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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.S.C. AND ITS SUBSIDIARIES

Report on the audit of the consolidated financial statements

Our opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of Al Kout Industrial Projects Company K.P.S.C. (the “Parent Company”) and its subsidiaries
(together 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.

What we have audited
The Group’s consolidated financial statements comprise:

e the consolidated statement of financial position as at 31 December 2018;

e the consolidated statement of profit or loss for the year then ended;

e the consolidated statement of comprehensive income for the year then ended;

e the consolidated statement of changes in equity for the year then ended;

e the consolidated statement of cash flows for the year then ended; and

¢ the notes to the consolidated financial statements, which include a summary of significant accounting
policies.

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

Independence

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 the ethical requirements that
are relevant to our audit of the consolidated financial statements in the State of Kuwait. We have fulfilled
our other ethical responsibilities in accordance with these requirements and the IESBA Code.

Our audit approach

As part of designing our audit, we determined materiality and assessed the risks of material misstatement
in the consalidated financial statements. In particular, we considered where management made subjective
judgements; for example, in respect of significant accounting estimates that involved making assumptions
and cansidering future events that are inherently uncertain. As in all of our audits, we also addressed the
risk of management override of internal controls, including among other matters consideration of whether
there was evidence of bias that represented a risk of material misstatement due to fraud.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.5.C. AND ITS SUBSIDIARIES (CONTINUED)

Since 1988

Report on the audit of the consolidated financial statements (Continued)
Our audit approach (Continued)

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinian
on the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consalidated financial statements of the current period. 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.

Key audit matter How our audit addressed the Key audit matter

e Impairment testing of investment in an

associate

Our audit procedures included carrying out the
following among others:

Refer to note 8 to the consolidated financial 1. involving our own internal valuation expert to
statements for the related disclosures assistin evaluating the appropriateness of the
discount rate and terminal growth rate
The carrying value of investment in an associate parameters;
amounted to KD 6,981,157 as of 31 December 2018. 3 evaluating the appropriateness of the
Management performs an impairment testing at the assumptions applied to key inputs such as
end of each reporting period to determine whether revenue growth rates, operating costs, which
an impairment exists. The annual impairment testing included comparing these inputs with
of investment in an associate is considered to be a key externally derived data as well as our own
audit matter due to significant judgment and assessment based on our knowledge of the
estimates involved in the assessment of the client and industry;
assumptions used to determine the recoverable 3 e evaiuated management’s cash flow
amount. The recoverable amount has been derived forecasts and the process by which they were
based on value-in-use using the discounted developed including the comparison of
forecasted cash flow model. forecasted information against historical
results and verifying the mathematical
As disclosed in Note 8 to the consolidated financial accuracy of the underlying calculations.
statements, there are a number of key sensitive 4 performing our own sensitivity analysis,
judgments made in determining the inputs into the which, among other, included assessing the
impairment models which, among other, include: effect of reasonably possible reductions in
® Revenue growth growth rates and forecasted cash flows to
e Pretax rate used to discount cash flow evaluate the impact on the currently
projections estimated headroom; and
e Growth rate used to arrive at the terminalvalue 5. evaluating the adequacy of the disclosures

e Weighted average cost of capital (WACC)

Management has performed the impairment test. The
associate’s recoverable amount was determined to be
KD 7,194,074 which is above the carrying value at the
reporting da

made in the consolidated financial
statements, including disclosures of key
assumptions, judgments and sensitivities.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.5.C. AND ITS SUBSIDIARIES {Continued)

Report on the audit of the consolidated financial statements {continued)

Key audit matters {continued)

Key audit matter

How our audi_t_ad_dressed the Key audit matter

Impairment testing of goodwill
Refer to note 9 to the consolidated financial
statements for the related disclosures.

The Group has recognised goodwill in the amount of
KD 4,937,402.

The majority of goodwill has been allocated to United
Materials General Trading Company determined to be
a cash-generating unit (CGU).

The annual impairment testing of goodwill is
considered to be a key audit matter due to significant
judgement and estimates involved in the assessment
of the assumptions used to estimate the recoverable
amount. The recoverable amount of the CGU, which is
based on the higher of the va'ue-in-use or fair value
less costs to sel!, has been derived based on value-in-
use using the discounted forecasted cash flow model.
This model use several key assumptions, including
estimates of future sales volumes, operating costs,
terminal value growth rate and the weighted-average
cost of capital (discount rate).

Other information

Our audit procedures included carrying out the
following among others:

involving our own internal valuation expert
to assist in evaluating the appropriateness of
the discount rate and terminal growth rate
parameters;

evaluating the appropriateness of the
assumptions applied to key inputs such as
sales volumes, operating costs, long-term
growth rates based on our knowledge of the
client and the industry;

We  evaluated management's cash  fow
forecasts and the process by which they were
developed including the comparison of
forecasted information against historical
results and verifying the  mathematical
accuracy of the underlying calculations.
performing our own sensitivity analysis,
which, among other, included assessing the
effect of reasonably possible reductions in
growth rates and forecasted cash flows to
evaluate the impact on the currently
estimated headroom, and

evaluating the adequacy of the disclosures
made in the consolidated financial
statements, including disclosures of key
assumptions, judgements and sensitivities.

Management is responsible for the other information. The other information comprises the report of the
Board of Directors, but does not include the consolidated financial statements and our auditors’ report
thereon, which we obtained prior to the date of this auditors’ report.

Our opinian on the consolidated financial statements does not cover the other information and we do 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 in the audit, or
otherwise appears ta be materially misstated.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.S.C. AND ITS SUBSIDIARIES {Continued})

Sirce 1988

Report on the audit of the consolidated financial statements (continued)
Other information {continued)

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 1s a material misstatement of this 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 International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of 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, disciosing, 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.

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 infiuence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with 1SAs, we exercise professional judgment and maintain professional
scepticism 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, fargery, intentional omissions, misrepresentations, or the averride of internal control.

¢ 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.

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



E

pwe

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.S.C. AND ITS SUBSIDIARIES {Continued)

Since 1988

Report on the audit of the consolidated financial statements {continued)

Auditors’ responsibilities for the audit of the consolidated financial statements (continued)

e 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
conc'ude that a material uncertainty exists, we are required to draw attention in our auditors’ report to
the related disclosures in the consolidated financial statements or, if such disclosures are inadequate,
to madify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditors’ report, However, future events or conditions may cause the Group to cease to continue as a
going concern.

e 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.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
busminess 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 with those charged with governance regarding, among other matters, the planned scape
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 with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditors’ report unless law 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.
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INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF
AL KOUT INDUSTRIAL PROJECTS COMPANY K.P.5.C. AND TS SUBSIDIARIES (Continued)

Report on other legal and regulatory requirements

Furthermore, in our opinion, proper books of accounts have been kept by the Parent Company and the
consolidated financial statements, together with the contents of the report of the Parent Company's board
of directors relating to these consolidated financial statements, are in accordance therewith. We further
report that we obtained all 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 Companies’
Law no. 1 of 2016, its executive regulation and by the Parent Company’s memorandum and articles of
association; that an inventory was duly carried out; and that to the best of our knowledge and belief, no
violations of the Companies’ Law no. 1 of 2016, its executive regulations, nor of the Parent Company's
memorandum and articles of association have occurred during the year ended 31 December 2018 that
might have had a material effect on the business of the Group or on its consolidated financial position.

i / i T . Dr. il-i‘l)waidh R].ukheyes
Licence Ho.”175-A se No. 72-A
PricewditerhouseCoopers (Al-Shatti & Co.) Member of Nexia International (England)

25 March 2019
Kuwait



Al Kout Industrial Projects Company K.P.5.C. and its Subsidiaries

State of Kuwait

Consolidated statement of financial position
(All amounts in Kuwaiti Dinars unless otherwise stated)

Assets

Non-current assets

Property, plant and equipment
Intangible asset

Investment in an associate
Goodwil

‘Available-for-sale financial asset

Current assets

Financial asset at fair value through profit or loss

Inventories
Trade and other receivables
Cash and bank balances

Total assets

Liabilities and equity
Liabilities

Non-current liability
Borrowings

Employee benefit obligations

Current liabilities

Trade and other payables
Contract Liabilities
Borrowings

Total liabilities
Net assets

Equity

Share capital

Statutory reserve

Voluntary reserve

Share of an associate’s reserves
Foreign currency translation reserve
Fair value reserve

Retained earnings

Taotal equity

/—""l"'_“'\ i

-
b L&

Mohamed Ahmed Hussein
Chairman

Notes

L~

10
11
12

13
14

15
19
13

16
17
18

As at 31 December

2018 2017
14,845,751 15,520,718
318,600 =
6,981,157 9,432,875
4,937,402 ~
5 1,569,347
27,082,910 26,522,940
1,039,661 =
2,645,916 1,494,505
9,634,375 7,171,398
927,588 2,608,676
14,247,540 11,274,579
41,330,450 37,797,519
1,000,000 >
2,293,006 1,948,118
3,293,006 1,948,118
4,881,885 3,075,304
693,111 131,107
1,308,474 -
6,883,470 3,206,411
10,176,476 5,154,529
31,153,974 32,642,990
10,090,080 10,090,080
5,186,422 5,186,422
5,148,415 5,148,415
(2,636,251) 304,072
550,135 527,064
; (162,097)
12,815,173 11,549,034
31,153,974 32,642,990

The notes set out on pages 12 to 47 form an integral part of these consolidated financial statements.




Al Kout Industrial Projects Company K.P.5.C. and its Subsidiarles

State of Kuwalt

Consolidated statement of profit or loss
{All amounts in Kuwaiti Dinars unless otherwise stated)

Revenue from contracts with customers

Cost of sales of goods

Cost of providing sarvices

Gross profit

Selling and distribution expensas

General and administrative expenses

Other income

Other (losses) / gains

Impairment of praperty, plant and equipment

Operating profit

Finance costs

Share of results of an assoclate

Profit before contribution to Kuwait Foundation for the
Advancement of Sciences (KFAS), National Labour
Support Tax (NLST), Zukat and Board of Directors’
remuneration

KFAS

NLST

Zakat

Board of Cirectors’ remuneration

Profit for the year

Earnings per share (Basic and diluted) {fils) .

Notes
19
20
20

20
20

21

22

Year ended 31 December
2018 2017
29,299,150 21,872,638
(18,604,801} (12,104,573)
[221,855) -
10,572,994 9,768,065
(868,179) (704,025)
{2,911,409) {1,799,010}
276,830 181,447
(427,771) 89,153
- {1,355,283)
6,641,965 6,176,347
{191,202) (50,647)
228,762 474,894
6,679,525 6,600,594
(64,507) {61,257}
(170,562) {169,417)
{65,937} (63,018)
{87,500) (87,500)
6,291,019 $,219,402
62,35 61.64

The notes set out an pages 12 to 47 form an integral part of these consolidated financial statements,
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Al Kout Industrial Projects Company K.P.5.C. and lts Subsidiaries
State of Kuwalt

Consolidated statemant of comprehensive income
(Al amounts in Kuwaiti Dinars unfess otherwise stated)

profit for the year

Other comprehenslve income

Items that may be reclassified subsequently to the consolidated
statement of profit or loss

Share of other comprehensive income of an assoclate

Exchange differences on translation of foreign operations

Changas In fair value of available-for-sale financial asset

Items that will not be reclassifled subsequently to the consolidated
statement of profit or loss

Share of other comprehensive income of an associate

Other comprehensive income / (Joss) for the year

Total comprehensive income for the year

Year ended 31 December
2018 2017
6,291,019 6,219,402
147 21,063
23,071 (74,657)
. (196,047}
66,986 -
90,204 (249,641)
6,381,223 5,969,761

The notes set out on pages 12 to 47 form an integral part of these consolidated financial statements.
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Al Kout Industrial Projects Company IGP.S.C. and its Subsidiaries
State of Kuwait :

Consolidated statement of cash flows
{All amounts in Kuwaiti Dinars unless otherwise stated)

Notes
Cash flows fram operating activities
Profit before KFAS, NLST, Zakat and Board of Directors’
remuneration
Adjustments for:
Depreciation and amortisation 6&7
Loss on sale of property, plant and equipment
Impairment of proparty, plant and equipment [
Share of results of an associate 8
Provision for employee benefit obligations 14

Fair value loss on financial asset at fair value through profit or
loss

Dividend income

Net impairment losses on trade recelvables

Finance costs

Changes in working capital:

Inventories

Trade and other receivables

Trade and other payables

Contract Liabilities

Cash generated from operations

KFAS, NLST and Zakat paid during the year

Board of directors’ remuneration pald during the year

Employee benefit obfigations paid during the year 14
Net cash generated from operating activities

Cash flows from Investing activities

Purchases of property, plant and equipment &
Purchase of intangible asset 7
Proceeds from disposal of property, plant and equipment

Dividend Income received

Payment for acquisition of subsidiaries, net of cash acquired 9
Net cash flows used in investing activities

Cash flows from financing activities

Proceeds from borrowings

Repayment of horrowings

Finance costs paid

Dlvidends paid to Parent Company’s shareholders

Net cash used in financing activities

Effect of forelgn currency translation

Net (decrease) / Increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year 10

Year ended 31 December
2018 2017
6,679,525 6,600,594
3,211,111 3,211,301
1,745 -
- 1,359,283
(228,762) (474,854)
299,225 258,407
529,686 -
{53,250) {54,695)
04 .
191,202 50,647
10,704,496 10,950,643
(391,257) 178,144
{1,270,552) {374,455)
740,235 180,147
562,004 59,244
10,344,926 10,893,723
{268,633) {277,242}
{78,600) (63,600}
{156,241) (82,340}
9,841,452 10,570,541
{2,373,119) (2,703,476}
{354,000) -
26,920 -
53,250 54,695
{5,449,365) -
{3,096,314) {2,648,781)
6,000,000 -
{5,502,837) {(1,000,000)
(191,202) (50,647)
(5,045,040) {5,045,040)
(4,739,079) {6,095,687)
4,379 7,324
(2,989,562} 1,833,397
2,608,676 715,279
{380,886) 2,608,676

The notes set out on pages 12 to 47 form an integral part of these consolldated financial statements.
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Al Kout Industrial Projects Company K.P.5.C. and its Subsidiaries
State of Kuwalt

Notes to the consolidated financial statemeants
(Al amounts in Kuwait} Dinors unless otherwise stated)

1 GENERAL INFORMATION

Al Kout Industrial Projects Company K.P.S.C. {“the Parent Company”) is a public shareholding company
incorparated in the State of Kuwait on 28 Decernber 1993, under the laws of the State of Kuwait, and is fisted
on the Kuwalt Stock Exchange.

The objectives for which the Parent Company and its subsidiaries {together referred to as “the Group”) was
incorporated are as follows:

. Praduction of chlorine and salt, steel drums to fill soda solid and other petrachemical products (after
approval of Public Authority for Industry),

. Trangport Company’s preducts inside and outside the State of Kuwait according to Company's
objectives.

. Acquisition of industrial rights and related Intellectual properties or any other industrial trademarks or
drawings and any other rights thereto, and renting thereof to other companies whether inside or
outside Kuwait,

. Acquisition of movables and properties necessary for the Company to practice its activities pursuant to
the limits prescribed by law.

. Investing surplus funds in portfolios managed by specialized financial companies.

» The Parent Company may have interests or participate in any suitable way with entitles that engage in
similar business activities or that may help the Parent Company achieve its objectives inslde Kuwalt and
abroad. The Parent Company may also purchase such entities or affiliate them.

The Group had 361 employees as at 31 December 2018 (2017: 326 employees),

The address of the Parent Company’s reglstered offlce is P.O. Box, 10277, Shualba 65453, State of Kuwalt.

These consolidated financlal statements of the Group for the year ended 31 December 2018 were authorized
for Issue in accordance with a resolution of the Parent Company’s Board of Directors on 19 March 2019 and
are subject to the approval of the Annual General Assembly of the Parent Company's shareholders, The
Annual General Assembly of the Parent Company’s shareholders has the power to amend these consolidated
financial statements after issuance.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This note provides a list of the significant accounting policies adopted in the preparation of these consolidated
financial statements. These policies have been consistently applied to all the years presented, unless
otherwise stated, The consolidated financial statements are for the Group consisting of the Parent Company
and its subsidiaries.

2.1 Basis of preparation

{i)  Compliance with IFRS

The consolidated financlal statements of the Group have been prepared in accordance with Internaticnal
Financial Reporting Standards (IFRS) and interpretations issued by the IFRS Interpretations Committee (IFRS

IC) applicable to companies reporting under IFRS. The consolidated financial statements comply with IFRS as
issued by the International Accounting Standards Board {IASB).

12




Al Kout industrial Projacts Company K.P.5.C. and its Subsidiaries
State of Kuwait

Notes to the consolidated finandal statements
{All amounts in Kuwaiti Dinars unless otherwjse stated)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
2.1 Basls of praparation (continued}
(i)  Historlcal cost convention

The consolidated financial statements have been prepared on a historical cost basis except for the
measurement at fair value of financial assets through profit and loss.

2.1.1 Changes in accounting policies and disclosures

fa)  Newand amended standords odopted by the Group:

The Group has applied the following standards and amendments for the first time for thelr annual reporting
period commencing 1 January 2018:

* |FRS 9 Financial Instruments
+ IFRS 15 Revenue from Contracts with Customers

The Group had to change its accounting policies and make certain retrospective adjustments following the
adoption of IFRS 9. This is disclosed in note 3. The other amendments listed above did not have any impact
on the amounts recognised in prior periods and are not expected to significantly affect the current or future
periods.

fb)  New standards and interpretations issued but not yet adopted by the Group!
‘IFRS 16 - Leases’

‘IFRS 16, Leases’ will affect primarily the accounting by lessees and will result in the recognition of almost ail
leases an the consolidated statement of financial position. The standard removes the current distinction
between operating and financing leases and requires recognition of an asset {the right to use the leased item)
and a financial Habiity to pay rentals for virtually all lease contracts. An optional exemption exists for short-
term and low-value leases. -

The tonsolidated statement of profit or loss wlll also be affected because the total expense is typically higher
in the earlier years of a lease and lower in later years. Additionally, operating expense will be replaced with
interest and depreciation, 50 key metrics like EBITDA will change, Operating cash flows will be higher as cash
payments for the principal portion of the lease liability are classified within financing activities, Only the part
of the payments that reflects interest can continue to be presented as operating cash flows. The accounting
by lessors will not significantly change. Some differences may arise as a result of the new guidance on the
definition of a lease, Under IFRS 16, a contract is, or contains, a lease if the contract conveys tha right to
control the use of an identified asset for a period of time in exchange for consideration.

The standard will affect primary the accounting for Group operating leases. As at the reporting date, the
Group has non-cancellable operating lease commitments amounting to KD 223,491,

The standard will affect primarily the accounting for the Group’s operating leases. However, the Graup [5 in the
process of assessing the potential impact of the application of IFRS 16 on the amounts reported and disclosures
made in this consolidated financial statements.

The Group will apply the standard from its mandatery adoption date of 1 January 2019. The Group intends to
apply the simplified transition approach and will not restate comparative amounts far the year prior to first
adoption.

There are no other standards that are not yet effective and that would be expected ta have a material impact
on the Group in the current reporting periods and on foreseeable future transactions.
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Al Kout Industrial Projects Cornpany K.P.$.C. and its Subsidiaries
State of Kuwait

Notes to the consolidated financial statements
(Al amounts In Kuwaiti Dinars unless otherwise stated)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONYINLIED)
2.2  Principles of consolidation and equity accounting
{o}  Subsidiaries

Subsidiaries are all entitles {including structured entlties} over which the Group has control. The Group
controls an entity when the Group is exposed to, or has rights to, varlable returas from its involvement with
the entity and has the ability to affect those returns through its power to direct the activities of the entity.
Subsidiaries are fully consolldated from the date on which control is transferred to the Group, They are
deconsolidated from the date that control ceases.

The acquisition methed of accounting is used to account for business combinations by the Group,

The acquisition method of accounting Is used to account for all business combinations, regardless of whether
equity instruments or other assets are acquired. The consideration transferred for the acquisition of a
subsldiary comprises the:

Fair values of the assets transferred

Liabilities incurred to the former owners of the acquired business

Equity nterests Issued by the Group

Fair value of any asset or liability resulting from a contingent consideration arrangement, and
Fair value of any pre-existing equity interest in the subsidiary.

. & % & 9

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are,
with limited exceptions, measured initially at their fair values at the acquisition date. The Group recognizes
any non-controlling interestin the acqulred entity on an acquisition-by-acquisition basis elther at fair value or
at the non-controlling interest’s proportionate share of the acquired entity's net identifiable assets.
Acquisition-related costs are expensed as incurred.

The excess of the following items over the fair value of the net identifiable assets acquired is recorded as
goodwlll, if those amounts are less than the fair value of the net identifizble assets of the subsidiary
acquired, the difference is recognlized directly in comprehensive income as a bargain purchase:

. Conslideration transferred,
. Amount of any non-controling interest in the acquired entity, and
. Acquisition-date falr value of any previous equity interest in the acquired entity.

Whare settlement of any part of cash consideration s deferred, the amounts payable in the future are
discounted to thelr present value as at the date of exchange. The discount rate used is the entity's
Incremental borrowing rate, being the rate at which a similar borrowing could be obtained from an
independant financier under comparable terms and conditions.

Contingent consideration is classified either as equity or a financial fiability. Amounts classified as a financlal
liabllity are subsequently re-measured to fair value with changes in fair value recognized in the
consolidated statement of profit or loss.

If the business combination is achieved in stages, the acquisition date carrying value of the acquirer's
previously held equity interest in the acquire is re-measured to fair value at the acquisition date, Any gains
or losses arising from such re-measurement are recognized in the consalidated statement of profit or loss.

Intercompany transactions, balances and unrealized gains on transactions between Group companies are
eliminated, Unrealized losses are also eliminated unless the transaction provides evidence of an
impairment of the transferred asset, Accounting policies of subsidiaries have been changed where
necessary to ensure consistency with the policies adopted by the Group.

Non-controlling interests in the results and equity of subsidiaries are shown separately in the consolidated
statements of income, comprehensive income, changes in equlty and financial position respectively.
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Al Kout Industrial Projects Company K.P.S.C. and Its Subsidiaries
State of Kuwait

Notes to the consolidated financial statemaents
{All emounts in Kuwoit! Dinars unless otherwise stated)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED}

2.2 Principles of consolidation and equity accounting (continued)
{at  Subsidiaries fcontinued)

The subsidiaries of the Parent Company, all of which have been included in these consolidated financial
statemnents, are as follows:

Ownership interest %
Country of Principal
Company’s name 2018 2017 incorporation activities
Al Xout Logistics and Transportation
Transport Company W.LL* 99.5 % 99.5 % Kuwait services
Al Kout Petrochemical Blending of
Products Company W.LL* 80 % 80% Kuwait chemical products
Al Kout Industrial Projects Investment
Holding Company L.L.C. 100 % 100 % Bahrain actlvities
Safewater Chemicals LL.C.* 99 % 29 % United Arab Manufacture of
Emirates Chlor Alkali
products
United Materlals General Blending of
Trading Company W.L.L. * 99 % - Kuwait chemical products
CISCQ Trading Company 8lending of
w.LL? 99% - Kuwait chemical products
Safwan Enviro-Chem
Technologies Company Blending of
W.LL* 99% - Kuwait chermical products

* The remaining cwnership interest in the above subsldiaries are held within the Group,
{b) Associates

Associatas are all entities over which the Group has significant influence but not cantrol or joint control.
This is generally the case where the Group holds between 20% and 50% of the voting rights. investments
in associates are accounted for using the equity method of accounting {see below) after initially being
recognized at cost.

f¢)  Equity method

Under the equity method of accounting, the Investments are initially recognized at cost and adjusted
thereafter to recognize the Group’s share of the post-acquisition profits or losses of the investee in the
consolidated statement of profit or Joss, and the Group’s share of movements In other comprehensive
income of the investee in other comprehensive income. Dividends received or receivable from associates
are recognized as a reduction in the carrying amount of the investment.

When the Group’s share of losses in an equity-accounted investment equals or exceeds Its Interest in the
entity, including any other unsecured long-term recelvables, the Group does not recognize further losses,
unless it has incurred obligations or made payments on behalf of the other entity,

Unrealized gains on transactions between the Group and its assoclates are eliminated to the extent of the
Group’s interest in these entities, Unrealized losses are also eliminated unless the transaction provides
evidence of an impalrment of the asset transferred. Accounting policies of equity accounted investees have
been changed where necessary to ensure consistency with the policies adopted by the Group.

The carrying amaunt of equity-accounted investments is tested for impairment in accordance with the
policy described in note 2.8, .
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Al Kout Industrial Projects Company K.P.5.C. and its Subsidiaries
State of Kuwait

Notes to the consolidated financial statements
{All amounts in Kuwaiti Dinars unless otherwise stated)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
2.2 Principles of consolidation and equity accounting {continued)
{d)  Changes in ownership interests

The Group treats transactions with non-controlling interests that do not result in a loss of control as
transactions with equity owners of the Group. A change in ownership interest results in an adjustment
between the carrying amounts of the controlling and non-controlling interests ta reflact their relative
interests in the subsidlary. Any difference between the amount of the adjustment to non-controlling interests
and any consideration pald or recelved is recognised in a separate reserve within equity attributable to owners
of Parent Company.

When the Group ceases to consolidate or equity account for an investment because of a loss of control, joint
control or significant Influence, any retained interest in the entity is remeasured to its fair value with the
change in carrying amount recognised in profit or loss. This fair value becomes the initial carrying amount for
the purposes of subsequentty accounting for the retained Interest as an associate, joint vanture or financial
asset, in addlition, any amounts previously recoghised in other comprehensive income in respect of that entity
are accounted for as if the Group had directly disposed of the related assets or fiabllities. This may mean that
amounts previously recognised in other comprehensive income are reclassified to profit or loss.

If the ownershlp Interest in an associate is reduced hut significant influence is retained, only a proportionate
share of the amounts previously recognised in other comprehensive income are reclassified to profit or loss
wheve appropriate.

2.3  Forelgn currencies translation
fa)  Functional and presentation currency

Items included in the consoltdated financial statements are measured using the currency of the primary
economic environment in which the Group operates {"the functional currency”). The consolidated financial
statements are presented in Kuwaitl Dinars {KD) which is the Group’s functional currency,

{b)  Transactions and bafances

Forelgn currency transactions are translated into the functional currency using the exchange rates at the
dates of the transactions. Forelgn exchange gains and losses resulting from the settlement of such
transactions and from the translation at year-end exchange rates of monetary assets and liabilities
denominated in fareign currencles are recognised in the consolidated statement of profit or loss. Foreign
axchange galns and losses that relate to borrowings are presented i the consolidated statement of profit
or loss within ‘finance costs’, All other foreign exchange gains and losses are presented in the consolidated
statement of profit or loss within other gains / {losses).

Non-monetary items that are measured at fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was determined. Transtation differences on assets and liabilities
carried at fair value are reported as part of the falr value gain or Joss. For example, translation differences
on nen-moenetary assets and habilities such as equities held at fair value through profit or loss are
recognised in profit or loss as part of the fair value gain or loss and translation differences on non-monetary
assets such as equities classified as at falr value through other comprehensive income are recognised in
other comprehensive income,
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Notes to the consolidated financial statements
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
2.3 Foreign currencies translation (continued)
{c)  Group componies

The results and financial position of foreign operations {none of which has the currency of a hyper-
inflationary economy) that have a functional currency different from the presentation currency ave
translated into the presentation currency as follows:

. Assets and liabilitles for each statement of financial position presented are translated at the closing
rate at the date of that financial position;

. Income and exnenses for each statement of profit or loss are translated at average exchange rates
{unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing
on the transaction dates, In which case income and expenses ara translated at the rate on the dates of
the transacttons); and

. All resulting exchange differences are recognised in other comprehensive income,

On consolidation, exchange differences arising from the translation of any net investment in foreign entitles,
are recognised in other comprehensive Income. When a foreign operation is sold or any borrowings forming
part of the net investment are repaid, the associated exchange differences are reclassified to profit or loss, as
part of the gain or loss on sale.

Gaodwill and fair value adjustments arising on the acqulsition of a forelgn operation are treated as assets and
liabilities of the fareign operation and translated at the closing rate.

24 Property, plant and equipment

Property, plant and equipment is stated at historical cost less depreciation and any accumulated
impairment. Historical cost includes expenditure that is directly attributable to the acquisition of the items.

Cost of an item of property, plant and equipment includes its purchase price and any direct attributable
costs. Cost Includes the cost of replacing part of an existing asset at the time that cast is incurred if the
recognition criteria are met; and excludes the costs of day-to-day servicing of an item of property, plant
and equipment.

Subsequent tosts are included In the asser’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Group and the cost of the item can be measured reliably. The carrying amount of any component
accounted for as a separate asset is derecognised when replaced. All other repairs and maintenance are
charged to the consolidated statement of proflt or loss during the reporting period in which they are
incurred.

Depreciation is calculated using the stralght-line method to allocate their cost to thelr resldual values over
thelr estimated useful lives, as follows:

Bulldings 5-20 years
Plant and machinery 5-10years
Electrolyser and ED membrane 4-10 years
Office Furniture and equipment 1-3 years
Motor Vehicles 5-10 years
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Al Kout Industrial Projects Company K.P.S.C. and jts Subsidiaries
State of Kuwait

Notes to the consolidated financial statements
(All omounts in Kuwaitl Dinars unless otherwise stated)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
2.4 Property, plant and equipment {continued)

The assets’ rasidual values and useful llves are reviewed, and adjusted if appropriate, at least at the end of
each reporting perlod. An asset’s carrying amount 3§ written down immediately to its recoverable amount
if the asset’s carrying amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amount and are
included in the consolidated statement of profit or loss,

2.5 Intangible asset

Intangible asset represents a genuine copy of a water treatment technology and all related intellectual
property rights. Intangible asset is recognised at fair value at the acquisition date. It has a fintte useful life of
5 years and subsequently carrled at cost less accumulated amortisation and impairment losses,

2.6 Goodwill

Goodwill is measured as described in note 2.2{a). Goodwill is not amortised but it is tested for impairment
annually, or more frequently if events or changes in circumstances indicate that it might be impaired, and
is carried at cost less accumulated impairment losses. Gains and losses on the disposal of an entity include
the carrying amount of goodwill relating to the entity sold.

Goodwilllis allocated ta cash-generating units for the purpose of impalrment testing, The allocation is made
to those cash-generating units or Groups of cash-generating units that are expected to benefit from the
business cambination in which the goodwlll arose. The units or Groups of units are identifled at the lowest
level at which geodwill is monitored for internal management purposes, being the operating segments.

2.7 Inventories

Raw materials, spare parts and finished goods are stated at the lower of cost and net realisable value, Cost
comprises direct materlals, divect labor and an appropriate proportion of variable and fixed overhead
expenditure, the latter being allocated on the basls of normal operating capacity.

Costs are assigned to individual items of Inventory on the basis of weighted average costs. Costs of
purchased inventory are determined after deducting rebates and discounts. Net realisable value is the
estimated selling price in the ordinary course of business less the estimated costs of completion and the
estimated costs necessary to make the sale.

2.8 Impairment of non-financial assets

Goodwill and intangible assets that have an indefinite useful Iife are not subject to amortisation and are tested
annually for impairment, or more frequently if events or changes in circumstances indicate that they might
be impaired. Other assets are tasted for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. An Impalrment loss is recognised for the amaunt by which
the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs of disposal and value in use. For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash Inflows which are largely
independent of the cash inflows from other assets or groups of assets (cash-generating units). Mon-financial
assets other than goodwill that suffered an impairment are reviewed for possible reversal of the impalrment
at the end of each reporting perlod.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [CONTINUED}
2.9 Finanddl assets
2.9.1 Classification

From 1 January 2018, the Group classifies its financial assets in the following measurement categories:

» those to be measured subsequentiy at fair value (either through OCI or through profit or loss), and
+ those to be measured at amortised cost,

The classification depends on the entity’s business moadel for managing the financial assets and the
contractual terms of the cash flows,

For assets measured at fair value, gains and losses will either be recorded in profit or loss or OCI. For
investments in equity Instruments that are not held for trading, this will depend on whether the Group has
made an irrevocable election at the time of Initial recognition to account for the equity investment at fair
value through other comprehensive income {FVOCI),

(a)  Financlal asset at fair value through profit or loss
The Group classifies the following financial assets at fair value through profit or oss (FVPL):

. equlty investments for which the entity has not elected to recagnise falr value gains and lossas
through OCI.

(b} Trade receivables

Trade recelvables are amounts due from customers for goods sold or services performed In the ordinary
course of business, They are generally due for settlement within 90 days and therefore are all classified as
current, Trade receivables are recognised initlally at falr value, The Group holds the trade receivables with
the objective to collect the contractual cash flows and therefore measures them subsegquently at amortised
cost using the effective interest method.

{¢) Cash and cash equivalents

For the purpose of presentation in the consolidated statement of cash flows, cash and cash equivalents
includes cash on hand, deposits held at call with financial institutions, and bank overdrafts. Bank overdrafts
are shown within borrowings in current liabilities in the consolidated statement of financial position,

2.9.2 Recognition and derecognition

Regular way purchases and sales of financial assets are recognised on trade-date, the date on which the
Group commits to purchase or sell the asset. Financlal assets are derecognisaed when the rights to receive
cash flows from the financial assets have expired or have been transferred and the Group has transferred
substantially all the risks and rewards of ownership.

2,9.3 Measurement

At initial recognition, the Group measures a financial asset atits fair value plus, in the case of a financial asset
not at fair value through profit or loss (FVPL), transaction costs that are directly atiributable to the acquisition
of the financial asset. Transactlon costs of financial assets carried at FVPL are expensed in profit or Joss.

Equity Instruments
The Group subsequently measures all equity investments at fair value. Changes in the fair value of financia)

assets at FVPL are recognised in other gains/{losses) in the consolidated statement of profit or loss as
applicable.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
2.9  Financlal assets (Continued)
2.94 Impairment of financial assets

From 1 January 2018, the Group assesses on a forward looking basls the expected credit losses associated
with Its trade receivables, the Group applies the simplified approach permitted by IFRS 9, which requires
expected lifetime losses to be recognised from initial recognition of the recelvables, see note 4(b) for further
details. -

2,10  Accounting policies appled until 31 December 2017
2,10.1 classification

Untll 31 December 2017, the Group dlassifies its financlal assets in the following categories:
+ Awvailable for sale financial asset, and
+ Loans and recelvables.

The classification depends on the purpose for which the financial assets were acquired. Management
determines the classification of its financial assets at Initial recognition.

Subsequent measurement

The measurement at initial recognition did not change on adoption of IFRS 9,
Subsequent to the inktial recognition, loans and receivables are carried at amortised cost using the effective
interest methad.

Avallable-for-sale financial assets and financial assets at FVPL were subsequently carrled at fair value. Gains

or losses arising from changes in the fair value were recognised as follows:

« for finandial assets at FVPL —in profit or loss within other gains/{fosses)

+ for monetary and non-monetary securities classified as available-for-sale ~ in other comprehensive
income.

When securities classified as avallable-for-sale were sold, the accumulated fair valug adjustments recognised
in other comprehensive Income were reclassified to profit or loss as gains and losses from investment
securities,

Impairment

The Group assessed at the end of each reporting period whether there was objective evidence that a
financial asset or group of financlal assets was impaired. A financial 3sset or a group of financlal assets was
impaired and Impairment losses were Incurred only if there was objactive evidence of impalrment as a result
of one or more events that occurred after the initial recognition of the asset (a ‘loss event’} and that loss
event {or events) had an Impact on the estimated future cash flows of the financial asset or group of financial
assets that could be reliably estimated. In the case of equity investments classified as available-for-sale, a
significant or prolonged decline in the fair value of the security below its cost was consldered an indicator
that the assets are impaired.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED]
2.10 Accounting policies applied until 31 December 2017 (Continued)
2.10.1 Classification (Continued)

Assets carried at amortised cost

For loans and receivables, the amount of the loss was measured as the difference betwean the asset's
carrying amount and the present valug of astimated future cash flows (excluding future credit losses that
had not been incurred) discounted at the financial asset’s original effective interest rate. The carrying
amount of the asset was reduced and the amount of the loss was recognised in proflt or loss. If a loan had a
variable interest rate, the discount rate for measuring any impairment loss was the current effective interest
rate determined under the contract. As a practical expedient, the group could measure Impairment on the
basis of an instrument’s fair value using an observable market price.

If, In 3 subsequent period, the amount of the impairment loss decreased and the decrease could be related
objectively to an event ocourring after the Impairment was recognised {(such as an improvement in the
dehtor's credit rating), the reversal of the previously recognised Impairment loss was recognised in profit or
loss,

Assets classified as available-for-sale

If there was ohjective evidence of impairment for available-for-sale financlal assets, the cumufative loss -
measured as the difference between the acquisition cost and the current fair value, less any impairment loss
on that financial asset previously recognised in profit or loss — was removed from equity and recognised in
profit or loss.

Impalrment losses on equity instruments that were recognised In profit or loss were not reversed through
profit or 1oss in a subsequent period.

2.11 Employee henefit ohRgation

The Group Is liable under Kuwaiti Labour Law to make payments to the employees for post-employment
benefits through a defined banefits plan,

Kuwaiti employees )

Pension rights {and other social benefits) for Kuwalti employees are covered by the Social Insurance
Organisation’s scheme to which employees and employers contribute monthly on a fixed-percentage-of-
salaries basis. The Group's contribution to this funded scheme, which Is a defined contribution scheme under
International Accounting Standard 19 - "Employee Beneflts", is recognised as an expense in the consolidated
statement of profit or loss,

Expatriate employees

Expatriate employees are entitled to leaving indemnities payable under the Kuwaiti Labour Law for the Private
Sector, based on length of service and final remuneration. Provision for this unfunded commitment which
represents a defined benefit plan under International Accounting Standard 19 - "Employee Benefits”, has been
made by calculating the notional liabllity had all employees left at the reporting date, The liabllity recognised In
the consolidated statement of financial position in respect of the employees’ benefit obNgations |s the present
value atthe reporting date.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
2,12 Financial liabilities

Afinancial liability is any liability that is a contractual obligation to dellver cash or another financial asset to another
entity or toexchange financlal assets or financial liabilities with another entity under conditions that are potentially
unfavourable to the Group.

All financlal liabllities are initially recognised at fair value less divectly attributable transaction costs. After Initial
racognition, financial liabilities are measured at amortised cost using the effective interest method, The Group
chassifies Its financial liabilities as “trade and other payables”, “contract liabilities” and "borrowings”.

A financial liability is derecognlzed when the obligation under the liability is discharged, cancelled or expired,

fa) Trade and other payables

These amounts represent kabllities for goods and services provided to the Group prior to the end of financial year
which are unpaid. The amounts are unsecured and are usually paid within 30 days of recognition, Trade and other
payables are presented as current liabilities unless payment is not due within 12 menths after the reporti ng period.
They are recognised initially at their fair value and subsequently measured at amortised cost using the effective
interest method.

[{]] Controct liabilities
Contract liabilities represents contracts where consideration received exceed the work performed, the excess is
Included under current liabilities.

{c) Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings are subsequently
measured at amortised cost. Any difference between the proceeds (net of transaction costs} and the redemption
amount is recognlised In profit or loss over the period of the borrowings using the effective interest method. Fees
paid on the establishment of loan facilities are recognised as transaction costs of the loan to the extent that it is
probable that some or all of the facility will be drawn down. in this case, the fee is deferred until the draw down
occurs. To the extent there is no evidence that It is probable that some or all of the facility witl be drawn down, the
fee Is capitalised as a prepayment for liquidity services and amortised over the period of the facility to which it
relates.

Borrowings are removed from the consolidated statement of financial pasition when the obligation specified in the
contract is discharged, cancelled or expired. The difference between the carrying amount of 3 financial liability that
has been extinguished or transferred to another party and the consideration pald, including any non-cash assets
transferred or liabilities assumed, is recognised In profit or loss as other income or finance costs,

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of
the liabikity for at least 12 months after the reporting period.

213 Provisions

Provisions for legal claims, service warranties and make good obligations are recognised when the Group has a
present legal or constructive obligation as a result of past events, it is probable that an outflow of resources will
be required to settle the obligation and the amount can be reliably estimated. Provisions are not recognised for
future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow wlll be required in settlement is
determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of
an outflow with respect to any one item included in the same class of obligations may be small.

Provisions are measured at the present value of management’s best estimate of the expenditure required to
settle the present obligation at the end of the reporting period. The discount rate used to determine the present
value is a pre-tax rate that reflects current market assessments of the time value of money and the risks speclfic
to the liability. The increase in the provision due to the passage of time is recognised as interest expense.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continuad)
2.14 Offsetting financiat instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of
financial position when there Is a 1egally enforceable right to offset the recognised amounts and there is an
intention to setile on a net basis or realise the asset and settle the lability simultanecusly. The legally
enforceable right must not be contingent on future events and must be enforceable in the normal course
of busingss and in the event of default, Insolvency or bankruptcy of the Group or the counterparty.

2,15  Revenue recognition
{f}  Sale of goods

The Group manufactures and sells a range of petrachemical products in the local and global market. Sales
are recognised when control of the products has transferred, being when the products are delivered to the
customer, and there [s no unfulfilled obligation that could affect the customer’s acceptance of the products,
Delivery occurs when the products have been shipped to the specific locatlon, the risks of obsolescence
and loss have heen transferred to the customer, and either the customer has accepted the products in
accordance with the sales contract, the acceptance provisions have lapsed, or the Group has objective
evidence that all criteria for acceptance have been satisfied.

The petrochemicals are often sold with no volume discount. Revenue from these sales is recognised based
on the price specified In the contract. There is no refund liabllity to be estimated or accounted for as the
Group do not sel] the petrochmeltal product unless it is a qualified product to the customer. No element of
financing is deemed present as the sales are made with a credit term of 90 days, which is consistent with
market practice,

A receivable is recognlsed when the goods are delivered as this the point in time that the consideration is
unconditional because only the passage of time Is required before the payment is due,

{if} Blending chemicals services

The Group has two operating segments provide blending of chemicals services under fixed-price contracts.
Revenue from providing services Is recognised in the accounting perlod in which the sarvices are rendered.
For fixed-price contracts, revenue is recognised based on the actual service provided to the end of the
reporting period as a proportion of the total services 1o be provided because the customer receives and
uses the benefits simultaneously.

All service contracts have one performance obligation which is instailing and blending chemicals, revenue is
recognised over time when the service is performed over the period of the contract which Is oftenly 12
months.

Revenue is recognised in the amount to which the operating segment units has a right to involce. Customers
are invoiced on a monthly basis and consideratlon is payable when invoiced.

{iii} Transportation services

The Group provides transportation and logistics services to its customers. Revenue Is recognised for
transportation services based on the stage of completion of the transaction.

Generally the transportation service provided over a period of time ranging from one day to 14 days, thus

revenue could be recognised as the Group satisfles the performance obligation by transferring the control
of service.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

216 leases

Where the Group is the lessee- operating lease

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives received from
the lessor) are charged to the consolidated statement of profit or loss on a straight-line basis over the period
of the lease.

217 Finance costs

Finance costs directly attributable to the acquisition, construction or production of qualifying assets, which
are assets that necessarily take a substantial period of time to get ready for their intended use, are added to
the cost of those assets, until such time as the assets are substantially ready for thelr intended use. All other
finance costs are recognised in the consolidated statement of profit or loss in the perlod in which they are
incurred.

2.18 Dividends distribution

Provision 1s made for the amount of any dividend declared, being appropristely authorised and no longer at
the discretion of the entity, on or before the end of the reporting period but not distributed at the end of the
reporting perlad,

2.19 Earnings per share
{a}  Basic earnings per share

Basic earnings per share is calculated by dividing;

. the profit attributable to owners of the Parent Company, excluding any costs of servicing equity other
than ordinary shares

. by the weighted average number of ordinary shares outstanding during the financial vear, adjusted for
bonus elements in ordinary shares Issued during the year and excluding treasury shares.

(b)  Diluted earnings per share

Diluted earnings per share adjusts the figures used In the determination of basic earnings per share to take
into account:

. The after income tax effect of interest and other financing costs associated with dilutive potential
ordinary shares If any, and

. The weighted average number of additional ordinary shares that would have been outstanding
assuming the conversion of all dilutive potential ordinary shares If any.

3 CHANGES IN ACCOUNTING POLICIES

This note explains the impact of adoption IFRS 9 Financial Instruments on the Group’s consclidated financial
statements,

3.1 Impact an the financlal statemants

As explained in note 2.2 below, IFRS 9 was generally adopted without restating comparative information.
The reclassification and the adjustments asising from the new impairment rules are therefore not reflected
in the consolidated statement of financial position as at 31 December 2017, but are recognised in the
opening balance sheet on 1 lanuary 2018.
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Al Kout Industrial Projects Company K.P.5.C. and its Subsidiaries
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Notes to the consolidated finandial statements
(All amounts in Kuwaiti Dinors unless otherwise stated)

3 CHANGES IN ACCOUNTING POLICIES (CONTINUED)

3.2 IFRS 9 Financial Insturments

{FRS 9 replaces the provisions of 1AS 32 that relate to the recognition, classification and measurement of
financlal assets and financial liabilities, derecognition of financial instruments, impairment of financlal assets
and hedge accounting.

The adoption of IFRS 9 Financial Instruments from 1 January 2018 resulted in changes In accounting policles
and adjustments to the amounts recognised in the consolidated financial statements. In accordance with the
transitional provisions in IFRS 9, the comparative figures have not been restated,

The total impact on the Group’s retained earnings and associate's reserves as at 1 January 2018 s as follows:

Closing retained earnings at 31 December 2017 11,549,034
Reclassify Investment from avallable-for-sale to at fair value through profit or loss {162,097
Increase in provislon for trade receivables {77,586)
Recording the Group’s share in the associate’s impact on adoption of IFRS 9 259,843
Opening retained earnings on 1 January 2018 11,569,194
Closing share of an associate’s raserves at 31 December 2017 304,072
Recording Group's share n the associate’s reserves impact on adoption of IFRS 9 (3,007,456}
Opening share of an assoclata’s raservas on 1 January 2018 {2,703,384)
{ Classification and meosurement

On 1 January 2018 {the date of initial application of IFRS 8}, the Group’s management has assessed which
business models apply to the financial assets held by the Group and has classified Its financial instruments
into the appropriate IFRS 9 categories. The main effects resulting from this reclassification are as follows:

Financial assets at fair

Financial value through other
assets at fair comprehenslve income
valug through {Available-for-sale
Financial assets at 1 lanuary 2018 profit or loss 2017)
Closing balance 31 Dacember 2017 — I1AS 39 - 1,569,347
Reclassify investments from available-for-sale to at fair
value through profit or loss 1,569,347 (1,569,347}
Opening balance 1 January 2018 - IFRS 9 1,569,347 -
The impact of these changes on the Group’s equity Is as follows:
Effect on
available for Effact on retained
sale reserve earnings
Opening balance - I1AS 39 (162,097) 11,549,034
Reclassify investmants from available-for-sale to at falr
value through profit or loss 162,097 {162,097)
Opening balance - IFR% 9 - 11,386,937
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3 CHANGES IN ACCOUNTING POLICIES (CONTINUED)
3.2 IFAS 9 Financial Insturments {Continued)

{a) Reclassification from available-for-sale to FVPL

An inwvestment in equity shares were reclassified from available-for-sale to financial assets at FVPL with an
amount of KD 1,569,347, They do not meet the IFRS 9 criteria for classification at amortized cost, because
their cash flows do not represent solely payments of principal and interest.

Related fair value losses of KD 162,097 were transferred from the avallable-for-sale financial assets reserve
to retained earnings on 1 January 2018. In 31 December 2018, net fair value loss of KD 529,686 relating to
this investment were recognized in profit or loss.

i) Impairment of financlal assets

The Group has only trade receivables that are subject to IFRS 9%5 new expected credit foss model,

The Group was required to ravise its impairment methodology under IFRS 9 for financial assets carried at
amortised cost. The impact of the change in impairment methodology on the Group’s retained earnings and

equity ts disclosed in the table in note 3,1 above,

While cash and cash equivalents, advances and other receivables are also subject to the Impairment
requirements of IFRS 9, the identified Impairment loss was immaterial.

Trade receivables

The Group applles the IFRS 9 simplified approach to measuring expected credit (osses which uses a lifetime
expected loss allowance for all trade receivables. This resulted in an increase of the loss allowance on
1 January 2018 by KO 77,586 for trade receivables, Note 4.1(b} provides for details about the calculation of
the allowance.

The loss allowance increased by further KD 78,414 for trade receivables during the current reporting pertod.
(lil}  Recording Group’s share in the assoclate’s impact on adoption of IFRS 9

The effect of adopting IFRS 9 on the carrying amounts of the associate’s financlal assets at 1 January 2018 is
described further below.

The following table and the accompanying notes below explain the original measurement categories under

IAS 39 and the new measurement categories under IFRS 9 for each class of the associate’s financial assets as
at 1 January 2018.
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Al Kaut Industrial Projects Company K.P.$.C. and its Subsidiaries
State of Kuwait

Notes to the consolidated financial statements
{All amounts in Kuwaiti Dinars unless otherwise stated)

4 FINANCIAL RISK MANAGEMENT
4,1 Finandal risk factors

The Group's activities expose it to a variety of financial risks: market risk (including foreign currency risk,
interest rate risk and price risk}, credit risk and liquidity risk, The Group’s averall risk management programme
focuses on the unpredictabllity of financial markets and seeks to minimise potential adverse effects on the
Group’s financial performance. Risk management is carried out by the Group's finance department as
approved by the Group’s Board of Directors.

fa}  Market risk

{iy Forelgn exchange risk

The Group Is exposed to foreign exchange risk arising from various currency exposures, primarily with respect
to the US dollar and AED. Foreign exchange risk arises from future commerclal transactions, recognised assats
and liahilities. Foreign exchange risk arises when future commercial transactions or recognised assets and
liabilities are denominated In a currency that is not the Group's functional currency. The Group manages its
foreign exchange risk by regularly assessing current and expected forelgn cuirency rate movements and the
Group’s forelgn currency exposure,

The Group had the following significant net exposures denominated in foreign currencies:

As at 31 December
2018 2017
Us dollar 2,294,336 2,624,563
AED 129,500 31,416

The table below indicates the Group's foreign exchange exposure as at 31 Dacember, as a result of its
monetary assets and llabllities. The analysis calculates the effect of a reasonably possible moverrent of the KD
currency rate against the US Dollar and AED with all other variables held constant, on the profit for the year.

Effecton
Change in profit and
clurrency rate equity
At 31 December 2018
US dallar +5% 114,717
AED +5% 6,475
121,192
At 31 December 2017
Us dollar +5% 131,228
AED +5% 1,571
132,799

The decrease in currency rate wilt have the opposite effect on profit for the year and equity.
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Al Kout Industrial Projects Company K.P.5.C. and its Subsldiaries
State of Kuwait

Nates to the consolidated financial statements
{All amounts in Kuwuiti Dinars uniess otherwise stated)

4 FINANCIAL RISK MANAGEMENT {Cantinued)
4.1 Finangial risk factors (continued)

{a)  Market risk {continued)

(i}  Interest rate risk

Interestrate risk is the risk that the fair value or future cash flows of financial instruments wit) fluctuate because
of changes in market interest rates. instruments issued at variable rates expose the Group to cash flow interest
rates, while instruments issued at fixed rates expose the Group to fair value interest rate risk, Interest rate risk
arises from the possibllity that changes In interest rates will affect future profitability or the fair values of
financial instruments.

The Group analyses its interest rate exposure on a dynamic basis. Various scenarlos are simulated taking into
consideration refinancing, renewal of existing positions and alternative financing. Based on these scenarios,
the Group calculates the impact on consolidated statement of profit or boss of a defined interest rate shift. For
each simulation, the same interest rate shift is used for all currencies.

The Group is exposed to interest rate risk on all interest bearing financiat instruments such as borrowings.

Pasitions are monitored on a regular basis to ensure positions are maintained within established limits.

The risk is managed by maintaining an appropriate mix between interest bearing assets and Jiabilities, floating
and fixed interest rates. If interest rates had been higher/iower by 100 basis points with all other varisbles held
constant, profit for the year and equity would not have been significantly changed. The Group does not have
any off balance sheet financlal instruments or derivatives which are used to manage the interest rate risk.

{iii)  Price risk

The Group’s exposure to equity securities price risk arlses from investments held by the Group and classified
in the consolidated statement of financlal position as financial asset at fair value through profit or loss.

To manage its price risk arising from Investments in equity securlties, the Group diversifies its portfolio.
Diverslfication of the partfolio is done in accordance with the limits set by the Group.

The effect on profit for the year and equity (as a result of a change in the fair value of equlty investments
classified as flnancial asset at fair value through profit or loss) at the year-end due to an assumed 5% change
in equity Indices or share prices, with all other variables held constant, is not significant.

()  Credit risk

Credit risk arises from bank bafances and credit exposures to contract customers, including outstanding
receivables.

fi)  Risk management

Credit risk Is managed on a Group basis. For banks and financial institutions, only independently rated parties
with a high rating are accepted,

if customers are independently rated, these ratings are used. Otherwise, if there is no independent rating,
risk control assesses the credit quality of the customer, taking Into account its financial position, past
experience and other factors. The compliance with credit limits by contract customers is regularly monitored
by the management.
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State of Kuwalt

Notes to the consolidated financial statements
{All amounts in Kuwaiti Dinors unless otherwise stated)

4 FINANCIAL RISK MANAGEMENT {Continued)

4.1  Financiat risk factors {cantinued)

{b)  Credit risk (continued)

{ Risk management (continued)

Sales to export customers are required to be settled by letter of credit, mitigating credit risk. There are no
significant concentrations of credit risk, whether through exposure to individual customers, specific industry
sectors and/or regions.

fil) Security

For some trade receivables the Group may obtaln security in the form of guarantees, letters of credit which
can be called upon if the counterparty is in default under the terms of the agreement.

{#ii} Impairment of financial assets

The Group applies the IFRS 9 simplified approach to measuring expected cradit [osses which uses a Jifetime
expected loss altowance for trade receivables.

To measure expected credit losses, trade receivables have been Grouped based on shared credit risk
charcteristics and the days past due.

The expected Joss rates for local sales are based on the payment portfolios of trade receivables over a period
of 12 quarters before 31 December 2018 or 1 January 2018 respectively and the corresponding historical
credit losses experlenced within this peried. The historlcal loss rates are adjusted to reflect current and
forward-looking information on macroeconomlc factors affecting the ahility of the customers to settle the
receivables.

The expected loss rates for governmental sales in the State of Kuwait and State of Abu Dhabi are based on
the default credit risk of the country.

The expected loss rates for export sales are based on the default credit risk rates of the banks where the
letters of credit are confirmed.
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Al Kout Industrial Projects Company K.P.5.C. and its Subsidiaries
State of Kuwait

Notas to the consolidated financial statements
{Alf amounts in Kuweiti Dinars unless otherwise stated)

4 FINANCIAL RISK MANAGEMENT {Continued)

4.1 Financtal risk factors {continued)

(b) Credit risk {continued)

On 11 January 2018, the Group has acquired 100% of the Issued share capital of United Materials General Trading
Company W.L.L. and its Subsidiaries, the impact of adoption of IFRS @ impairment model on the opening balance
of retained earnings of the Group relatad t the acquired subsidiaries amounted to KD 18,893,

The closing loss allowances for trade receivables as at 31 December 2018 reconcile to the opening loss allowances
as follows:

Trade receivables
2018 2017
31 Dacember - Calculated Under IAS 39 - -
Amounts restated through opening retained earnings 77,586 -
Opening loss allowance as at 1 January 2018 - calcutated under IFRS 9 77,586 -
Ingrease in loss allowance recognised in the profit or loss during the year 78,414 26,996
Receivables written off during the year as uncollectible {65,219) (26,996)
Unused amounts reversed (4,400) .
At 31 December 85,78) -

Trade recelvables are written off when there Is no reasonable axpectation of recovery. Indicators that there |s
no reasonable expectation of recovery include, amongst others, the failure of a debtor to engage In a
repayment plan with the Group, and a failure to make contractual payments for a period of greater than 360
days.

Previous accounting policy for impairment of trade receivables

In the prior year, the impairment of trade receivables was assessed based on the incurred loss model.
Individual receivables which were known to be uncollectible were written off by reducing the carrying amount
directly. The other receivables were assessed collectively to determine whether there was objective evidence
that an impairment had been incurred but not yet been identified.

For these receivables the estimated impairment losses were recognised in a separate provision for
impairment. The Group considered that there was evidence of Impairment if any of the following indicators
were present:

- significant financial difficulties of the debtor
- probability that the debtor will enter bankruptey or financial reorganisation, and
- default or late payments {more than 90 days overdue).

Recelvables for which an Impairment provision was recognised were written off against the provision when
there was no expectation of recovering additional cash.
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State of Kuwait

Notes to the consolldated financial statements
{All amounts In Kuwoiti Dinars unfess otherwise stated)

4  FINANCIAL RISK MANAGEMENT {Continued)

4.1 Financial risk factors {continued)

{b} Credit risk {continued)

{lii) Net impairment losses on financia! assets recoghised in profit or loss

During the year, the following losses were recognised in profit or loss in relation to impaired trade receivables:

As st 31 December
2018 2017
Loss allowance for trade receivables 78414 -
Reversal of pervious impairment [osses {4,400) -
Net Impalrment losses on financial assets 74,014 -

{¢) Liquidity risk

Liquidity risk is the risk that the Group will encounter difficuity in meeting commitments assoclated with financiat
liabilities, arises bacause of the possibility {which may often be remote) that the entity could be raquired to pay
its liabilities earlier than expected.

Prudent liquidity risk management implies maintaining sufficlent cash, the avaltability of funding through an
adequate amount of committed credit facilities and the ability to close out market positions. Due to the dynamie
nature of the underlying businesses, the Group aims to maintain the support from the shareholders and related
parties.

A summary table with maturity of liabilities presented belowis used by Group’s management to manage liquidity
risks and is derived from managerial reports at Group level. The amounts disclosed in the below tables are the
contractual undiscounted cash flows. Undiscounted cash flows in respect of balances due within 12 months are
not significantly different than their carrying amounts in the consolidated statement of financlal position.

At 31 December 2018 Within Less than More than carrying
3 months 1 Yeqr 1 Yeor Total volue

Liahilities

Trade and other

payables 3,386,269 1,495,614 - 4,881,885 4,881,885

Contract Liabilities 693,111 - - 693,111 693,111

Borrowings 829,480 703,785 1,046,875 2,580,140 2,308,474

Total liabilities 4,908,860 2,199,399 1,046,875 8,155,136 7,883,470

Contingenties {note 25) 1,952,740 1,529,729 2,010,122 5,492,591 5,492,591

At 31 December 2017 Within Less than More than carrying
3 months 1 Year 1 Year Toto! vajue

Liabllities

Trade and other

payables 1,713,159 1,362,145 - 3,075,304 3,075,304

Contract Liabilities 131,107 - - 131,107 131,107

Total liabillies 1,844,266 1,362,145 - 3,206,411 3,206,411

Contingencles {note 25} 676,402 286,306 2,011,768 2,974,476 2,974,476
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4 FINANCIAL RISK MANAGEMENT {Continued)
4.2 Capltal risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholder, and to maintain an optimal capital structure to reduce the
cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of distributions paid to
shareholders, increase capital or sell assets to reduce debt.

Consistent with others in the industry, the shareholders monitor capital on the basis of the gearing ratio. This
ratio is calculated as net debt divided by total capital, Net debt is calculated by the Group as borrowings less
cash and cash eguivalents. Total capital is calculated as equity, as shown in the consolidated statement of
financial position, plus net debt,

As at 31 December
2018 2017
Borrowings 2,308,474 -
Less: Cashand bank balances {927,588) (2,608,676)
Net debt 1,380,886 -
Total equity 31,306,069 32,642,990
Gearing ratio 4.41% 0%

4.3 Fair value estimate

The table below analyses assets carried at fair value, by valuation method. The different levels have been defined
as follows:

Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities.

- Level 2 - Inputs other than quoted prices included within level 1 that are ohservable for the asset or
liabllity, either directly {that Is, as prices) ar indirectly (that is, derivad from prices).

. Level 3 - Inputs for the asset or liabllity that are not based on chservable market data (that s,
unchservable inputs].

The following table shows an analysis of financial Instruments recorded at fair value by level of the falr value
hierarchy:

Level 1 Level 2 Level 3 Total
2018 KD KD KD KD
Financial asset at fair value through profit or
loss:
Investment in quoted equity shares 1,039,661 - - 1,039,661
Total 1,039,661 - - 1,039,661
Level 1 Level 2 Level 3 Total
2017 KD KD KD KD
Avallable for sale financial assets:
Invastment in quoted equity shares 1,569,347 - - 1,569,347
Total 1,569,347 - - 1,569,347
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5  CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

In the application of the Group’s accounting policies, which are described in note 2, the Group's management ks
required to make judgments, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and assoclated assumptions are based on
historical experience and other factors that are considered to be relevant. Actual results may differ from these
estimates,

The estimates and underlying assumptions are reviewed on an ongoing basis, Revisions to accounting estimates
are recognized in the period in which the estimate is revised if the revision affects only that period, or In the
period of the revision and future periods if the revision affects both current and future pericds,

The followlng are the critical judgments, apart from those involving estimations {see below), that management
has made in the process of applying the entity’s accounting policies and that have the most significant effect on
the amounts recognized in consolidated financial statements.

The key assumptions concerning the future and other key sources of estimation uncert@inty at the reporting
date, that have a significant risk of causing a material adjustment to the carrylng amounts of assets and liabllities
within the next financial year are discussed below:

(a}  Useful lives and impairment of property, plant and equipment

The Group determines the estimated useful lives and residual values of property, plant and equipment.
Management reviews the residual value over their estimated useful lives. The Group uses the straight line
method to compute depreciation, to reduce the cost of assets to their estimated residual values over their
expected useful lives. The useful lives of property, plant and equipment carried by the Group are estimated to
be betwean 1 and 10 years.

At the reporting date, the Group’s management assesses, whether there Is any indication that property, plant
and equipment may be impalired. The recoverable amount of an asset is determined based on the *value-in-use”
method, This method uses estimated cash flow projections over the estimated useful life of the asset.

{b} Impairment of investment in an associate

After application of the equity method, the Group determines whether it IS necessary to recognize any
impalrment loss on the Group’s investment In Its associated companies at each reporting date based on the
existence of any objectlve evidence that tha investment in an assoclate Is impaired. If this |s the case, the Group
calculates the amount of additional impairment as the difference between the recoverable amount of the
investment in the assoclate and its carrying value and recognizes the amount in the consolidated statement of
profit or loss for the year. At the reporting date, the Group has not taken an impalwment provision against its
investment in an associate (2017: Nilj.

(¢} Impairment of goodwill

The Group tests annually whether goodwlll has suffered any impairment, in accordance with the accounting
policy stated i note 2.8. This requires an estimation of the value in use of the cash-generating units to which
the goadwill I5 allocated. Estimating the value in use reguires the Group to make an estimate of the expected
future cash fiows from the cash-generating unit and alsa to choose a suitable discount rate in order to calculate
the present valua of those cash flows (note 9).

Management is of the belief that there is no Impairment on the carrying value of the goodwill generated from
the acquisition of United Materials General Trading Company W.LL and its Subsidiarles as at
31 December 2018.
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5

{d)

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS {CONTINUED)

Expected Credit Losses on finoncial assets - applicable from 2 fanuory 2018

The Group estimates Expected CredIit Loss {ECL) for all financial assets carried at amortised cost. Significant
judgements are required in applying the accounting requirements for measuring ECL, such as:

-
*
-

Determining criteria for significant increase in credit risk

Choosing appropriate models and assumptions for measurement of ECL

Establishing the number and relative welghtings of forward-looking scenarios for each type of
product/market and the associated ECL; and

Establishing group of similar financial assets for the purpose of measuring ECL.
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Al Kout Industrial Projects Company K.P.S.C. and ts Subsidiaries
State of Kuwait

Notes to the consolidated financial statements
{AH amounts In Kuwaiti Dinars unless otherwise stated)

6 PROPERTY, PLANT AND EQUIPMENT {Continued)

Depreciation expense for the yearis Included in the consolidated statement of profit or loss as follows:

Year ended 31 Decembear
2018 2017
Cost of sales of goods 2,987,419 3,042,287
Selfing, general and administrative expenses 188,292 164,014
3,175,711 3,211,301

7 INTANGIBLE ASSET

During the current period, the Group atquires a genuine copy of a water treatment technology and all related
intellectual property rights for KD 354,000 and estimate its useful live for 5 years.

31 December
2018
At 1 lanuary 2018 -
Additions 354,000
Amartisation charge for the year e (35400)
At 31 December 2018 318,600
Net book amount
Cost 354,000
Accumulated amortisation {35,400)
At 31 December 2018 318,600
8 INVESTMENT IN AN ASSOCIATE
Princlpal Place of Ownarship Carrying
Namae of assoclate activity incorporation interest % Amount
2018 2017 2018 2017
Al Dorra Petroleum Petroleum
Services Company services to
K.5.C. (Closed) (A1 oil and gas
Dorra} sector Kuwait 37.99% 37.99% 6,981,157 9,432,875

Summarised finandal information In respect of the Group's investrnent In its assoclate Is set out balow:

As at 31 December
2018 2017
Total assets 46,536,716 51,805,863
Total liabilities 26,351,071 25,166,629
MNet assets 20,185,645 26,639,234
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8 INVESTMENT IN AN ASSOCIATE (CONTINUED)
Reconciliation to carrylng amounts: Year ended 31 December
2018 2017

Opening net assets 1 January 26,639,234 25,333,741
Impact of adoption of IFRS 9 at 1 January 2018 (MNote 3) {7,232,437) .
Profit for the year 602,135 1,250,050
Other comprehensive income 176,713 55,443
Closing net assets 20,185,645 26,639,234
Group share in % 37.99% 37.99%
Share of associate’s net assets 7,668,527 10,120,245
impalrment losses recognised in prior years (687,370) {687,370)
Carrying amount as of 31 December 6,981,157 9,432,875

During the year, the Group has recorded its share of profit of KD 228,762 (2017: profit of XD 474,894) based on
audited financial statements of the investee for the year ended 31 Decernber 2018, The recoverable amount
of investment In an assoclate based on impairment assessment performed by management was determined
1o be KD 7,194,074 using discount rate of 12.39 % (2017: 11.25%) and terminal growth rate of 2.5% (2017: 2%).
If the estimated discount rate had been 0.5% higher than management’s estimate {for example, 12.89% instead
of 12.39%}, the recoverable amount of the associate wili be lower by KD 517 thousand, resulting in impairment
loss.

9 BUSINESS COMBINATION

On 11 January 2018, the Group has acquired 100% of the issued share capltal of United Materials General
Trading Company W.LL. and its Subsidiaries {"UMGTC"), and its principal business is blending of chemical
products.

Details of the purchase consideration, the net assets acquired and goodwill are as follows:

Purchas cansideration
Cash pald 7,410,737
Total purchase conslderation 7,410,737
The assets and liabilities recognised as a result of the acquisition are as follows:

Fair value
Cash 1,961,372
Trade receivables and other debits balances 1,344,025
Property and equipment 137,598
Inventories 760,154
Trade payables and other credit balances {1,025,073)
Employee benefit obligations (201,904)
Borrowings (502,837)
Net identifable assets acquired 2,473,335
Add: goodwill 4,937,402
et assets acquired 7,410,737

The goodwill is attributable to the workferce and the high profitability of the acquired business. There were
no acquisitions in the year ended 31 December 2017.

The acquired business contributed revenues of KD 8,699,003 and net profit of KD 1,032,503 to the Group for
the period from 11 January 2018 to 31 December 2018,
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10  BUSINESS COMBINATION (CONTINUED)

1f the acquisition had accurred on 1 January 2018, consolidated pro-forma revenue and profit for the year
ended 31 December 2018 would have been KD 8,884,943 and KD 1,080,419, respactively.

Purchase consideration — cash outflow

2018
Outflow of cash to acquire UMGTC, net of cash acquired
Cash consideration 7,410,737
Less: Bank balances acquired {1,961,372)
Net outflow of cash —~ investing activities 5,449,365

The recoverable amount of goodwill is catculated using value-in-use method estimated by discounting the
future cash flows to be generated from the continuing use of the CGU The value-in-use has been determined
based on the applicable welghted average cost of capital ("WACC") of 14.6% {lang term growth rate of 2%),
If the estimated WACC had been 1% higher than management’s estimate (for example, 15.6% instead of
14.6%), the recoverable amount of goodwill would be higher than its carrying amount, resulting In no
impairment loss.

11 INVENTORIES

As at 31 December

2018 2017
Finished goods ' : 1,099,933 292,494
Raw materials 583,879 241,240
Spare parts - 962,104 960,771

2,645,916 1,434,505
12 TRADE AND OTHER RECEIVABLES
As 8t 31 December
2018 2017

Trade receivables : 7,719,171 6,407,528
Provision for impairment {note 4.1{b}} (85,781) .

7,633,390 5,402,538
Advances 1,449,100 354,829
Prepayments 298,975 209,583
Other receivables 252,910 199,448
Total 9,634,375 7,171,398

As of 31 December 2018, the carrying value of trade and other recelvahles approximates their fair values,
During the year, trade recelvables with an amount of K& 65,819 have been written off (2017: KD 26,996).

The carrying amounts of the Group’s trade and other receivables are denominated in the following currencies:

As at 31 Dacember
2018 2017
Kuwslti Dinars 6,667,007 4,678,691
US dollars 1,782,103 1,216,092
United Arab Emirates Dirahms 1,153,814 1,094,896
Qatari Riyal 31,451 13,527
Total 9,634,375 7,003,206
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13 CASH AND CASH EQUIVALENTS

As at 31 December
2018 2017
Cash on hand 24,274 12,395
Cash at banks 903,314 2,596,281
Cash and bank balances 927,588 2,608,676

) Reconcifiation to cash flow statement

The above figures reconcile to the amount of cash shown in the statement of cash flows at the end of the
financial year as follows:

As at 31 December
2018 2017
Balances as above 927,588 2,608,676
Bank overdrafts (see note 13) (1,308,474) 2,596,281
Cash and bank balances ' {380,886} 2,608,676
13 Borrowings
As at 31 December
2018 2017
Murabha facility 1,000,000 -
Bank overdrafts 1,308,474 .
2,304,474 -

Murabaha facility obtained from a lotal bank and carry a profit rate of 3.75% {31 December 2017; nil) per annum,

14 Post-empioyment benefits

Movements in the provision recognised In the statement of financial position are as follows:

As at 31 December
2018 2017
Provision as at 1 January 1,948,118 1,772,051
Acquired from subsidiaries 201,904 -
Provided during the year 299,225 258,407
End of service benefits paid {156,241) (82,340}
Proviston a5 at 31 December 2,293,006 1,948,118
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15 TRADE AND OTHER PAYABLES

As at 31 December
2018 2017
Trade payables 2,887,374 1,188,081
Accrual expenses 1,567,154 1,277,273
Tax payable 427,357 441,758
4,881,885 3,075,304
16 SHARE CAPITAL
As at 31 December
2018 2017
Authorised, issued and fully paid 100,900,800 {2017: 100,500,800}
shares of naminal value of 100 fils each paid in ¢ash 10,090,080 10,090,080

17 STATUTORY RESERVE

I accordance with the Companies’ Law No. 1 of 2016, and the Parent Company’s Memorandum and Articles
of Association, as amended, 10 % of the profit for the year before KFAS, NLST, Zakat and directors’
remuneration Is required to be transferred to the statutory reserve until the reserve totals 50% of the paid up
share capital, Distribution of the statutory reserve is limited to the amount required to enabie the payment of
a dividend of 5 % of pald up share capital to be mare In years when retained earnings are not sufficient for the
payment of a dividend of that amount. The Annual General Assembly meeting of sharehalders held on 2 May
2017 approved the hold of transfer to statutory reserve as It exceeds 50% from the paid up capital,

18 VOLUNTARY RESERVE

In accordance with the Parent Company's Memorandum and Articles of Association, as amended, 10 % of the
profit for the year before KFAS, NLST, Zakat and director’s remuneration s required to be transferred to the
voluntary reserve. This transfer may be discontinued by a resolution adopted by the ordinary assembly of the
shareholders as recommendation by the Board of Directors’. There are no restrictions on the distribution of
the voluntary reserve. The Annual General Assembly meeting of shareholders held on 2 May 2017 approved
the hold of transfer to voluntary reserve,

19 REVENUE FROM CONTRACTS WITH CUSTOMERS

A} Disaggregation of revenue from contracts with customers

Blending of
Sale of Sale of Leglstics and chemicals
2018 Chior Alkai petrochemicals Transportation services Total
Revenue from
customers 18,954,594 9,816,359 51,753 576,444 29,399,150
Timing of
. revenue
racognition
At a pointin 28,770,953
time 18,954,594 9,816,359 - -
Over time . - 51,753 576,444 628,197
18,954,594 9,816,359 51,753 - 576444 29,399,150
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19 REVENUE FROM CONTRACTS WITH CUSTOMERS (CONTINUED)
A) Disaggregation of revanue from contracts with customers (continved)

The Group derives revenue from the transfer of goods and services over time and at a point in time. The
folowing major revenue streamlines:

Sale of Chlor Sale of Logistics and
2017 Alkal petrochemlcals Transportation Total

Revenue from customers 19,459,645 1,812,780 500,213 21,872,638

Timing of revenue

recognition
At a point In time 19,459,645 1,812,780 - 21,272,425
Over timg - - 600,213 600,213
19,459,645 1,812,780 600,213 21,872,638
B} Liabilities related to contracts with customers
As at 31 December
2018 2017

Contract labilities - sale of petrochemicals “Chlor Alkai” 693,111 131,107
Total currant contract liabilities 693,111 131,107

Contract liabilities resulted from the advances received to deliver petrochemical products. The Group
recognised the full amount included in the contract lisbility at the beginning of the year as a revenue in the
current reporting period.

20 Breakdown of expenses by nature

Year ended 31 December
2018 2017
Changes in Inventonies of finished goods and work in progress 27,527 {12,520)
Raw materials and consamables used 11,684,504 4,069,589
Salaries and other direct employee allowances 4,499,872 3,579,026
Depreciatlon and amortisation 3,211,111 3,211,301
Rent expense 374,948 347,825
Bad debt expense 74,014 26,956
Consultancy fees 121,930 52,741
Others 2,611,338 3,332,650

22,606,294 14,607,608
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21 Other (losses) / gains

Year ended 31 December
2018 2017
Falr value loss on financial asset at fair value through profit or loss (529,686) +
Foreign exchange gain ’ 101,918 89,153
(427,771) 89,153
22 EARNINGS PER SHARE (BASIC AND DILUTED)
Year ended 31 December
2018 2017
€arnings per share Is calculated as follows:
Profit for the year (KD} 6,291,019 6,219,402
Weighted average number of outstanding shares 100,900,800 100,500,800
Earnings per share (Basic and diluted} {fils) 62.35 61.64

23 RELATED PARTY TRANSACTIONS

Related partles consists of shareholders, directors, key management personnel and entlties controlled, jointly
controlled or $ignificantly influenced by such parties. Pricing policies and terms of these transactions are
approved by the Group's management, Related party transactions are as follows:

Year ended 31 December
2018 2017
Key management compensation
Salaries and other short-term benefits 442,048 430,585
Executive committee benefits 60,000 60,000
Post-employment benefits 41,868 45,947
543,916 536,532

24 ANNUAL GENERAL ASSEMBLY MEETING

The Board of Directors proposed 50% cash dividends of the paid up share capital for the year ended
31 December 2018, This proposal is subject to the approval of the shareholdars In the Annual General
Assembly and has not been accounted for in these consolidated financlal statements.

The Annual General Assembly meeting of shareholders held on 2 May 2017 approved the consolidated
financial statements of the Group for the year ended 31 December 2017, and approved a cash dividend
equlvalent to 50% of the paid up share capital for the year ended 31 December 2017 {2016: S0%) to the
shareholders of record as of the date of the Annual General Assembly, and to distribute directors’
remuneration of KD 87,500 (2016: KD 73,600).

25 SEGMENT INFORMATION

The Board of Directors is the Group's chief operating decision maker. Management has determined the
operating segments based on the information reviewed by the Board of Directors for the purposes of
allocating resources and assessing performance.
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25 SEGMENT INFORMATION (CONTINUED)

The management has Grouped the Group's products and service$ into the following operating segments:

. Chlor Alkali

. Petvochemical products
. Logistics and Transport
. Investments

Segment revenue and results

The following is an analysis of the Group’s revenue and results by reportable segments:

Revenue Segment result
2018 2017 2018 2017
Chior Alkali 18,954,594 19,459,645 8,486,986 9,556,526
Petrochemical products 10,392,803 1,812,780 2,083,624 103,501
Logistics and transport 51,753 600,213 1,884 108,038
Investments . - 228,762 474,894
: 29,399,150 21,872,638 10,801,256 10,242,95%
Other income 276,830 181,447
Finance costs {191,202) {50,647)
Unallocated expenses {4,595,865) {4,154,357)
Profit for the year 6,291,019 5,219,402
Year end 31 December
2018 2017
Geographical segmenty
Kuwait and Middie East 25,808,974 19,309,751
Europe and Africa 3,355,243 2,258,928
Asia 234,933 303,959
Total consolidated segment revenue 29,399,150 21,872,638

Segment assets and labikties

For the purposes of monitoring segment performance and allocating resources between segments:

As at 31 December
2018 2017

Segment assets

Chlor Alkali 28,452,926 24,480,825
Petrochemical products 3,624,087 267,042
Logistics and transport 1,232,619 1,711,046
Investments 8,172,913 11,002,222
Total consolidated segment assets 41,452,545 37,797,519
Sagment liabilities

Chiar Alkali 7,606,393 4,432,299
Petyochemical Products 2,243,821 379,273
Logistics and transport 326,262 342,357
Total consolitdated segment liabilities 10,176,476 5,154,529
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26 COMMITMENTS AND CONTINGENT LIABILITIES

Capital commitments
-For the acquisition of property, plant and equipment
Contingent llabilities

Letters of guarantee

Letters of credit

Operating lgase commitments

As at 31 December
2018 20n7
483,237 881,855
4,355,428 2,567,844
1,137,163 406,632
5,492,591 2,974,476

The minimum operating lease commitments under non-cancellable operating leases are as follows:

Not later than one year
Later than one year but not later than five years

27 SIGNIFICANT NON CASH TRANSACTIONS

Investment in assoclate

Available-for-sale financial asset

Financial asset at fair value through profit or loss
Trade and other receivables

Share of an associate’s reserves

Fair value reserve

Retained earnings

28 COMPARTIVE FIGURES

Previous year figures have been regrouped or reclassified wherever necessary to make thern comparable
with those of the current year. The classifications don’t have a material effect on the consolidated

statements of financial position and profit or loss.

a7

As at 31 December

2018 2017
113,827 118,478
109,664 478,662

Year ended 31 December

2018 2017

2,680,480 {21,063)
1,569,347 196,047
(1,569,347) -
77,586 -
(2,940,323) 21,063
162,097 {196,047}
20,160 .
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