authorised for issue in accordance with a resolution of the directors
on 8 January 2019. The Annual General Assembly of the Shareholders has the power to amend these consolidated financial
statements after issuance. The Bank is a public shareholding company incorporated in Kuwait in 1952 and is registered as a
bank (commercial registration number - 8490) with the Central Bank of Kuwait. The Bank’s registered office is at Abdullah
Al Ahmed Street, P.O. Box 95, Safat 13001, Kuwait. The principal activities of the Bank are described in Note 3.

2 SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of preparation

The consolidated financial statements have been prepared in accordance with the regulations issued by the Central Bank of
Kuwait (“CBK”) for financial services institutions in the State of Kuwait. These regulations require the expected credit loss
(“ECL”) on credit facilities to be measured at the higher of the amount computed under IFRS 9 in accordance to the CBK
guidelines or the provisions as required by CBK instructions; the consequent impact on related disclosures; and the adoption
of all other requirements of International Financial Reporting Standards (IFRS) as issued by the International Accounting
Standards Board (“TASB”).

The consolidated financial statements are prepared under the historical cost convention except for the measurement at fair
value of derivatives, investment securities measured at fair value and investment properties. In addition and as more fully
described below, assets and liabilities that are hedged in fair value hedging relationships are carried at fair value to the extent
of the risk being hedged.

2.2 Changes in accounting policies
The accounting policies applied are consistent with those used in the previous year except for the changes arising from
the adoption of IFRS 9 ‘Financial Instruments’ effective from 1 January 2018.

Adoption of IFRS 9 ‘Financial Instruments’

IFRS 9 ‘Financial Instruments’ sets out the requirements for recognising and measuring financial assets and financial
liabilities, impairment of financial assets and hedge accounting. This standard replaces IAS 39 Financial Instruments:
Recognition and Measurement. The Group has adopted IFRS 9 Financial Instruments effective from 1 January 2018 as
described below.

The Group has not restated comparative information for 2017 as permitted by the transitional provisions of the standard.
Therefore the information presented for 2017 does not reflect the requirements of IFRS 9 and is not comparable to the
information presented for 2018. Differences in the carrying amount of financial assets resulting from the adoption of
IFRS 9 are recognised in retained earnings and reserves as at 1 January 2018 and are disclosed in Note 24.

The key changes to the Group’s accounting policies resulting from the adoption of IFRS 9 are summarised below:

Classification and measurement of financial assets and financial liabilities:

IFRS 9 contains three principal classification categories for financial assets: measured at amortised cost, fair value
through other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). The classification of
financial assets under IFRS 9 is based on the business model in which a financial asset is managed and its contractual
cash flow characteristics. IFRS 9 eliminated the previous IAS 39 categories of held to maturity, loans and receivables and
available for sale. Under IFRS 9, derivatives embedded in contracts where the host is a financial asset in the scope of the
standard are never separated. Instead, the hybrid financial instrument as a whole is assessed for classification. The
Group’s accounting policies for classification and measurement of financial assets under IFRS 9 is explained in Note
2.15.

The adoption of IFRS 9 did not have a significant effect on the Group’s accounting policies for financial liabilities.

Impairment of credit facilities and other financial assets:

IFRS 9 replaces the ‘incurred loss” model in IAS 39 with an expected credit loss (ECL) model. The new impairment
model adopted by the Group applies to credit facilities (loans, advances and islamic financing to customers, letters of
credit, letters of guarantee, commitments to extend credit facilities), debt investments measured at amortised cost or
FVOCI and balances and deposits with banks measured at amortised cost but not to investments in equity investments.
The Group is also required to calculate provision for credit losses on credit facilities in accordance with instructions
issued by the CBK in respect of the classification of credit facilities and calculation of provisions. Impairment of credit
facilities shall be recognised at the higher of ECL under IFRS 9 according to the CBK guidelines, and the provisions
required by the CBK instructions. The Group’s accounting policies for impairment of financial assets is explained in
Note 2.9
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Nattonal Bank of Kuwait Group

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2018

2 SIGNIFICANT ACCOUNTING POLICIES (continued)
22 Changes in accounting policies (continued)

Hedge accounting:

The Group has elected to adopt the new general hedge accounting model in IFRS 9. This requires the Group to ensure
that hedge accounting relationships are aligned with its risk management objectives and strategy and to apply more
quaiitative and forward looking approach to assessing hedge effectiveness. The new model no longer specifies
quantitative measures for effectiveness testing and as a result the 80%-125% range under IAS 39 is replaced by an
objectives based test that focuses on the economic relationship between the hedged item and the hedging instrument and
the effect of credit risk on that economic relationship. The adoption of IFRS 9 did not have a significant effect on the
Group’s accounting policies for hedge accounting.

Adoption of IFRS 15 ‘Revenue from Contracts with customers’

The Group has adopted IFRS 15 Revenue from contracts with customers effective from 1 January 2018. This standard
supersedes IAS 11 Construction Contracts and IAS 18 Revenue along with related IFRIC 13, JFRIC 15, IFRIC 18 and
SIC 31. This standard removes inconsistencies and weaknesses in previous revenue recognition requirements, provides a
more robust framework for addressing revenue issues and improves comparability of revenue recognition practices
across entities, industries, jurisdictions and capital markets. The adoption of this standard did not result in any change in
accounting policies of the Group and did not have any material effect on the Group's consolidated financial statements.

Other amendments to IFRSs which are effective for annual accounting period starting from 1 January 2018 did not have
any material impact on the accounting policies, financial position or performance of the Group.

Standards issued but not yet effective:

A number of new standards, amendments to standards and interpretations which are effective for annual periods
beginning on or after 1 January 2019 have not been early adopted in the preparation of the Group’s consolidated financial
statements. None of these are expected to have a significant impact on the consolidated financial statements of the Group
except the following:

IFRS 16: Leases

In January 2016, the IASB issned IFRS 16 ‘Leases” with an effective date of annual periods beginning on or after 1
Jamuary 2019. IFRS 16 results in lessees accounting for most leases within the scope of the standard in a manner similar
to the way in which finance leases are currently accounted for under IAS 17 ‘Leases’. Lessees will recognise a ‘right of
use’ asset and a corresponding financial liability on the balance sheet. The asset will be amortised over the length of the
lease and the financial liability measured at amortised cost. Lessor accounting remains substantially the same as in IAS
17. Based on a quantitative assessment carried out by the Group, the impact of adopting IFRS 16 on the Group's
consolidated financial statements is not material.

2.3  Basis of consolidation

The consolidated financial statements comprise the financial statements of the Bank as at 31 December each year and its
subsidiaries as at the same date or a date not earlier than three months from 31 December. The financial staternents of
subsidiaries and associates are prepared using consistent accounting policies and are adjusted, where necessary, to bring
the accounting policies in line with those of the Group. All intercompany balances and transactions, including unrealised
profits arising from intra-group transactions have been eliminated on consolidation.

a. Subsidiaries

Subsidiaries are all entities over which the Bank has control. The control is achieved when the Bank is exposed, or has
rights, to variable returns from its involvement with the investee and has the ability to affect those returns through its power
over the investee. The Group re-assesses whether or not it controis an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control. Consolidation of a subsidiary begins when the Group obtains
control over the subsidiary and ceases when the Group loses control of the subsidiary. Refer Note 26 for the list of major
subsidiaries, their principal businesses and the Group’s effective holding.

b.  Non-controlling interest

Interest in the equity of subsidiaries not attributable to the Group is reported as non-controlling interest in the
consolidated statement of financial position. Non-controlling interest in the acquiree is measured at the proportionate
share in the recognised amounts of the acquiree’s identifiable net assets. Losses are allocated to the non-controlling interest
even if they exceed the non-controlling interest’s share of equity in the subsidiary. Transactions with non-controlling
interests are (reated as (ransactions with equity owners of the Group. Gains or losses on changes in non-controlling
interests without loss of control are recorded in equity.
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National Bank of Kuwait Group

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2018

2 SIGNIFICANT ACCOUNTING POLICIES (continued)
2.3 Basis of consolidation (continued)

¢.  Associates

Associates are all entities over which the Group has significant influence but not control, generally accompanying a
shareholding of between 20% and 50% of the voting rights. Investment in an associate is initially recognised at cost and
subsequently accounted for by the equity method of accounting. The Group’s investment in associates includes goodwill
identified on acquisition. The Group’s share of its associates’ post-acquisition profits or losses is recognised in the
consolidated statement of income, and its share of post-acquisition movements in other comprehensive income is
recognised in other comprehensive income. The cumulative post-acquisition movements are adjusted against the carrying
amount of the investment.

The Group determines at each reporting date whether there is any objective evidence that the investment in the associate
is impaired. If this is the case, the Group calculates the amount of impairment as the difference between the recoverable
amount of the associate and its carrying value and recognises the amount in the consolidated statement of income. Upon
loss of significant influence over the associate, the Group measures and recognises any retained investment at its fair
value. Gain or loss on this transaction is computed by comparing the carrying amount of the associate at the time of loss
of significant influence with the aggregate of fair value of the retained investment and proceeds from disposal. This is
recognised in the consolidated statement of income.

24 Foreign currencies
The consolidated financial statements are presented in Kuwaiti Dinars (thousands) which is also the Bank’s functional
currency.

a. Translation of foreign currency transactions

Transactions in foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of
the transaction. Monetary assets and monetary liabilities in foreign currencies (other than monetary items that form part
of the net investment in a foreign operation) are translated into functional currency at rates of exchange prevailing at the
reporting date. Any gains or losses are taken to the consolidated statement of income. Exchange differences arising on
monetary items that form part of the net investment in a foreign operation are determined using closing rates and
recognised in other comprehensive income and presented in the foreign currency translation reserve in equity. When a
foreign operation is disposed of, the cumulative amount in foreign currency translation reserve relating to that foreign
operation is recognised in the consolidated statement of income. Goodwill, intangible assets and any fair value
adjustments to the carrying value of assets and liabilities are recorded at the functional currency of the foreign operation
and are translated to the presentation currency at the rate of exchange prevailing at the reporting date. All resu