






1- ACTIVITIES

The consolidated financial statements of Salhia Real Estate Company K.S.C. (Closed) (the parent company) and 
Subsidiaries (the group) for the year ended 31 December 2006 were authorised for issue in accordance with
a resolution of the parent company’s Board of Directors on 12 March 2007. The general assembly of the equity 
holders of the parent company has the power to amend these consolidated financial statements after issuance.  

The parent company is a Kuwaiti Shareholding Company incorporated on September 16, 1974 and is listed on the Kuwait Stock 
Exchange.  The group’s main activities comprise dealing in various real estate activities, in particular the owning and renting out 
of commercial property, including hotel accommodation in Kuwait and the operation of care homes in Germany.  Surplus funds 
are invested in real estate and securities portfolios managed by specialist investment managers.  

The parent company’s registered address is Salhia Complex, Fahad Al Salem Street, P.O. Box 23413 Safat 13095 Kuwait.

2- SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation
The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards 
(IFRS).  

Accounting convention
The consolidated financial statements have been presented in Kuwaiti Dinars and are prepared under the historical cost convention 
except for the measurement at fair value of available for sale investments. 

The accounting policies used in the preparation for the consolidated financial statements are consistent with those used in the 
previous year except for the policy adopted in respect of the investment in associate discussed below.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Basis of consolidation
The consolidated financial statements incorporate the financial statements of the parent company and its subsidiaries, set out in 
Note 7, for the year ended 31 December 2006.  

Some of the consolidated subsidiaries use accounting policies other than that adopted in the consolidated financial statements 
for certain transactions and assets.  Appropriate adjustments are made to their financial statements when used in preparing the 
consolidated financial statements to bring these in line with group accounting policies.

Subsidiaries are fully consolidated from the date on which control is transferred to the group.  Control is achieved where the 
group has the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities. The 
results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement from the date 
of acquisition or up to the date of disposal, as appropriate.

The financial statements of the subsidiaries are prepared within three months of the reporting period of the parent company, 
using consistent accounting policies.  Adjustments are made to bring into line any dissimilar accounting policies that may exist.
	
The financial statements of the subsidiary companies are consolidated on a line-by-line basis by adding together like items of 
assets, liabilities, income and expenses.
	
All intercompany balances and transactions, including unrealised profits arising from intra-group transactions, are eliminated in 
full. Unrealised losses are eliminated unless costs cannot be recovered.

Minority interest represents the portion of profit or loss and net assets not held by the group and is presented separately in 
the consolidated income statement and within equity in the consolidated balance sheet, separately from the parent company’s 
shareholders’ equity.  Acquisition of minority interest is accounted for using the parent company extension method, whereby, the 
difference between the consideration and the book value of the share of the net assets acquired is recognized as goodwill.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of consolidation (continued)
Any excess of the cost of acquisition over the fair values of the identifiable net assets acquired is recognised as goodwill. Any 
deficiency of the cost of acquisition below the fair values of the identifiable net assets acquired (i.e. a discount on acquisition) is 
recognised directly in the consolidated income statement in the year of acquisition. 

Income recognition
• Rental income from investment properties is recognised on an accrual basis
• Interest income is recognised on a time apportionment basis taking into account the outstanding balance and applicable 

interest rate  
• Hotel and care home income represent the invoiced value of services provided during the year  
• Dividend income is recognised when the group’s right to receive payment is established 
• Gain on sale of property is recognised when the sale has been consummated and the contracts have been signed, the 

significant risks and rewards of ownership have passed to the buyers and the group has no continuing
involvement in the property.

Finance costs
Finance costs that are directly attributable to the acquisition and construction of an asset that necessarily takes a substantial 
period of time to get ready for its intended use or sale are capitalised as part of the cost of that asset.  Capitalisation of borrowing 
costs ceases when substantially all the activities necessary to prepare the asset for its intended use or sale are complete.  Other 
finance costs are recognised as an expense in the period in which they are incurred.

Cash and cash equivalents	
Cash and cash equivalents comprise cash, bank balances, fixed deposits maturing within three months from the balance sheet 
date net of due to banks.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)
 
Recognition and derecognition of financial assets and liabilities
A financial asset or a financial liability is recognised when the group becomes a party to the contractual provisions of the 
instrument. A financial asset is de-recognised either when the contractual rights to cash flows from the financial asset expire, 
the group has transferred substantially all the risks and rewards of ownership or when it has neither transferred nor retained 
substantially all the risks and rewards, but no longer has control over the asset or a proportion of the asset. A financial liability 
is de-recognised when the obligation specified in the contract is discharged, cancelled or expired. Where an existing financial 
liability is replaced by another from the same lender on substantially different terms, or the terms of an existing liability are 
substantially modified, such an exchange or modification is treated as a derecognition of the original liability and the recognition 
of a new liability, and the difference in the respective carrying amounts is recognised in consolidated income statement. 

Trade and settlement date accounting
All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the date that the entity commits to 
purchase or sell the asset.  Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets 
within the time frame generally established by regulation or convention in the market place.

Available for sale investments
After initial recognition at cost, being the fair value of the consideration given including acquisition charges associated with the 
investment, available for sale investments are remeasured at fair value, unless fair value cannot be reliably measured.  

Changes in fair value are reported in the cumulative changes in fair values reserve within equity until the investment is either sold, 
collected or otherwise disposed of, or the investment is determined to be impaired, at which time the changes in fair value as 
previously reported are removed from equity and are included in the consolidated income statement within investment income.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair values
Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable,
willing parties in an arm’s length transaction.  Consequently differences can arise between carrying values and the fair value 
estimates.

Underlying the definitions of fair value is the presumption that the group is a going concern without any intention or requirement 
to materially curtail the scale of its operations or to undertake a transaction on adverse terms.

Available for sale investments 
For investments that actively traded in organised financial markets, fair value is determined by reference to stock exchange 
quoted market bid prices at the close of business on the balance sheet date.

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

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

Other financial assets and liabilities
For other financial assets and liabilities, fair value is determined based on expected future cash flows and management’s estimate 
of the amount at which these assets could be exchanged for cash on an arm’s length basis or a liability settled to the satisfaction 
of creditors.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)
 
Impairment and uncollectibility of financial assets
An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific financial 
asset or a group of assets may be impaired. If such evidence exists, any impairment loss is recognised in the consolidated income 
statement. Impairment is determined as follows:

(a) For assets carried at fair value, impairment is the difference between cost and fair value; and
(b) For assets carried at cost, impairment is the difference between cost and the present value of future cash flows discounted at 

the current market rate of return for a similar financial asset.

In relation to trade receivables, a provision for impairment is made when there is objective evidence (such as the probability of 
insolvency or significant financial difficulties of the debtor) that the group will not be able to collect all of the amounts due under 
the original terms of the invoice. The carrying amount of the receivable is reduced through use of an allowance account. Impaired 
debts are derecognised when they are assessed as uncollectible.

Reversal of impairment losses recognised in prior years is recorded when there is an indication that the impairment losses 
recognised for the financial asset no longer exist or have decreased and the decrease can be related objectively to an event 
occurring after the impairment was recognised.  Except for equity instruments classified as available for sale, reversals of 
impairment losses are recognised in the consolidated income statement to the extent the carrying value of the asset does 
not exceed its amortised cost at the reversal date. Reversals in respect of equity instruments classified as available for sale are 
recognised in the fair value reserve. 

Inventories
Inventories of food and beverages are valued at the lower of cost and net realisable value after making due allowance for any 
expired or slow-moving items.  Cost is determined by the first-in, first-out method.

Net realisable value is based on estimated selling price less any further costs expected to be incurred on sale. 

Inventories of operating supplies are valued at cost less due allowance for any obsolete or slow-moving items. Cost is determined 
on a weighted average basis.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Accounts receivable
Accounts receivable are stated at original invoice amount less a provision for any uncollectible amounts. 
An estimate for doubtful debts is made when collection of the full amount is no longer probable. Bad debts are written off when 
there is no possibility of recovery.

Investment in joint venture
The group has an interest in a joint venture which is a jointly controlled entity.  A joint venture is a contractual arrangement 
whereby two or more parties undertake an economic activity that is subject to joint control, and a jointly controlled entity is a 
joint venture that involves the establishment of a separate entity in which each venture has an interest.

The investment in joint venture is accounted for under the equity method of accounting using the latest audited financial 
statements.  Under the equity method of accounting, the initial investment is recorded at cost and the carrying amount is 
increased or decreased to recognise the group’s share of profits or losses and other changes in equity of the joint venture.  
Distributions received from joint venture reduce the carrying amount of the investment.

Where practicable, adjustments are made to the joint venture entity’s audited financial statements to bring them in line with 
group accounting policies.

An assessment of the investment in joint venture is performed when there is an indication that the investment has been impaired 
or the impairment losses recognised in prior years no longer exists.

Investment in associate
An associate is an entity over which the group exerts significant influence. Investment in associates is accounted for under the 
equity method of accounting.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment in associate (continued)
Under the equity method, the investment in associate is initially recognised at cost and adjusted thereafter for the post-acquisition 
change in the group’s share of the associate’s equity. Goodwill relating to an associate is included in the carrying amount of the 
investment and is not amortised. The group recognises in the consolidated income statement its share of the total recognised 
profit or loss of the associate from the date that influence effectively commenced until the date that it effectively ceases. 
Distributions received from the associate reduce the carrying amount of the investment. Adjustments to the carrying amount 
may also be necessary for changes in the group’s share in the associate arising from changes in the associate’s equity. The group’s 
share of those changes is recognised directly in equity; fair value reserve or foreign currency translation reserve as appropriate.

Unrealised gains on transactions with associate are eliminated to the extent of the group’s share in the associate. Unrealised 
losses are also eliminated unless the transaction provides evidence of impairment in the asset transferred. An assessment for 
impairment of investments in associates is performed when there is an indication that the asset has been impaired, or that 
impairment losses recognised in prior years no longer exist.

The associate’s financial statements are prepared to the parent company’s reporting date. Where practicable, adjustments are 
made to the associate’s audited financial statements to bring them in line with group accounting policies.

Investment properties
Investment properties are recorded at cost less impairment in value.  Freehold land is not depreciated.  Buildings are depreciated 
using the straight line method over their estimated useful lives which vary between 10 to 50 years.
	
The carrying amounts are reviewed at each balance sheet date to assess whether they are recorded in excess of their recoverable 
amount, and where carrying values exceed their recoverable amount, properties are written down to their recoverable amount.

Transfers are made to investment property when, and only when, there is a change in use, evidenced by the end of owner 
occupation, commencement of an operating lease to another party or completion of construction or development. Transfers 
are made from investment property when, and only when, there is a change in use, evidenced by commencement of owner 
occupation or commencement of development with a view to sale.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment
Property, plant and equipment are stated at depreciated cost less impairment in value.  Freehold land is not depreciated. 
Depreciation is provided on a straight line basis at rates calculated to write-off the cost of each asset over its expected useful life 
as follows:

•	 Buildings and related immovable equipment	 10 to 50 years
•	 Furniture and equipment	 10 years
•	 Motor vehicles	 5 years

The carrying amounts are reviewed at each balance sheet date to assess whether they are recorded in excess of their recoverable 
amount, and where carrying values exceed their recoverable amount, assets are written down to their recoverable amount.

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

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

Accounts payable
Liabilities are recognised for amounts to be paid in the future for goods or services received, whether billed by the supplier or 
not.

Taxation
Taxation is provided for in accordance with the fiscal regulations of the respective countries in which the group operates.

Treasury shares
The parent company’s own shares are accounted for as treasury shares and are stated at cost. When the treasury shares are sold, 
gains are credited to a separate account in shareholders’ equity (treasury shares reserve) which is non-distributable. Any realised 
losses are charged to the same account to the extent of the credit balance on that account. Any excess losses are charged to 
retained earnings then reserves. Gains realised subsequently on the sale of treasury shares are first used to offset any previously 
recorded losses in the order of reserves, retained earnings and the treasury shares reserve account. No cash dividends are 
distributed on these shares. The issuance of bonus shares increases the number of treasury shares proportionately and reduces 
the average cost per share without
affecting the total cost of treasury shares.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Provisions
A provision is recognised when the group has a present obligation (legal or constructive) as a result of a past event and it is 
probable (i.e. more likely than not) that an outflow of resources embodying economic benefits will be required to settle the 
obligation, and a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at each balance sheet 
date and adjusted to reflect the current best estimate. Where the effect of the time value of money is material, the amount of a 
provision is the present value of the expenditures expected to be required to settle the obligation.

Contingencies
Contingent liabilities are not recognised in the consolidated financial statements. They are disclosed unless the possibility of an 
outflow of resources embodying economic benefits is remote.

A contingent asset is not recognised in the consolidated financial statements but disclosed when an inflow of economic benefits 
is probable.

Foreign currency translation
The consolidated financial statements are presented in Kuwaiti Dinars, which is the parent company’s functional and presentational 
currency.  Each entity in the group determines its own functional currency and items included in the financial statements of each 
entity are measured using that functional currency.

Transactions and balances
Transactions in foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of the 
transaction.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreign currency translation (continued)
Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency rate of exchange 
ruling at the balance sheet date.  All differences are taken to general and administrative expenses in the consolidated income 
statement. 
 
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as 
at the dates of the initial transactions.  Non-monetary items measured at fair value in a foreign currency are translated using the 
exchange rates at the date when the fair value was determined. Any goodwill arising on the acquisition of a foreign operation 
and any fair value adjustments to the carrying amounts of assets and liabilities arising on the acquisition are treated as assets and 
liabilities of the foreign operations and translated at closing rate.

Group companies 
As at the reporting date, the assets and liabilities of foreign subsidiaries translated into the parent company’s presentation 
currency (the Kuwaiti Dinars) at the rate of exchange ruling at the balance sheet date, and their income statements are translated 
at the weighted average exchange rates for the year.  Exchange differences arising on translation are taken directly to foreign 
exchange translation reserve.  On disposal of a foreign entity, the deferred cumulative amount recognised in equity relating to 
the particular foreign operation is recognised in the consolidated income statement.

On equity accounting, the carrying values of the associate and joint venture are translated into the parent  company’s presentation 
currency at the period end rates of exchange and the results of the associate and joint venture are translated into Kuwaiti dinars 
at the average rates of exchange for the year. All foreign exchange translation adjustments are taken to the foreign exchange 
translation reserve until disposal at which time they are recognised in the consolidated income statement.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

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

Classification of real estate property
Management decides on acquisition of a real estate property whether it should be classified as trading, property held for 
development or investment property. 

The group classifies property as trading property if it is acquired principally for sale in the ordinary course of business.

The group classifies property as property under development if it is acquired with the intention of development. Properties under 
development are classified under capital work in progress within property, plant and equipment.

The group classifies property as investment property if it is acquired to generate rental income or for capital appreciation, or for 
undetermined future use.

Classification of investments
Management decides on acquisition of an investment whether it should be classified as held for trading, at fair value through 
income statement, or available for sale. 

All investments are classified as available for sale.

Impairment of investments
The group treats available for sale equity investments as impaired when there has been a significant or prolonged decline in the 
fair value below its cost or where other objective evidence of impairment exists.  The determination of what is “significant” or 
“prolonged” requires considerable judgement.  In addition, the group evaluates other factors, including normal volatility in share 
price for quoted equities and the future cash flows and the discount factors for unquoted equities.
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2- SIGNIFICANT ACCOUNTING POLICIES (continued)

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

Estimation uncertainty
The key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date, that have 
a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year 
are discussed below:

Valuation of unquoted equity investments
Valuation of unquoted equity investments is normally based on one of the following:
• recent arm’s length market transactions;
• current fair value of another instrument that is substantially the same;
• an earnings multiple or industry specific earnings multiple;
• the expected cash flows discounted at current rates applicable for items
  with similar terms and risk characteristics; or
• other valuation models.  

The determination of the cash flows and discount factors for unquoted equity investments requires significant estimation.
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3- INVESTMENT INCOME
	 2006	 2005
	 KD	 KD
	 	
Gain on sale of investments	 146,194	 10,434,670
Dividend income	 738,350	 1,032,355
	 	
	 884,544	 11,467,025
	 	
	 	

4 -BASIC AND DILUTED EARNINGS PER SHARE ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT COMPANY

Basic and diluted earnings per share attributable to equity holders of the parent company is computed by dividing the profit for 
the year attributable to equity holders of the parent company by the weighted average number of ordinary shares outstanding 
during the year (excluding treasury shares).

	 2006	 2005
	 	
Profit for the year attributable to equity holders of the parent company (KD)	 49,030,836	 17,543,488
	 	
Weighted average number of ordinary shares outstanding during	 	
the year (excluding treasury shares) 	 300,523,330	 303,217,617
	 	
Basic and diluted earnings per share attributable to equity holders ofthe parent company 	 163.2 fils 	 57.9 fils
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5- ACCOUNTS RECEIVABLE AND OTHER ASSETS
	 2006	 2005
	 KD	 KD
	 	
Hotel guests and care home residents receivables 	 2,436,208	 2,357,520
Rent receivable	 343,269	 176,549
Due from related parties (Note 20)	 2,247,075	 613,966
Staff receivables (Note 20)	 1,217,782	 1,659,654
Deposits and prepaid expenses	 515,059	 439,258
Advance payments to contractors	 1,172,550	 67,032
Other receivables	 437,834	 1,793,701
	 	
	 8,369,777	 7,107,680
	 	
	 		  	
Due from related parties include an amount of KD 443,502 (2005: KD 404,028) advanced to key management personnel of a 
subsidiary company on 31 July 2003 to finance their participation in an employee share option scheme of the subsidiary.  Under 
the terms of the loan agreement, the borrowers are liable for interest at 6% (2005: 6%) per annum payable at the end of the 
calendar year.  The principal including any unpaid interest is repayable when a borrower exits the share option scheme.  Since the 
loan does not have a fixed repayment date, the fair value of the loan is not determinable.
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6- AVAILABLE FOR SALE INVESTMENTS
	 2006	 2005
	 KD	 KD
	 	
Managed portfolios	 10,895,113	 8,881,290
Managed funds	 7,070,599	 7,274,249
Unquoted funds	 2,568,500	 2,258,000
Unquoted securities	 16,284,818	 9,685,419
	 	
	 36,819,030	 28,098,958
	 	
	 	
	 2006	 2005
	 KD	 KD
	 	
Local	 20,093,919	 18,277,896
Foreign	 16,725,111	 9,821,062
	 	
	 36,819,030	 28,098,958
	 	
	 	
	 	
Unquoted funds and securities amounting to KD 18,853,318 (2005: KD 11,943,419) are carried at cost less impairment since fair 
values cannot be reliably estimated and the investment managers have been unable to indicate any estimates of the range within 
which fair values might lie.  Management is not aware of any further indications of impairment in respect of these investments.  
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7- SUBSIDIARIES

Details of subsidiaries are set out below:

	 2006	 2005		

Haddia Holding GMBH	 89.72%	 89.72%	 Germany		  Holding company
SAREC GMBH	 89.72%	 89.72%	 Germany		  Leasing of properties
Dana GMBH	 89.72%	 89.72%	 Germany		  Care home operator
Dana ambulante GMBH 	 89.72%	 89.72%	 Germany		  Care home service provider
Gredo GMBH	 89.72%	 89.72%	 Germany		  Care home catering service provider
Drawbridge Securities Limited	 50.00%	 50.00%	 United Kingdom	 Property development
Bunyan Al-Salhia Project
 Management Company W.L.L.	 100%	 -	 Kuwait		  Project management

During the year, the parent company established a local subsidiary, Bunyan Al-Salhia Project Management Company W.L.L., with a capital 
of KD 100,000. 
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8- INVESTMENT IN JOINT VENTURE

This represent the group’s 50% (2005: 50%) interest in a United Kingdom based joint venture entity, Key Property Investments, 
engaged in real estate leasing and development.

	 2006	 2005
	 KD	 KD
Carrying amount of the investment in the joint venture:	 	
	 	
At 1 January	 15,446,824	 17,188,349
Dividend received	 -    	 (855,000)
Share in the joint venture’s results net of tax of KD 878,348 (2005: KD 589,989) 	 789,228	 907,759
Foreign currency translation adjustment	 2,339,143	 (1,794,284)
	 	
At 31 December	 18,575,195	 15,446,824
	 	
Share of joint venture entity’s assets and liabilities:	 	
Current assets	 2,694,390	 7,345,680
Long-term assets	 70,390,190	 56,030,690
Current liabilities	 1,215,525	 958,088
Long-term liabilities	 53,293,860	 46,971,458
	 	
Share of joint venture entity’s revenue and expenses:	 	
Revenues	 6,968,268	 6,193,479
Expenses	 6,179,040	 5,285,720
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9- INVESTMENT PROPERTIES 
	 Freehold		
	 land	 Buildings	 Total
	 KD	 KD	 KD
			 
Balance at 1 January 2006	 27,915,669	 36,242,894	 64,158,563
Additions	 -    	 209,305	 209,305
Transfer to property, plant and equipment 	 (4,794,450)	 (6,261,390)	 (11,055,840)
Depreciation for the year	 -    	 (1,499,579)	 (1,499,579)
	 	 	
Balance at 31 December 2006	 23,121,219	 28,691,230	 51,812,449
	 	 	
Cost	 23,121,219	 41,040,233	 64,161,452
Accumulated depreciation 	 -   	 (12,349,003)	 (12,349,003)
	 	 	
Balance at 31 December 2006	 23,121,219	 28,691,230	 51,812,449
	 	 	

Freehold land and buildings with a carrying value of KD 14,717,963 (2005: KD 15,273,297) is mortgaged against certain bank 
loans (Note 13).  

The fair value of the investment properties amounted to KD 231,779,178 at the balance sheet date (2005: KD 215,773,567).  
The fair values have been determined by reference to independent third party valuations provided by professionally qualified 
valuers using acceptable methods of calculation such as sales comparison and income capitalisation.
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Balance at 1 January 2006	 20,953,244	 67,542,850	 6,265,540	 105,743	 4,413,752	 99,281,129
Additions	 -    	 63,592	 631,339	 53,924	 15,180,701	 15,929,556
Disposals	 (16,536,771)	 -    	 (204,171)	 -    	 (403,196)	 (17,144,138)
Transfers from capital work in
progress and investment properties	 4,567,975	 445,695	 8,641,533	 538	 (2,599,901)	 11,055,840
Depreciation for the year	 -    	 (1,547,671)	 (2,109,726)	 (43,472)	 -    	 (3,700,869)
Foreign currency
translation adjustment 	 (211,715)	 (1,412,942)	 (56,130)	 -    	 215,193	 (1,465,594)
	 	 	 	 	 	
Balance at 31 December 2006	 8,772,733	 65,091,524	 13,168,385	 116,733	 16,806,549	 103,955,924
	 	 	 	 	 	
						    
Cost	 8,772,733	 81,281,049	 27,584,870	 376,366	 16,806,549	 134,821,567
Accumulated depreciation	 -    	 (16,189,525)	 (14,416,485)	 (259,633)	 -    	 (30,865,643)
	 	 	 	 	 	
Net carrying amount at
31 December 2006	 8,772,733	 65,091,524	 13,168,385	 116,733	 16,806,549	 103,955,924
	 	 	 	 	 	

Salhia Real Estate Company K.S.C. (Closed) and Subsidiaries
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2006

10- PROPERTY, PLANT AND EQUIPMENT

During the year, the parent company sold a plot of land to its associate and recorded a gain of KD 49,056,614 (Note 14).

Freehold land and buildings with a carrying value of KD 18,187,127 (2005: KD 18,390,587) are mortgaged against certain loans (Note 13).

Freehold
land
KD

Buildings
KD

Furniture
and

equipment
KD

Motor 
vehicles

KD

Capital
work in 
progress

KD
Total
KD
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Balance at 1 January 2006	 20,953,244	 67,542,850	 6,265,540	 105,743	 4,413,752	 99,281,129
Additions	 -    	 63,592	 631,339	 53,924	 15,180,701	 15,929,556
Disposals	 (16,536,771)	 -    	 (204,171)	 -    	 (403,196)	 (17,144,138)
Transfers from capital work in
progress and investment properties	 4,567,975	 445,695	 8,641,533	 538	 (2,599,901)	 11,055,840
Depreciation for the year	 -    	 (1,547,671)	 (2,109,726)	 (43,472)	 -    	 (3,700,869)
Foreign currency
translation adjustment 	 (211,715)	 (1,412,942)	 (56,130)	 -    	 215,193	 (1,465,594)
	 	 	 	 	 	
Balance at 31 December 2006	 8,772,733	 65,091,524	 13,168,385	 116,733	 16,806,549	 103,955,924
	 	 	 	 	 	
						    
Cost	 8,772,733	 81,281,049	 27,584,870	 376,366	 16,806,549	 134,821,567
Accumulated depreciation	 -    	 (16,189,525)	 (14,416,485)	 (259,633)	 -    	 (30,865,643)
	 	 	 	 	 	
Net carrying amount at
31 December 2006	 8,772,733	 65,091,524	 13,168,385	 116,733	 16,806,549	 103,955,924
	 	 	 	 	 	

During the year, the parent company sold a plot of land to its associate and recorded a gain of KD 49,056,614 (Note 14).

Freehold land and buildings with a carrying value of KD 18,187,127 (2005: KD 18,390,587) are mortgaged against certain loans (Note 13).
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11- DUE TO BANKS

Due to banks represent bank overdrafts and are subject to effective interest rates ranging from 7.75% to 8.25% per annum 
(2005: 7.5% to 8.5% per annum).

12- ACCOUNTS PAYABLE AND OTHER LIABILITIES
	 2006	 2005
	 KD	 KD
	 	
Accounts payable	 1,524,660	 1,931,279
Retentions payable	 57,535	 1,126,699
Accrued expenses	 2,480,300	 1,330,137
Deposits from tenants, hotel and care home guests	 2,166,173	 1,301,155
Rents received in advance	 732,615	 374,882
Employees’ terminal benefits	 1,988,998	 1,704,914
Provisions	 133,071	 103,700
Kuwait Foundation for the Advancement of Sciences	 457,657	 163,985
National Labour Support Tax	 1,271,269	 403,114
Directors fees	 165,000	 110,000
Other payables	 582,335	 2,220,087
	 	
	 11,559,613	 10,769,952
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13- LONG-TERM LOANS

Long-term loans are denominated in the following currencies:
	 2006	 2005
	 KD	 KD
	 	
Kuwaiti Dinars	 34,100,000	 41,746,250
Euro 	 35,963,919	 38,532,676
Japanese Yen 	 2,695,000	 2,750,000
US Dollars	 -    	 882,000
Pound sterling	 7,116,500	 -    
	 	
	 79,875,419	 83,910,926
	 	
	 	
The loans are due for repayment as follows:	 	
	 2006	 2005
	 KD	 KD
	 	
Installments payable within one year	 10,414,841	 9,806,721
Installments payable within one year to two years	 11,035,812	 10,450,492
Installments payable within two years to three years	 10,860,543	 11,079,905
Installments payable within three years to four years	 8,351,989	 10,914,085
Installments payable after four years	 39,212,234	 41,659,723
	 	
	 79,875,419	 83,910,926
	 	
	 		  	

The loans are repayable in equal periodic installments over variable periods of time with maturities extending
to 31 December 2015.
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13- LONG-TERM LOANS (continued)

The Kuwaiti Dinar loans carry variable interest rates, which range from 1% to 2% per annum (2005: 1% to 2% per annum) over 
the Central Bank of Kuwait discount rate.  The interest rate on these loans reprices when the Central Bank of Kuwait discount 
rate changes.  The foreign currency loans carry both variable and fixed interest rates which range from 1.5% to 1.75% per 
annum (2005: 1.5% to 2.5% per annum) over LIBOR.  The variable interest rate loans are repriced every 3 to 6 months.  

Bank loans of the group with a carrying value of KD 79,875,419 (2005: KD 83,910,926) are secured by investment properties 
with a carrying value of KD 14,717,963 (2005: KD 15,273,297) and fixed assets with a carrying value of KD 18,187,127 (2005: 
KD 18,390,587) owned by the group.  Of these, bank loans amounting to KD 34,238,029 (2005: KD 36,894,326) have been 
obtained by subsidiaries under the terms of which lenders have no recourse to the parent company in the event of default. 

A loan of Euro 21,000,000 (KD equivalent: 7,801,500) was obtained by a subsidiary company during December 2003 based on 
an assurance provided by the parent company to the creditor bank that, for a period of four years commencing 3 December 
2003, the subsidiary company will be sufficiently liquid to meet interest and principal repayments as well as any other charges 
thereon at each maturity date. 
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14- INVESTMENT IN ASSOCIATE / DEFERRED GAIN
	 2006
	 KD
	
Investment in associate	 40,000,000
Elimination of gain on sale of real estate asset	 (49,056,614)
	
Deferred gain	 (9,056,614)
	
	
During the year, the parent company increased the share capital of a recently established, inactive wholly owned subsidiary, Al-
Asima Real Estate Company K.S.C. from KD 1,000,000 to KD 80,000,000 resulting in the dilution of the parent company’s equity 
interest to 50% and loss of control. Accordingly, the investment has been classified as an associate.

Subsequently, the parent company sold a real estate asset with a carrying value of KD 16,536,771 to its associate resulting in a 
gain of KD 98,113,228 of which the parent company recorded KD 49,056,614 after eliminating the share of the gain attributable 
to its interest in the associate’s equity. The excess of the gain over the cost of the investment in the associate has been accounted 
for as deferred gain and will be offset against future increases in the carrying value of the associate until the deferred gain is 
fully utilised.  

	 2006
	 KD
Share of associates’ assets and liabilities:	
Assets	 58,938,342
Liabilities	 (18,938,342)
	
Net assets	 40,000,000
Adjustment to properties under development	 (49,056,614)
	
Net assets after adjustment	 (9,056,614)
	
	
Since the associate is a recently formed company, the fair value of this associate is not materially different from the carrying 
value.
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15- SHARE CAPITAL

As at 31 December 2006, the parent company’s authrised, issued and fully paid share capital consist of 314,923,698 shares of 
100 fils each (2005: 314,923,698 shares of 100 fils each).

16- TREASURY SHARES

At 31 December 2006, the parent company held 15,137,108 of its own shares (2005: 13,972,108), equivalent to 4.8% (2005: 
4.4%) of the total issued share capital at that date.  The market value of these shares at the balance sheet date was KD 8,476,780 
(2005: KD 10,758,523).  Reserves of the parent company equivalent to the cost of the treasury shares have been ear-marked as 
non distributable.

17- STATUTORY AND VOLUNTARY RESERVES

As required by the Commercial Companies Law and the parent company’s articles of association, 10% of profit for the year 
before contribution to KFAS, NLST and directors fees is transferred to statutory reserve. The parent company may resolve to 
discontinue such annual transfers when the reserve equals or exceeds 50% of paid-up share capital.  Distribution of this reserve 
is limited to the amount required to enable the payment of a dividend of 5% of paid-up share capital to be made in years when 
accumulated profits are not sufficient for the payment of a dividend of that amount.

As required by the parent company’s articles of association, 10% of profit for the year before contribution to KFAS, NLST and 
directors fees is transferred to voluntary reserve. Such transfer may discontinue by a resolution at the General Assembly.

18- CUMULATIVE CHANGES IN FAIR VALUE

The movement in cumulative changes in fair value are analysed as follows:

	 2006	 2005	
	 KD	 KD	
	 	 	
Balance at 1 January	 (66,452)	 977,582	
Realised gain on sale during the year	 -    	 (987,971)	
Change in fair value during the year	 (2,629,075)	 (56,063)	
	 	 	
Balance at 31 December	 (2,695,527)	 (66,452)	
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19- CASH AND CASH EQUIVALENTS	 	
	 	 	
Cash and cash equivalents included in the consolidated cash flow statement of include the following balance sheet 
amounts:	 	 	
	 2006	 2005
	 KD	 KD
	 	
Cash and bank balances 	 2,458,249	 2,540,085
Fixed deposits	 20,000,000	 -    
Due to banks	 (6,925,347)	 (19,477,462)
	 	
Cash and cash equivalents	 15,532,902	 (16,937,377)
	 	
	 	
	 		  	 	
Fixed deposits are placed with local banks and yield an effective interest rate of 6.375% per annum and mature within three 
months of the placement date.

20- RELATED PARTY TRANSACTIONS

These represent transactions with certain parties (associates, major shareholders, directors and executive officers of the parent 
company, close members of their families and companies of which they are principal owners or over which they are able to 
exercise significant influence) entered into by the group in the ordinary course of business.  Pricing policies and terms of these 
transactions are approved by the group’s management.  

Transactions with related parties included in the consolidated income statement are as follows:

Operating costs	 -    	 -    	 -    	 -    	 260,887
Gain on sale of properties	 49,056,614	 -    	 -    	 49,056,614	 -    

Balances with related parties included in the balance sheet are as follows:

Amounts due from related parties	 1,440,975    	 -    	            806,100    	 2,247,075    	 613,966
Staff receivables	 -	 -             	1,217,782    	 1,217,782	 1,659,654    

Associates
KD

Major
 shareholders

KD 

Other related 
parties

KD 

Total  
2006
KD 

Total  
2005
KD 

Associates
KD

Major  shareh-
holders

KD 

Other related 
parties

KD 

Total  
2006
KD 

Total  
2005
KD 
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20- RELATED PARTY TRANSACTIONS (continued)

Compensation of key management personnel
The remuneration of key management personnel of the group during the year were as follows:

	 2006	 2005
	 KD	 KD
	 	
Short-term benefits	 1,101,196	 1,201,458
Employees’ end of service benefits	 907,940	 728,870
	 	
	 2,009,136	 1,930,328
	 	
	 	
21- STAFF COSTS

For the year ended 31 December 2006, staff costs amounted to KD 11,432,874 (2005: KD 12,007,951).

22- PROPOSED DIVIDEND

The parent company’s board of directors have proposed cash dividend of 50 fils (2005: 50 fils) per share for the year ended 31 
December 2006 and issuance of bonus shares of 15% (2005: Nil) of the paid up share capital.  This proposal is subject to the 
approval of the annual general assembly of the shareholders of the parent company and completion of legal formalities.  

23- SEGMENTAL INFORMATION

Primary segment information

The group is organised into functional divisions to manage its various lines of business.  For the purposes of primary segment 
reporting, the parent company’s management has grouped the group’s products and services into the
following business segments:
• Real estate operations: Consist of development and leasing of property.
• Hotel operations: Consist of the hotel hospitality services provided through JW Marriott Hotel – Kuwait, Courtyard Marriott 

Hotel-Kuwait and Arraya Ball Room - Kuwait. 
• Care home operations: Consist of care home activities provided by subsidiary companies. 
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Segment revenue	 10,203,045	 13,262,412	 13,037,913	 36,503,370
Segment operating costs	 (2,384,384)	 (4,610,424)	 (9,184,990)	 (16,179,798)
	 	 	 	
Segment results	 7,818,661	 8,651,988	 3,852,923	 20,323,572
Share of income from joint venture’s result	 1,667,576	 -    	 -    	 1,667,576
Depreciation	 (3,975,820)	 -    	 (1,224,628)	 (5,200,448)
Other operating expenses	 (1,155,262)	 (3,927,946)	 (1,226,473)	 (6,309,681)
	 	 	 	
Profit from operations	 4,355,155	 4,724,042	 1,401,822	 10,481,019
Interest income	 			   131,375
Finance costs	 			   (8,846,378)
Other non-operating income	 			   50,056,659
	 			 
Profit before tax	 			   51,822,675
Foreign tax	 			   (971,917)
	 			 
Profit before contribution to KFAS, NLST	 			 
and Directors’ fees	 			   50,850,758
	 			 
Profit for the year	 			   48,956,832
	 			 
Other information:	 			 
Segment assets	 171,824,245	 3,837,086	 48,216,406	 223,877,737
Investment in joint venture	 18,575,195			   18,575,195
	 			 
Total assets	 			   242,452,932
	 			 
Segment liabilities	 63,122,459	 3,837,086	 31,400,834	 98,360,379
	 			 
Total liabilities	 			   98,360,379
	 			 
Capital expenditure	 5,070,222	 -    	 10,859,334	 15,929,556
	 			 
	 			 

Real estate 
operations

KD

Hotel 
operations

KD

Care home 
operations

KD
Total
KD

23- SEGMENTAL INFORMATION (continued)
The following is the detail of the above segments, which constitutes the primary segment information:

31 December 2006
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Segment revenue	 9,267,710	 12,018,944	 12,490,955	 33,777,609
Segment operating costs	 (752,706)	 (4,388,153)	 (8,526,456)	 (13,667,315)
	 	 	 	
Segment results	 8,515,004	 7,630,791	 3,964,499	 20,110,294
Share of income from joint venture’s result	 1,497,748	 -    	 -    	 1,497,748
Depreciation	 (3,987,205)	 -    	 (1,211,011)	 (5,198,216)
Other operating expenses	 (2,039,530)	 (4,187,921)	 (1,116,785)	 (7,344,236)
	 	 	 	
Profit from operations	 3,986,017	 3,442,870	 1,636,703	 9,065,590
Interest income				    69,011
Finance costs				    (7,144,652)
Other non-operating income				    16,643,667
				  
Profit before tax				    18,633,616
Foreign tax				    (455,854)
				  
Profit before contribution to KFAS, NLST				  
  and Directors’ fees				    18,177,762		
Other non-operating expenses				    (677,099)
				  
Profit for the year				    17,500,663
				  
				  
Other information:	
Segment assets	 151,650,061	 2,282,965	 47,683,611	 201,616,637
Investment in joint venture 	 15,446,824	 -    	 -    	 15,446,824
				  
Total assets				    217,063,461
				  
Segment liabilities	 73,256,380	 2,829,957	 38,072,003	 114,158,340
				  
Total liabilities				    114,158,340
				  
Capital expenditure	 6,967,036	 -    	 607,937	 7,574,973
				  
				  
	 			 

Real estate 
operations

KD

Hotel 
operations

KD

Care home 
operations

KD
Total
KD

23- SEGMENTAL INFORMATION (continued)
The following is the detail of the above segments, which constitutes the primary segment information:

31 December 2005
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Revenue 23,465,457 13,037,913 36,503,370 21,286,654 12,490,955 33,777,609

Assets 194,236,526 48,216,406 242,452,932 153,933,026 63,130,435 217,063,461

Capital expenditure 5,070,222 10,859,334 15,929,556 6,967,036 607,937 7,574,973

Kuwait
KD

23- SEGMENTAL INFORMATION (continued)

Secondary segment information 

The group operates in two geographic markets: Kuwait and Europe. The following table shows the distribution of the group’s 
segment revenues, assets and capital expenditure.  

Europe
KD

Total
KD

Kuwait
KD

Europe
KD

Total
KD

31 December 2006 31 December 2005

62



Salhia Real Estate Company K.S.C. (Closed) and Subsidiaries
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
At 31 December 2006

 

24- FAIR VALUE OF FINANCIAL INSTRUMENTS

In the ordinary course of business the group uses non-derivative financial instruments. The carrying values of variable rate short-
term and long-term loans approximates their fair values because of the short- term repricing of interest rates.  Fixed rate long 
term loans approximate their fair values because prevalent interest rates for similar loans are not significantly different from 
contractual rates.  In the opinion of the parent company’s management, carrying values of all other financial instruments are not 
significantly different from fair values except as noted in Notes 5 and 6.

25- RISK MANAGEMENT
	
Details of the group’s principal risk exposures and how they are managed are as follows:
	  
Credit risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur 
a financial loss.

Financial assets which potentially subject the group to credit risk consist principally of bank balances and cash and receivables.

The group’s bank balances are placed with high creditworthy financial institutions.  The group’s receivables are diversified across 
large number of customers thereby limiting credit risk exposure.

The group also controls credit risk by monitoring credit exposures, limiting transactions with specific counterparties and assessing 
the creditworthiness of counterparties.
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25- RISK MANAGEMENT (continued)
 
Market risk
Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices, whether 
those changes are caused by factors specific to the individual security, or its issuer, or factors affecting all securities traded in the 
market.

The group is exposed to market risk with respect to its investments.
	
The group limits market risk by maintaining a diversified portfolio and by continuous monitoring of developments in international 
equity and bond markets.  In addition, the group actively monitors the key factors that affect stock and bond market movements, 
including analysis of the operational and financial performance of investees. 

Interest rate risk
The group has significant financial liabilities that are subject to interest rate risk.  Interest rate risk to the group is the risk of 
changes in market interest rates increasing the interest cost of its financial liabilities.  The group limits interest rate risk by 
borrowing at variable interest rates with short repricing maturities and by monitoring changes in interest rates in the currencies 
in which its loans are denominated.     

Currency risk
Currency risk is the risk that the value of the financial instrument will fluctuate due to changes in foreign exchange rates.  
	
Currency risk principally arises from the group’s exposure to investments in overseas markets and borrowings in foreign currency.  
The group seeks to limit its exposure by investing in US dollar, Japanese Yen, Euro and Pound Sterling denominated markets and 
otherwise by borrowing in currencies that approximately match its investments in non-US dollar denominated markets.    
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25- RISK MANAGEMENT (continued)

Currency risk (continued)	
The group had the following significant net exposures denominated in foreign currencies as of 31 December:
	
	 2006	 2005
	 KD	 KD
	 Equivalent	 Equivalent
	 Long (short)	 Long (short)
	 	
US Dollars	 12,546,541	 5,569,599
Japanese Yen	 (2,695,000)	 (3,632,360)
Euro	 11,381,493	 (8,766,680)
Pound Sterling	 469,955	 418,857
	 	
Liquidity risk
Liquidity risk is the risk that the group will encounter difficulty in raising funds to meet commitments associated with financial 
liabilities.

Liquidity requirements are monitored on a regular basis and management ensures that sufficient funds, and borrowing lines are 
available to meet any commitments as they arise.

Equity price risk
Equity price risk arises from the change in the fair values of equity investments.  The group’s quoted equity investments are 
primarily listed on the Kuwait Stock Exchange.

26- CONTINGENT LIABILITIES AND CAPITAL COMMITMENTS

At the balance sheet date, the group had the following contingencies and capital commitments:

	 2006	 2005
	 KD	 KD
	 	
Letters of guarantee 	 23,878,840	 24,702,310
Uncalled capital of an unquoted investments	 1,218,777	 1,518,777
Construction project	 8,757,972	 1,420,500
	 	
	 33,855,589	 27,641,587
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