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Given the severe losses sustained by the investment sector in Kuwait, which 
dwarf those of other GCC nations, a move towards increased regulation of the 
sector has been expected for some time. The sector lost over USD 2 bn in 
2009 following a monstrous loss of upwards of USD 3 bn in 2008, and 
continues to post an aggregate loss of over USD 100 mn in 1Q10 (an annual  
run rate of USD 400 mn). The losses are tied to impaired assets which 
companies have been writing-off in an attempt to restore some health to their 
balance sheets. Liquidity and over-leverage have also been an issue for the 
sector, whose assets are often comprised of difficult to value and illiquid 
investments which are then pledged as collateral against further borrowings. 
These issues were not bothersome during the boom periods; however, when 
the global financial crisis hit, it exposed the sector’s vulnerabilities resulting in 
a massive destruction of wealth.  
 
Consequently, in June 2010, the Central Bank of Kuwait (CBK) issued an 
announcement of tightened regulation over the sector through three criteria 
spanning liquidity and leverage. The new regulations are effective 
immediately with the CBK expecting quarterly reports on the same, but it has 
given the sector until June 2012 to fully comply with the new measures or 
face as yet unnamed action from the CBK. According to CBK, nearly 50% of 
investment companies (both listed and unlisted) comply fully with all the three 
criteria. Given the fact that CBK’s criteria are more stringent than the 
traditional definition of these ratios, we believe this will alleviate much of the 
negative sentiment associated with investment companies due to the financial 
crisis. 
 
In our assessment, the new regulations aim to increase transparency, 
credibility and uniformity in the investment sector, which has grown to be of 
systemic importance to the Kuwait financial sector; the move from CBK would 
have also been inspired by its pioneering engagement with Basel II banking 
accords (Kuwait was the first Arab country to adopt the accords back in 
2005). The new regulations may mirror those of Basel due to the similar skill 
set required in implementation which CBK would already posses.  
 
 
These regulations provide a level playing field of sorts whereby the health of 
the sector, and its constituent firms, could be objectively measured and 
compared, which would significantly ramp up investor confidence in the 
country with a positive trickledown effect to the banking sector.  
 

 
 
 
 
 
 
 
 
 
 
 
 

 
June 2010 
 
 
 
 
Research Highlights:  
Reviewing the new Central 
Bank of Kuwait regulations on 
the Kuwait Investment Sector 
 
 
 
 
 
 
 
Markaz Research is 
available on Bloomberg  
Type “MRKZ” <Go> 
 
 
 
 
 
 
 
 
 
 
 
 
M.R. Raghu CFA, FRM 
Head of Research 
+965 2224 8280 
rmandagolathur@markaz.com 
 
 
Layla Jasem Al-Ammar 
Senior Analyst 
+965 2224 8000 ext. 1205 
LAmmar@markaz.com 
 
 
 
 
 
Kuwait Financial Centre 
“Markaz” 
 
P.O. Box 23444, Safat 13095, 
Kuwait 
Tel: +965 2224 8000  
Fax: +965 2242 5828 
markaz.com 
 



R E S E A R C H 
June 2010 

 

 
 Kuwait Financial Centre “Markaz” 

 

 

2 

The New Regulations 
 
1.  Leverage Ratio: 
The company’s leverage ratio (Total Liabilities/Equity) cannot exceed 2:1. 
Total Liabilities has been defined as all liabilities ex. general and specific 
provisions.  
 
2.   Quick Ratio  
This ratio (also known as the Acid Ratio) is a stringent measure of a 
company’s ability to service short-term obligations. The CBK circular mandates 
an even stricter calculation of the ratio. The ratio normally entails dividing 
quick assets (Cash & Equivalents., Marketable Securities, and Accounts 
Receivable) by Current Liabilities. The CBK regulation further constricts the 
numerator by only allowing for the following to be included: 
 
- Cash & Equivalents, 
- Government and other sovereign debt (provided it is rated triple B or 

above) 
 
The removal of Accounts Receivables and Marketable Securities is notable and 
results in many companies failing to meet this criterion. Furthermore, where 
the original ratio divides by Current Liabilities, the Central Bank requires the 
use of Total Liabilities. CBK is requiring that all companies have a minimum 
ratio of 10%. 
 
3. Foreign Exposure Limit 
The CBK mandates that foreign exposure (debt) must be limited to 50% of 
total equity or 25% of total liabilities (given the leverage ratio limit). The 
regulation defines foreign exposure by the locale of the foreign lender rather 
than the denomination of the debt.  
 
Where does the Sector Stand Now?  
 
The Investment Sector is expected to be fully compliant with the new 
measures by mid-2012, but the immediate question which sprang to mind 
was: where does the sector stand now with regards to these criteria?  
 
The Central Bank has already made moves towards answering that question 
on the current compliance of the sector (without specifying the criteria). As 
per the latest announcement; 
 
- 94 (out of 100) companies meet at least one criteria  
- 82  firms meet 2 out of 3 criteria, 
- 49 companies currently meet all three criteria.   
 
We conducted a screening on 32 listed Investment Companies (excluding 5 
which had no 2009 financials available) to ascertain the level of compliance. It 
should be mentioned that this universe is far lower than the total number of 
companies (100). However, the sector is top heavy and we believe the 
analysis is still relevant. 
 
According to the IMF Kuwait report (May 2009), the investment sector has 
assets which are over 100% of those of the banking sector, making the sector 
systemically important to the financial stability of the banking sector and 
economy as a whole. Due to the global credit crisis, investment companies, 
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which make up over 11% of bank loan books1, have seen their traditional 
lines of credit tighten dramatically making it increasingly difficult for them to 
finance maturing debt as over 65% of assets are illiquid in nature and difficult 
to use in paying off debt. Additionally, continued asset devaluation and 
balance sheet mismatches (Assets v Liabilities) place increased strain on the 
sector and, by extension, the market.  
 
1. Leverage Ratio 
Surprisingly, we found the highest level of compliance among listed firms to 
be in this arena, with 75% of the firms having a leverage ratio lower than 2. 
However, the three largest firms by total assets (Global Investment House, 
Aref Investment Group, and International Financial Advisors) remain over-
leveraged with ratios of 4.1, 2.7 and 3, respectively. The average leverage 
ratio for the group of firms is 1.86, which is near the CBK mandated limit of 2, 
but higher than the 1.67 average seen in 2008 due to the declines in equity 
seen in 2009. Total liabilities for the sector declined by 13% in 2009 while 
Equity contracted by 21%. 
 
2. Quick Ratio 
As mentioned above, the definition for quick assets has been stringently 
defined by the Central Bank as Cash & Equivalents and highly rated sovereign 
debt that can be liquidated within a month, excluding marketable securities 
and receivables which are traditionally used in the ratio. The CBK also 
constricts the ratio by mandating that the coverage be on total liabilities 
rather than current liabilities. The average coverage for the group of 
companies amounted to 12% in 2009 i.e. just over the CBK stipulation of 
10% of total liabilities. This is down from 15% in 2008 as current assets 
constricted by 22% in 2009. 
 
Our screening showed that 44% of the firms under our universe are currently 
in compliance with this criterion (Table 1), with compliance ranging from a 
bare 10% to a high of 50% coverage; while the companies which are not 
currently compliant have ratios ranging from 1% - 9%. As per our screening, 
just 34% of listed firms meet both criteria as of 2009 data.  
 

Table 1: Criteria 1 & 2 compliance Summary 

 Number of Companies % of total 
companies 

Meeting Criteria 1 24 75% 

Meeting Criteria 2 14 44% 

Meeting Criteria 1 & 2 11 34% 
Source: Markaz Research 
 
3. Foreign Exposure  
This criterion proved prohibitively difficult to screen for as companies are not 
required to report the origin of debt, or even its denomination. Consequently, 
we have used CBK data on the whole sector (listed and unlisted). The sector’s 
foreign exposure stood at 23% (of total liabilities) in 2009, up from 21% in 
2008 with a low of 18% in 2005/2006 (Table 2). Foreign liabilities have grown 
at a CAGR of 13% from 2004-2009 while Total Liabilities have grown at a 
16% CAGR in the same period.    
 
 
 
 

                                                
1 Kuwait: Financial Strains are Easing, Institute of International Finance (IIF), June 2010 
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Table 2: Total Investment Sector (KD mn) 
  

Total Foreign Liabilities Total Liabilities FL/TL 
Number of  
Companies 

2004 1,646 6,360 26% 42 
2005 1,664 9,429 18% 56 

2006 2,396 13,135 18% 73 
2007 3,146 16,057 20% 79 
2008 3,586 16,982 21% 99 
2009 3,450 15,128 23% 100 
CAGR 13% 16%   

 Source: Central Bank of Kuwait 
 
The majority of foreign liabilities are held by conventional firms at 54% in 
2009; however, this is on a declining trend as Islamic firms see a surge in 
foreign borrowing, from a meager 4% to 46% in 2009 (Table 3) as Islamic 
firm’s Foreign Liabilities grew exponentially from just KD 68 mn in 2004 to KD 
1.6 bn in 2009. Foreign exposure in Conventional firms was at 23% in 2009, 
down from 32% in 2004 while the same among Islamic firms is on the rise, 
from 5% in 2004 to 22% in 2009.   

 
Table 3: Conventional v. Islamic Investment Companies 
  Foreign Liabilities / Total Liabilities Share of Total Foreign Liabilities 

  Conventional Islamic Conventional Islamic 

2004 32% 5% 96% 4% 

2005 23% 4% 94% 6% 

2006 25% 7% 86% 14% 

2007 26% 10% 79% 21% 

2008 22% 20% 56% 44% 

2009 23% 22% 54% 46% 
Source: Central Bank of Kuwait 
 
Given that the full sector data from CBK on foreign exposure shows it to be 
below the CBK’s threshold of 25% of total liabilities (or 50% of equity), we 
suspect this to be the criterion CBK has stated is at 94% compliance.  
 
Commentary on the New Regulations 
 
While the new regulations on investment companies are welcome news to the 
market as any measure which increases transparency and credibility can only 
be a positive for the country, a few areas of concern emerge:  
 
Fair Value Reserve: 
The equity value which is used in the calculation of the ratios encompasses all 
reserves, which would include fair value reserves. The problem arises in the 
valuation method used in this segment which can be vague at best and 
completely misrepresentative of “actual” value in the worst case. By 
misrepresenting the fair value of Assets Available for Sale, a company can 
inflate its Fair Value Reserve (and therefore Equity figure) by booking 
Unrealized Gains, which would produce a lower leverage ratio.  
 
In the preparation of 2009 Annual Reports, investment companies have 
adopted a practice of segmenting Assets Available for Sale in terms of their 
valuation methods (Level 1 is quoted securities, Level II is unquoted funds 
and bonds whose value is determined by observed market transactions, and 
Level III which is unquoted equities valued using generally accepted pricing 
models), a similar segmenting practice would be useful in the fair value 
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reserve so that the “fairest” and most realistic equity figure can be used in 
calculating leverage.  
 
Foreign Exposure Limit 
The limitation placed on investment companies’ foreign debt exposure (50% 
of equity or 25% of total liabilities) seems adequate, especially given that 
there are really only a handful of companies (albeit large ones) that have a 
problem in this area.  
 
Our concern arises in the reporting arena; we believe that the passing of a 
regulation mandating the reporting of debt (by its country of origin) would go 
a long way towards improving transparency, credibility and confidence in the 
investment sector. Currently, the reporting on foreign debt is fairly optional, 
with some companies reporting whether it is local or foreign in origin while 
others report the denomination (which is not necessarily indicative of origin) 
while others report neither.  

 
Conclusion 
 
The new CBK regulations which aim to increase oversight on the investment 
sector are a welcome move by the authority; the ratios are clearly defined, 
and in some cases are more stringent than what the ratio actually calls for 
(e.g. Quick Ratio), additionally, the placement of a two year deadline (full 
compliance by 2012) is a positive as it should spur companies into making 
quick strides towards improving their liquidity and leverage positions.  
 
Newspaper reports suggest that some firms have already approached CBK 
stating that they will be unable to meet the 2012 deadline which the former 
has statedly allowed provided that the companies have demonstrated serious 
and concerted efforts towards improving their financial standing. However, a 
clear cut, unbiased detailing of the penalties which await non-compliant firms, 
we believe, will go a long way towards solidifying the new regulations and 
increasing the severity of the endeavor.  Also, publishing the three metrics 
company-wise within the ambit of CBK statistical disclosure in its website on a 
periodic basis will help in dispelling speculation. 
 
Given the large role that the investment sector plays in the country, it will be 
interesting to see how the industry evolves within these parameters in terms 
of number of firms, business models, governance, reporting etc.  
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Appendix 1: Kuwait Listed Investment Firms Balance Sheet Items (as per CBK mandates) 
 
  Company Equity Total Liabilities Quick Assets^ 

   USD million 2007 2008 2009 2007 2008 2009 2007 2008 2009 

1 Global Investment House  1,118 1,050 563 2,041 3,284 2,318 290 234 387 

2 Aref Investment Group  479 1,043 598 1,138 1,536 1,659 357 576 264 

3 International Financial Advisors  852 539 500 1,167 1,368 1,639 253 190 149 

4 Commercial Facilities Co  564 518 526 746 828 586 16 95 69 

5 Noor Financial Investment  587 353 285 560 717 707 36 104 60 

6 Kuwait Investment Company  669 436 371 616 599 577 154 48 96 

7 National Investments Company  978 687 606 407 232 148 184 40 37 

8 First Investment Company  482 417 343 262 447 458 171 86 105 

9 Housing Finance Company  147 120 72 562 763 632 7 16 9 

10 Al Mal Investment Company  281 250 227 443 519 453 30 97 40 

11 Al Safat Investment Co  263 427 400 373 289 240 40 44 2 

12 
Kuwait Finance & Investment 
Company  

268 103 67 500 596 551 19 10 56 

13 Al Deera Holding Co  549 371 370 149 147 226 11 8 4 

14 Coast Investment & Development Co  325 217 166 392 413 333 3 59 17 

15 Kipco Asset Management Co  399 321 301 272 300 268 21 24 23 

16 
Al Madina for Finance & Investment 
Co 144 267 233 563 392 329 99 88 40 

17 International Finance Company 308 287 285 259 243 178 27 20 25 

18 Al Tamdeen Investment Company  580 288 234 242 249 200 4 20 18 

19 Industrial & Financial Investments  238 187 161 268 410 306 24 22 8 

20 Sokouk Holding Co.  460 406 311 134 64 52 84 8 5 

21 Kuwait Financial Centre  451 264 283 194 191 128 26 53 42 

22 Gulf Investment House  239 211 139 103 192 206 15 12 27 

23 The International Investor Company  280 130 56 409 371 327 71 13 10 

24 Bayan Investment Company  284 212 171 324 218 173 27 10 15 

25 Kuwait & Middle East Fin Inv Co  213 180 154 174 146 142 29 24 13 

26 Kuwait Invest Holding Company  236 176 158 100 62 59 16 8 11 

27 Ekttitab Holding Company 201 189 104 40 65 64 15 13 4 

28 Gulfinvest International  278 58 (85) 170 177 160 1 - 2 

29 Al Aman Investment Company  186 158 100 48 88 90 13 19 16 

30 
National International Holding 
Company 

199 180 161 13 28 26 14 2 2 

31 Al Qurain Holding Co  218 137 78 1 240 28 141 38 1 

32 Osoul Investment Co  135 76 64 69 34 26 22 25 13 

  Total 12,333 10,201 8,085 12,569 15,031 13,132 2,220 2,006 1,567 
^ as per CBK definition 
Source: Company Financials, Reuters Knowledge 
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Appendix 2: Kuwait Listed Investment Firms Ratios (as per CBK regulations) 
 

  Company TL/Equity (CBK limit 2 or less ) 
Quick Ratio  (CBK limit 10% or 

more) 

    2007 2008 2009 2007 2008 2009 

1 Global Investment House  1.83 3.13 4.11 14% 7% 17% 

2 Aref Investment Group  2.37 1.47 2.78 31% 37% 16% 

3 International Financial Advisors  1.37 2.54 3.28 22% 14% 9% 

4 Commercial Facilities Co  1.32 1.60 1.11 2% 11% 12% 

5 Noor Financial Investment  0.95 2.03 2.48 7% 15% 9% 

6 Kuwait Investment Company  0.92 1.37 1.56 25% 8% 17% 

7 National Investments Company . 0.42 0.34 0.24 45% 17% 25% 

8 First Investment Company  0.54 1.07 1.34 65% 19% 23% 

9 Housing Finance Company  3.83 6.34 8.78 1% 2% 1% 

10 Al Mal Investment Company  1.58 2.08 2.00 7% 19% 9% 

11 Al Safat Investment Co  1.41 0.68 0.60 11% 15% 1% 

12 Kuwait Finance & Investment Company  1.87 5.77 8.26 4% 2% 10% 

13 Al Deera Holding Co  0.27 0.40 0.61 7% 5% 2% 

14 Coast Investment & Development Co  1.21 1.90 2.00 1% 14% 5% 

15 Kipco Asset Management Co  0.68 0.93 0.89 8% 8% 9% 

16 Al Madina for Finance & Investment Co 3.90 1.47 1.41 18% 22% 12% 

17 International Finance Company 0.84 0.85 0.62 10% 8% 14% 

18 Al Tamdeen Investment Company  0.42 0.87 0.86 2% 8% 9% 

19 Industrial & Financial Investments  1.13 2.19 1.91 9% 5% 3% 

20 Sokouk Holding Co.  0.29 0.16 0.17 63% 13% 10% 

21 Kuwait Financial Centre  0.43 0.73 0.45 13% 28% 32% 

22 Gulf Investment House  0.43 0.91 1.48 15% 6% 13% 

23 The International Investor Company  1.46 2.85 5.84 17% 4% 3% 

24 Bayan Investment Company  1.14 1.03 1.02 8% 5% 9% 

25 Kuwait & Middle East Fin Inv Co  0.82 0.81 0.93 17% 16% 9% 

26 Kuwait Invest Holding Company  0.42 0.35 0.37 16% 13% 19% 

27 Ekttitab Holding Company 0.20 0.34 0.61 37% 20% 6% 

28 Gulfinvest International  0.61 3.06 NM 1% 0% 1% 

29 Al Aman Investment Company  0.26 0.55 0.90 27% 22% 18% 

30 National International Holding Company 0.06 0.16 0.16 112% 7% 8% 

31 Al Qurain Holding Co  0.00 1.75 0.36 NM 16% 3% 

32 Osoul Investment Co  0.51 0.44 0.41 32% 74% 50% 

  Average 1.15 1.67 1.86 18% 13% 12% 
Source: Company Financials, Reuters Knowledge 
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Disclaimer 
This report has been prepared and issued by Kuwait Financial Centre S.A.K (Markaz), which is regulated by 
the Central Bank of Kuwait. The report is intended to be circulated for general information only and should 
not to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell any financial 
instruments or to participate in any particular trading strategy in any jurisdiction. 
 
The information and statistical data herein have been obtained from sources we believe to be reliable but no 
representation or warranty, expressed or implied, is made that such information and data is accurate or 
complete, and therefore should not be relied upon as such. Opinions, estimates and projections in this 
report constitute the current judgment of the author as of the date of this report. They do not necessarily 
reflect the opinion of Markaz and are subject to change without notice. Markaz has no obligation to update, 
modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated 
herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes 
inaccurate, or if research on the subject company is withdrawn. 
 
This report does not have regard to the specific investment objectives, financial situation and the particular 
needs of any specific person who may receive this report. Investors are urged to seek financial advice 
regarding the appropriateness of investing in any securities or investment strategies discussed or 
recommended in this report and to understand that statements regarding future prospects may not be 
realized. Investors should note that income from such securities, if any, may fluctuate and that each 
security’s price or value may rise or fall. Investors should be able and willing to accept a total or partial loss 
of their investment. Accordingly, investors may receive back less than originally invested. Past performance 
is historical and is not necessarily indicative of future performance.  
 
Kuwait Financial Centre S.A.K (Markaz) does and seeks to do business, including investment banking deals, 
with companies covered in its research reports. As a result, investors should be aware that the firm may 
have a conflict of interest that could affect the objectivity of this report.  
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