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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF BAWABAT
AL-KUWAIT HOLDING COMPANY K.S8.C. (CLOSED)

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Bawabat Al-Kuwait Holding Company
K.S.C. (Closed) (the “Parent Company”) and its subsidiaries {collectively, the “Group”), which
comprise the consolidated statement of financial position as at 31 December 2018, and the
consolidated statement of income, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the
year then ended, and notes to the consolidated financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2018, and its
consolidated financial performance and consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

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 Auditor's Responsibilities for
the Audit of the Financial Statements section of our report. We are independent of the Group in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (JESBA Code), and we have fulfilled our other ethical responsibilities
in accordance with these requirements and the IESBA Code. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our opinion.

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 IFRSs, 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, disclosing, as applicable, matters related to going
concern and using the going concem 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 consolidated
financial reporting process.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF BAWABAT
AL-KUWAIT HOLDING COMPANY K.S.C. (CLOSED) (continued)

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

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

As part of an audit in accordance with ISAs, we exercise professional judgement and matntain
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, forgery, intentional omissions,
misrepresentations, or the override 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.

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

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

¢ 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.

s Obtain sufficient appropriate audit evidence regarding the consolidated financial information
of the entities or business activities within the Group to express an opinion on the consoclidated
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 scope and timing of the audit and significant audit findings, including any significant
deficiencies in intemal control that we identify during our audit.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF BAWABAT
AL-KUWAIT HOLDING COMPANY K.S.C. (CLOSED) (continued)

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion proper books of account 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 the information and explanations
that we required for the purpose of our audit and that the consolidated financial statements
incorporate all information that is required by the Companies Law No.1 of 2016, as amended, and
its executive regulations, as amended, and by the Parent Company’s Memorandum of
Incorporation 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, as amended,
and its executive regulations, as amended, nor of the Parent Company’s Memorandum of
Incorporation 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 Parent Company or on its financial
position.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

CONSOLIDATED STATEMENT OF INCOME
For the year ended 3] December 2018

{Restated) *

2018 2017
Notes KD KD

INCOME
Trading income 3 15,052,261 10,283,836
Net investment income 4 2,933,135 2,797,923
Other income 1,117,483 1,539,104
Foreign exchange loss (78,736) {178,091)
TOTAL INCOME 19,024,143 14,442,772
EXPENSES
Distribution costs (118,886) {131,576)
Administrative expenses (3,912,399) (4,102,940)
Finance costs (446,489) (397,561)
Expected credit loss/ Allowance of impairment of other receivables - (151,125)
TOTAL EXPENSES (4,477,774) (4,783,202)
PROFIT FOR THE YEAR BEFORE INCOME TAX, CONTRIBUTION TO

KUWAIT FOUNDATION OF ADVANCEMENT OF SCIENCE, ZAKAT

AND BOARD OF DIRECTORS’ REMUNERATION 14,546,369 9,659,570
Income tax expense 5 (3,197,986) (1,379,719)
KFAS (61,037) (47,019)
Zakat (65,768) (50,743)
Directors’ remuneration 22 (22,000) (60,000)
PROFIT FOR THE YEAR 11,199,578 8,122,089
Attributable to:

Equity holders of the Parent Company 6,633,110 4,476,367

Non-controlling interests 4,566,468 3,645,722

11,199,578 8,122,089

* Certain amounts shown here do not correspond to the consolidated financial statements as at 31 December 2017
and reflect adjustments made as detailed in Note 23.

The aitached notes 1 10 23 form pant of these consolidated financial statements.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2018

Profit for the year

Other comprehensive income (loss):

Items that will not be reclassified subsequently to the consolidated
statement of income:

Changes in the fair value of equity investments at FVOCI

Items that are or may be reclassified subsequently to
the consolidated statement of income:
Exchange differences on translation of foreign operations

Other comprehensive income (loss) for the year
Total comprehensive income for the year

Attributable to:
Equity holders of the Parent Company

Non-controlling interests

Note

(Restated) *

2018 2017

KD KD
11,199,578 8,122,089
1,144,180 (6,245,620)
71,676 (1,413,366)
71,676 (1,413,366)
1,215,856 (7,658,986)
12,415,434 463,103
7,848,966 (2,615,068)
4,566,468 3,078,171
12,415,434 463,103

* Cerrain amounts shown here do not carrespond to the consolidated financial statements as at 31 December 2017

and reflect adjustments made as detailed in Note 23.

The attached notes 1 10 23 form part of these consolidated financial statements.

5



Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 December 2018

ASSETS

Non-current asscts

Property, piant and equipment
Intangiblc assets

Investment in an associate
Equity investments at FVOCI

Current assets

Inventories

Financial assets carried at fair valuc through profit or loss
Accounts receivable and prepayments

Cash and cash equivalents

TOTAL ASSETS

EQUITY AND LIABILITIES
Equity

Share capital

Statutory reserve

Fair value reserve

Foreign currency translation reserve
Other reserve

Retained earnings

Equity attributable to equity holders of the Parent Company

Non-controlling interests
Total equity

Liabilitics
Non-current liabilitics
Deferred tax

Term loans

Current liabilitics
Tern loans
Accounts payable and accruals

Total Habilitics

TOTAL EQUITY AND LE1ABI

Bader Mohammad Alj
Chairman  /

Notes

=1 O

10
11

13

(Restated) *

2018 2017
KD KD
47,852,677 51,531,701
10,480,822 12,426,744

64,686 64,399
6,974,527 5,840,991
65,372,712 69,863,835
7,609,030 7,375,126
56,464 15,117,271
7,402,632 2,516,352
48,107,375 43,476,765
63,175,501 68,485,514
128,548,213 138,349,349
50,000,000 50,000,000
15,602,956 14,924,764
(4,648,745) (5,792,925)
2,235,044 2,163,368
(5,423,038) (5,423,038)
18,431,351 14,976,433
76,197,568 70,848,602
29,574,713 40,472,257
105,772,281 111,320,859
5,960,348 6,735,390

- 1,653,811
5,960,348 8,389,201
1,661,198 2,835,105
15,154,386 15,804,184
16,815,584 18,639,289
22,775,932 27,028,490
128,548,213 138,349,349

* Certain amounts shown here do not correspond to the consolidated financial statements as at 31 December 2017

and reflect adjustments made as detailed in Note 23.

The attached notes 1 to 23 form part of these consclidated financial statements.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

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

2018 2017
Notes KD KD

OPERATING ACTIVITIES
Profit for the year before income tax, contribution lo KFAS, Zakat and

Directors’ remuneration 14,546,369 9,659,570
Adfustmenis to reconcile profit for the year to net cash flows:

Net investment income 4 (2,933,135) (2,797,923)

Depreciation 6 5,533,961 5,574,843

Amortisation of intangible assets 7 2,001,426 1,992,527

Expected credit loss/ allowance for impairment of other receivables = 151,125

Income tax expense 3,197,986 1,379,719

Finance costs 446,489 397,561

22,793,096 16,357,427

Working capital changes:

Inventories (233,904) 35,964

Financial assets carried at fair value through profit or loss 10 15,060,807 (15,078,763)

Accounts reccivable and prepayments (4,886,280) 931,055

Accounts payables and accruals {649,798) 1,946,476

32,083,921 4,192,159

Income tax paid (3,197,986) (1,372,209)
Net cash flows from operating activities 28,885,935 2,819,950
INVESTING ACTIVITIES
Purchase of property, plant and equipment 6 (829,571) (236,019)
Proceeds from sale of financial assets at fair value through other comprehensive 10,644 -
income
Fixed deposits placed - 16,462,094
Dividend income received 4 205,075 179,062
Interest income received 4 2,712362 2,609,905
Net cash flows from investing activities 2,098,510 19,015,042
FINANCING ACTIVITIES
Net movement in term loans (2,827,718) {2,898,968)
Finance cost paid (446,489) (397,561)
Dividend paid 22 {2,500,000) (5,000,000)
Dividend paid to non-contrelling interests (3,377,898) (890,637)
Net cash flows vsed in financing activities {9,152,105) {9,187,166)
NET INCREASE IN CASH AND CASH EQUIVALENTS 21,832,340 12,647,826
Effect of foreign currency translation (17,201,730) (435,272)
Cash and cash equivalents at the beginning of the year 12 43,476,765 31,264,211
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 12 48,107,375 43,476,765

The attached notes 1 1o 23 form part of these consolidated financial statememnts.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

1 CORPORATE INFORMATION

‘The consolidated financial statements of Bawabat Al-Kuwait Holding Company K.S.C. (the “Parent Company™)
and its subsidiaries (collectively the “Group™) for the year ended 31 December 2018 were approved for issue by
Board of Directors on 11 April 2019, and are subject to the approval of the shareholders of the Parent Company
in the Annual General Assembly (*AGM"). The shareholders have the power to amend the consolidated financial
statements after issuance,

The consolidated financial statements for the Parent Company’s shareholders approved the year ended 31
December 2017 during the Annual General Meeting held 8 May 2018.

The Parent Company is a Kuwaiti Shareholding Company registered and incorporated in Kuwait on 27 Apri! 2004.
The Parent Company’s principal activities are:

e  Owning stocks and shares in Kuwaiti or non-Kuwaiti companies and shares in Kuwaiti or non-Kuwaiti limited
liability companies and participating in the establishment of, lending to and managing of these Companies
and acting as a guarantor for these companies.

* Lending money to companies in which it owns shares, guaranteeing them with third parties where the holding
Company owns 20% or more of the capital of the borrowing company.

e  Owning industrial equities such as patents, industrial trademarks, royalties, or any other related rights, and
franchising them to other companies or using them within or outside the State of Kuwait.

s Owning real estate and moveable property to conduct its operations within the limits as stipulated by law.

e Employing surplus funds available with the parent company by investing them in investment and real estate
portfolios managed by specialised companies.

The Parent Company’s registered head office is at Khaleejia Building, Al Mutanabi Street, Kuwait. The Parent
Company is a subsidiary of Egypt Kuwait Holding Company K.S.C. (Holdings) (the “Ultimate Parent Company™).

The principal activity of the major indirect subsidiary company (Alexandria Fertilizers Company-Abu-Qir S.A.E) is
to produce chemical fertilisers and its other derivatives. The indirect subsidiary company produces ammonia as an
intermediate product and urea as final product.

2.1  BASIS OF PREPARATION

Statement of compliance
The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards (“IFRS”} as issued by the International Accounting Standard Board (“IASB™).

Basis of preparation

The consolidated financial statements are prepared under the historical cost convention modified to include the
measurement at fair value of financial assets carried at fair value through profit or loss and equity investments at
FVOCI.

The consolidated financial statements have been presented in Kuwaiti Dinars (“KD"), being the functional currency
of the Parent Company.




Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.2 BASIS OF CONSOLIDATION

The consolidated financial statements comprise the financiat statements of the Parent Company and its subsidiaries
as at 31 December 2018.

Control is achieved when the Group is exposed, or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the investee. Specifically, the Group
controls an investee if and only if the Group has:

e Power over the investee ‘i.e., existing rights that give it the current ability to direct the relevant activities of the
investee);

» Exposure, or rights, to variable retumns from its involvement with the investee; and

» The ability to use its power over the investee to affect its returns.

Generally, there is a presumption that a majority of voting rights result in control. To support this presumption
and when the Group has less than a majority of the voting or similar rights of an investee, the Group considers all
relevant facts and circumstances in assessing whether it has power over an investee, including:

» The contractual arrangement with the other vote holders of the investee;
» Rights arising from other contractual arrangements; and
s The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there are
changes to one or more of the three elements of control. Consolidation of a subsidiary begins when the Group
obtains control over the subsidiary and ceases when the Group loses control of the subsidiary. Assets, liabilities,
income and expenses of a subsidiary acquired or disposed off during the year are included in the consolidated
statement of comprehensive income from the date the Group gains contrel until the date the Group ceases to
control the subsidiary.

Profit or loss and each component of other comprehensive income (*OCI") are attributed 1o the equity holders of
the parent of the Group and to the non-controlling interests, even if this results in the non-controlling interests
having a deficit balance. When necessary, adjustments are made to the financial statements of subsidiaries to bring
their accounting policies into line with the Group’s accounting policies. All intra-group assets and liabilities,
equity, income, expenses and cash flows relating to transactions between members of the Group are eliminated in
full on consolidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity
transaction.

1f the Group loses control over a subsidiary, it derecognises assets (including goodwill), liabilities, non-controlling
interests, and other components of equity while any resultant gain or loss is recognized in the consolidated
statement of income. Consideration received and any investment retained are recognized in the consolidated
statement of financial position at fair value. It also reclassifies any share of components previously recognised in
OCI to the consolidated statement of income or retained earnings, as appropriate, as would be required if the Group
had directly disposed of the related assets or liabilities.

The subsidiaries of the Group are as follows:

Country of Principal Effective equity
Name of the Subsidiary incorporation activity interest
31December

2018 2047

Direct subsidiary
Logistics support

International Logistics Holding Company K.S.C. Kuwait services 99% 99%
Indirect subsidiary
Alexandria Fertilizers Company-Abu-Qir S.A.E. Egypt Manufacturing 59.82%  59.82%




Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 3] December 2018

2.3 CHANGE IN ACCOUNTING POLICIES

New and amended standards and interpretations

The accounting policies applied are consistent with those used in the previous year except for the adoption of IFRS
15: Revenue from Contracts with Customers, the Group has early adopted IFRS 9 during the year ended 31
December 2017.

Adoption of IFRS 15 ‘Revenue from Contracts with customers’

IFRS 15 was issued in May 2014 and is effective for annual periods commencing on or after | January 2018. IFRS
15 outlines a single comprehensive model of accounting for revenue arising from contracts with customers and
supersedes current revenue guidance, which is found currently across several standards and interpretations within
IFRS. It established a new five-step model that will apply to revenue arising from contracts with customers. Under
IFRS 15, revenue is recognised at an amount that reflects the consideration to which an entity expects to be entitled
in exchange for transferring goods or services to a customer.

The Group's adoption of IFRS 15 had no material impact on these consolidated financial statements of the Group.

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

2.4 STANDARDS ISSUED BUT NOT YET EFFECTIVE

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Group's
consolidated financial statements are disclosed below. The Group intends to adopt these standards, if applicable,
when they become effective.

IFRS 16: Leases

In January 2016, the IASB issued IFRS 16 ‘Leases’ with an effective date of annual periods beginning on or after |
January 2019 and it replaces IAS 17 Leases, IFRIC 4 Determining whether an Arrangement contains a Lease, SIC-
15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of Transactions Involving the Legal Form of
a Lease. IFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of leases and
requires lessees to account for all leases under a single on-balance sheet model similar to the accounting for finance
leases under IAS 17.

The standard includes two recognition exemptions for lessees — leases of 'low-value’ assets (e.g., personal
computers) and short-term leases (i.e., leases with a lease term of 12 months or less). At the commencement date
of a lease, a lessee will recognise a liability to make lease payments (i.e., the lease liability) and an asset
representing the right to use the underlying asset during the lease term (i.e., the right-of-use asset). Lessees will
be required to separately recognise the financing expense on the lease liability and the depreciation expense on
the right-of-use asset.

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events (e.g., a change
in the lease term, a change in future lease payments resulting from a change in an index or rate used to determine
those payments). The lessee will generally recognise the amount of the remeasurement of the lease liability as an
adjustment to the right-of-use asset.

Lessor accounting under IFRS 16 is substantially unchanged from today’s accounting under 1AS 17, Lessors will
continue to classify all leases using the same classification principle as in IAS 17 and distinguish between two
types of leases: operating and finance leases.

IFRS 16 results in lessees accounting for most leases within the scope of the standard in a manner similar to the
way in which finance leases are currently accounted for under 1AS 17 ‘Leases’. Lessees will recognise a *right of
use’ asset and a corresponding financial liability on the statement of financial position. The asset will be amortised
over the length of the lease and the financial liability measured at amortised cost. Lessor accounting remains
substantially the same as in 1AS 17.

IFRS 16 also requires lessees and lessors to make more extensive disclosures than under 1AS 17.

I



Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.4 STANDARDS ISSUED BUT NOT YET EFFECTIVE (continued)

Transition to IFRS 16

The Group plans to adopt IFRS 16 using the modified retrospective method. Applying this method, the
comparative information will not be restated. The Group will elect to apply the standard to contracts that were
previously identified as leases applying IAS 17 and IFRIC 4. The Group will therefore not apply the standard to
contracts that were not previously identified as containing a lease applying IAS 17 and IFRIC 4.

The Group will elect to use the exemptions proposed by the standard on lease contracts for which the lease terms
ends within 12 months as of the date of initial application, and lease contracts for which the underlying asset is of
low value. The Group has leases of certain office equipment (i.e., personal computers, printing and photocopying
machines) that are considered of low value.

During the year, the Group has performed a detailed impact assessment of IFRS 16. The management does not
expect any significant impact on the consolidated financial statements.

In 2019, the Group will continue to assess the potential effect of IFRS 16 on its consolidated financial statements.

Additional disclosures will be made in the consolidated financial statements when these standards, revisions and
amendments become effective.

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as
the aggregate of the consideration transferred measured at acquisition date fair value and the amount of any non-
controlling interests in the acquiree. For each business combination, the Group elects whether to measure the non-
controlling interests in the acquiree at fair value or at the proportionate share of the acquiree’s identifiable net
assets. Acquisition-related costs are expensed as incurred and included in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with the contractual terms, economic circumstances and pertinent
conditions as at the acquisition date. This includes the separation of embedded derivatives in host contracts by the
acquiree.

If the business combination is achieved in stages, any previously held equity interest is remeasured at its
acquisition date fair value and any resulting gain or loss is recognised in consolidated statement of income.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at the acquisition
date. Contingent consideration classified as an asset or liability that is a financial instrument and within the scope
of 1AS 39 Financial Instruments: Recognition and Measurement, is measured at fair value with changes in fair
value recognised either in either consolidated statement of income or as a change to other comprehensive income.
If the contingent consideration is not within the scope of IAS 39, it is measured in accordance with the appropriate
IFRS. Contingent consideration that is classified as equity is not remeasured and subsequent settlement is
accounted for within equity.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred and the
amount recognised for non-controlling interests, and any previous interest held, over the net identifiable assets
acquired and liabilities assumed. If the fair value of the net assets acquired is in excess of the aggregate
consideration transferred, the Group re-assesses whether it has correctly identified all of the assets acquired and
all of the liabilities assumed and reviews the procedures used to measure the amounts 10 be recognised at the
acquisition date. If the reassessment still resulls in an excess of the fair value of net assets acquired over the
aggregate consideration transferred, then the gain is recognised in consolidated statement of income.

Afier initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of
impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of
the Group’s cash-generating units that are expected to benefit from the combination, irrespective of whether other
assets or liabilities of the acquiree are assigned to those units.

Where goodwill has been allocated to a cash-generating unit and part of the operation within that unit is disposed
of, the goodwill associated with the dispased operation is included in the carrying amount of the operation when
determining the gain or loss on disposal. Goodwill disposed in these circumstances is measured based on the
relative values of the disposed operation and the portion of the cash-generating unit retained.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2,5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue recognition

Revenue is recognised to the extent that future economic benefits will flow to the Group and the revenue can be
reliably measured regardless of when the payment is being made. Revenue is measured at the fair value of
consideration received or receivable taking into account contractual defined terms of payment and excluding
discounts and rebates. The Group assesses its revenue arrangements against specific criteria in order to determine
if it is acting as principal or agent. The Group has concluded that it is acting as a principal in all of its revenue
arrangements. The following specific recognition criteria must also be met before revenue is recognised:

Sale of goods

Revenue is measured at the fair value of the consideration received or receivable. Revenue is recognised when the
significant risks and rewards of ownership have been transferred to the buyer, recovery of the consideration is
probable, the associated costs and possible retwrn of goods can be estimated reliably, there is no continuing
management involvement with the goods, and the amount of revenue can be measured reliably.

Transfers of risks and rewards vary depending on the individual terms of the contract of sale. For sales of Urea,
transfer usually occurs upon loading the goods onto the relevant carrier.

Dividend income
Dividend income is recognised when the right to receive the payment is established which is generally when
partners approve the dividend

Interest income and expense

Interest income and expense are recognised in the consolidated income statement for all interest bearing
instruments on EIR basis. The calculation includes all contractual terms of the financial instrument and includes
any fee or incremental costs that are directly attributable to the instrument and are an integral part of the effective
interest rate, but not future credit losses.

Other income
Other income is recognized on accrual basis, unless collectability is in doubt.

Borrowing costs
Interests on borrowings are calculated on the accrual basis and are recognized in the consolidated statement of
income in the year in which they are incurred.

Taxes

Current income tax

Current income tax assets and liabilities for the current year are measured at the amount expected to be recovered
from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted, at the reporting date in the countries where the Group operates and generates
taxable income.

Current income tax relating to items recognised directly in equity is recognised in equity and not in the
consolidated statement of income. Management periodically evaluates positions taken in the tax returns with
respect to situations in which applicable tax regulations are subject to interpretation and establishes provisions
where appropriate.

Deferred tax
Deferred tax is provided using the balance sheet method on temporary differences between the tax bases of assets
and liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

- When the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable consolidated statement of income.

- In respect of taxable temporary differences associated with investments in subsidiaries, associates and
interesis in joint ventures, when the timing of the reversal of the temporary differences can be controlled
and it is probable that the temporary differences will not reverse in the foreseeable future.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Taxes (continued)

Deferred tax (continued)

- Deferred tax assets are recognised for all deductible temporary differences, the carry forward of unused tax
credits and any unused tax losses. Deferred tax assets are recognised to the extent that it is probable that
taxable profit will be available against which the deductible temporary differences, and the carry forward
of unused tax credits and unused tax losses can be utilised, except:

- When the deferred tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable consolidated statement of income.

- In respect of deductible temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, deferred tax assets are recognised only to the extent that it is probable that the
temporary differences will reverse in the foreseeable future and taxable profit will be available against
which the temporary differences can be utilised.

Tax benefits acquired as part of a business combination, but not satisfying the criteria for separate recognition at
that date, would be recognised subsequently if new information about facts and circumstances changed. The
adjustment would either be treated as a reduction to goodwill {as long as it does not exceed goodwill) if it was
incurred during the measurement period or in consolidated statement of income.

Kuwait Foundation for the Advancement of Sciences (KFAS)

The Group calculates the contribution to KFAS at 1% of profit for the year in accordance with the modified
calculation based on the Foundation's Board of Directors resolution, which states that the transfer to statutory
reserve should be excluded from profit for the year when determining the contribution.

Zakat
Contribution to Zakat is calculated at 1% of the profit of the Group in accordance with the Ministry of Finance
resolution No. 58/2007 effective from 10 December 2007.

Property, plant and equipment

Property, piant and equipment are initially recorded at cost. buildings are subsequently revalued, on an asset-by-
asset basis, to their market values. Valuations of buildings are normally carried out every five years, on an open
market value for existing use basis. This period may be reduced for classes of buildings in respect of which market
conditions have changed significantly.

The carrying amounts, both those revalued and those measured at cost are reviewed at each reporting date to assess
whether they are recorded in excess of their recoverable amount. Where carrying values exceed this recoverable
amount, assets are written down to their recoverable amount.

When an asset is revalued, any increase in the carrying amount arising on revaluation is credited under revaluation
reserve in other comprehensive income, except to the extent that it reverses a revaluation decrease of the same
asset previously recognised in the consolidated income statement, in which case the increase is recognised in the
consolidated income statement. A revaluation deficit is recognised in the consolidated income statement, except
to the extent that it offsets an existing surplus on the same asset recognised in the asset revaluation reserve.

Expenditure incurred to replace a component of an item of property, plant and equipment that is accounted for
separately is capitalised and the carrying amount of the component that is replaced is written off. Other subsequent
expenditure is capitalised only when it increases future economic benefits of the related item of property and
equipment. All other expenditure is recognised in the consolidated income statement as the expense is incurred.

An annual transfer from the asset revaluation reserve to retained earnings is made for the difference between
depreciation based on the revalued carrying amount of the assets and depreciation based on the original cost of
the assets. Additionally, accumulated depreciation as al the revaluation date is eliminated against the gross carrying
amount of the asset and the net amount is restated to the revalued amount of the asset. Upon disposal, any
revaluation reserve relating to the particular asset being sold is transferred to retained earnings.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Property, plant and equipment (continued)
Depreciation

Depreciation is calculated on a straight line basis on all property, plant and equipment. The rates of depreciation are
based upon the following estimated useful Jives:

Buildings 20-33.33 years
Leasehold improvements 5-25 years
Motor vehicles 4-10 years
Fumniture and office equipment 2-10 years
Machinery and equipment 20 years
Tools and supplies 5 years

Capital work in progress is not subject to depreciation, following completion, capital work in progress is transferred
into relevant classification of property, plant and equipment.

An item of property, plant and equipment and any significant part initially recognised is derecognised upon disposal
or when no future economic benefits are expected from its use or disposal. Any gain or loss arising on
derecognition of the asset (calculated as the difference between the net disposal proceeds and the carrying amount
of the asset) is included in the consolidated statement of comprehensive income when the asset is derecognised.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition,
intangible assets are carried at cost less any accumulated amortisation and any accumulated impairment losses.
Intemally generated intangible assets, excluding capitalised development costs, are not capitalised and expenditure
is reflected in the consolidated income statement in the year in which the expenditure is incurred,

The useful lives of intangible assets are assessed to be either finite or indefinite.

Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. The amortisation period and the
amortisation method for an intangible asset with a finite useful life are reviewed atleast at the end of each reporting
period. Changes in the expected useful life or the expected pattern of consumption of future economic benefits
embodied in the asset are considered to modify the amortisation period or method, as appropriale, and are treated
as changes in accounting estimates. The amortisation expense on intangible assets with finite lives is recognised
in the consolidated income statement in the expense category consistent with the function of the intangible asset.

Gains or losses arising from derecognition of an intangible asset are measured as the difference between the net
disposal proceeds and the carrying amount of the asset and are recognised in the consolidated income statement
when the asset is derecognised.

Investment in an associate

An associate is an entity over which the Group has significant influence. Significant influence is the power to
participate in the financial and operating policy decisions of the investee, but is not control or joint control over
those policies.

The considerations made in determining significant influence or joint control are similar to those necessary to
determine control over subsidiaries.

The Group’s invesiments in its associate are accounted for using the equity method. Under the equity method, the
investment in an associate is initially recognised at cosi. The carrying amount of the invesiment is adjusted to
recognise changes in the Group’s share of net assets of the associate since the acquisition date. Goodwill relating
1o the associate is included in the carrying amount of the investment and is neither amortised nor individually
tested for impairment.
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25 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment in an associate (continued)

The consolidated statement of income reflects the Group’s share of the results of operations of the associate. Any
change in OCI of those investees is presented as part of the Group's OCL In addition, when there has been a
change recognised directly in the equity of the associate, the Group recognises its share of any changes, when
applicable, in the statement of changes in equity. Unrealised gains and losses resulting from transactions between
the Group and the associate are eliminated to the exient of the interest in the associate.

The share of profit of an associate is the profit attributable to equity holders of the associate, and therefore is profit
afier tax and non-controlling interests in the subsidiaries of the associate.

The financial statements of the associates and joint ventures are disclosed for the same reporting period as the Group
or to a date not earlier than three months of the Group reporting date using consistent accounting policies. Where
practicable, adjustments are made to bring the accounting policies in line with those of the Group.

Afier application of the equity method, the Group determines whether it is necessary to recognise impairment loss
on its investment in its associate, At each reporting date, the Group determines whether there is objective evidence
that the investment in the associate is impaired. If there is such evidence, the Group calculates the amount of
impairment as the difference between the recoverable amount of the associate and its carrying value, then recognises
the loss as *Share of profit of an associate and in the consolidated statement of income.

Upon loss of significant influence over the associate, the Group measures and recognises any retained investment at
its fair value. Any difference between the carrying amount of the associate upon Joss of significant influence or joint
control and the fair value of the retained investment and proceeds from disposal is recognised in consolidated
statement of income.

Impairment of non-financial assels

" The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any
indication exists, or when annual impairment testing for an asset is required, the Group estimates the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset's or cash-generating unit’s (CGU) fair
value less costs to sell and its value in use. Recoverable amount is determined for an individual asset, unless the asset
does not generate cash inflows that are Jargely independent of those from other assets or groups of assets. When the
carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is written down to
its recoverable amount or CGU.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rale that reflects current market assessments of the time value of money and the risks specific to the asset. In
determining fair value less costs to sell, an appropriate valuation model is used. These calculations are corroborated
by valuation multiples, quoted share prices for publicly traded subsidiaries and associate or other available fair value
indicators.

Impairment losses of continuing operations are recognised in the consolidated income statement in those expense
categories consistent with the function of the impaired asset, except for land or building previously revalued when
the revaluation was taken to other comprehensive income. In this case, the impairment is also recognised in other
comprehensive income up 1o the amount of any previous revaluation.

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there is an
indication that previously recognised impairment losses no longer exist or have decreased. If such indication exists,
the Group estimates the assets or CGUs recoverable amount. A previously recognised impairment loss is reversed
only if there has been a change in the assumptions used to determine the asset’s recoverable amount since the last
impairment loss was recognised. The reversal is limited so that the carrying amount of the assets does not exceed its
recoverable amount, nor exceed the carrying amount that would have been determined, net of depreciation, had no
impairment loss been recognised for the asset in prior years. Such reversal is recognised in the consolidated income
statement unless the asset is carried at revalued amount, inh which case, the reversal is ireated as a revaluation increase
in other comprehensive income.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Financial instruments

Date of recognition

Financial assets and liabilities are initially recognised on the trade date, i.e., the date that Group commits to
purchase or sell the asset. This includes regular way trades: purchases or sales of financial assets that require
delivery of assets within the time frame generally established by regulation or convention in the market place.

Classification on initial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their contractual terms and the business
model for managing the instruments. Financial instruments are initially measured at their fair value except in the
case of financial assets and financial liabilities recorded at FVTPL, transaction costs are added to, or subtracted
from, this amount. Trade receivables are measured at the transaction price. When the fair value of financial
instruments at initial recognition differs from the transaction price, the Group accounts for the Day 1 profit or loss,
as described below.

Dayl profit or loss

When the transaction price of the instrument differs from the fair value at origination and the fair value is based
on a valuation technique using only inputs observable in market transactions, the Group recognises the difference
between the transaction price and fair value in the investment income. In those cases where fair value is based on
models for which some of the inputs are not observable, the difference between the transaction price and the fair
value is deferred and is only recognised in profit or loss when the inputs become observable, or when the
instrument is derecognised.

Measurement categories of financial assets and liabilities
The Group classifies all of its financial assets based on the business model for managing the assets and the asset’s
contractual terms, measured at either:

* Amortised cost

»  Fair value through other comprehensive income (FVOCI)

»  Fair value through profit or loss (FVTPL)

Financial liabilities other than financial guarantees, are measured at amortised cost or at FVTPL when they are
held for trading and derivative instruments or the fair value designation is applied.

Business model assessment ;

The Group determines its business model at the level that best reflects how it manages groups of financial assets
to achieve its business objective. That is, whether the Group’s objective is solely to collect the contractual cash
flows from the assets or is to collect both the contractual cash flows and cash flows arising from the sale of assets.
If neither of these is applicable ‘e.g.,’ financial assets are held for trading purposes), then the financial assets are
classified as part of *Sell’ business model and measured at FVTPL. The Group’s business model is not assessed
on an instrument-by-instrument basis, but at a higher level of aggregated portfolios and is based on observable
factors such as:

*  How the performance of the business model and the financial assets held within that business model are
evaluated and reported to the entity’s key management personnel;

o The risks that affect the performance of the business model (and the financial assets held within that
business model) and, in particular, the way those risks are managed;

»  How managers of the business are compensated (for example, whether the compensation is based on the
fair value of the assets managed or on the contractual cash flows collected)

» The expected frequency, value and timing of sales are also important aspects of the Group’s assessment.

The business model assessment is based on reasonably expected scenarios without taking 'worst case’ or 'stress
case’ scenarios into account, If cash flows afier initial recognition are realised in a way that is different from the
Group’s original expectations, the Group does not change the classification of the remaining financial assets held
in that business model but incorporates such information when assessing newly originated or newly purchased
financial assets going forward.

Assessment of whether contractual cash flows are solely payments of principal and yield (SPFPY test)

Where the business model is to hold assets to collect contractual cash flows or to collect contractual cash flows
and sell, the Group assesses whether the financial instruments’ cash flows represent Solely Payments of Principal
and Yield (the ‘SPPY test’).
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2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

*Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial recognition and
may change over the life of the financial asset (for example, if there are payments of principal or amortisation of
the premium/discount).

The most significant elements of profit within a basic lending arrangement are typically the consideration for the
time value of money, credit risk, other basic lending risks and a profit margin. To make the SPPY assessment, the
Group applies judgement and considers relevant factors such as the currency in which the financial asset is
denominated, and the period for which the yield rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in the contractual
cash flows that are unrelated to a basic lending arrangement do not give rise to contractual cash flows that are
solely payments of principal and yield on the amount outstanding. In such cases, the financial asset is required to
be measured at FVTPL.

The Group reclassifies when and only when its business model for managing those assets changes. The
reclassification takes place from the start of the first reporting period following the change. Such changes are
expected to be very infrequent and none occurred during the year.

The Group classifies its financial assets upon initial recognition into the following categories:

e  Debt instruments at amortised cost;

s  Debt instruments at fair value through other comprehensive income (FVOCI}, with gains or losses recycled
to statement of income on derecognition;

»  Equity instruments at FVOCI, with no recycling of gains or losses to statement of income on derecognition;
and

» Financial assets carried at fair value through profit or loss (FVTPL).

Debt instrument at amortised cost:

A financial asset is measured at amortised cost if it meets both of the following conditions and is not designated

as at FVTPL:

s The asset is held within a business model whose objective is to hold assets to collect contractual cash flows;
and

e The contractual terms of the financial asset meet the SPPY test.

Cash and balances with banks and financial institutions, investment deposits and receivables are classified as debt
instruments at amortised cosL.

Debt instruments at amortised cost are subsequently measured at amortised cost using the effective yield method
adjusted for impairment losses, if any. Profit income, foreign exchange gains and losses and impairment are
recognised in the consolidated statement of income. Any gain or loss on derecognition is recognised in the
consolidated staternent of income.

Debt instruments at FVYOCI:

A debt instrument is carried at FVOCI if it meets both of the following conditions:

s The instrument is held within a business model, the objective of which is achieved by both collecting
contractual cash flows and selling financial assets; and

s The contractual terms of the financial asset meet the SPPY test

Debt instruments at FVOC] are subsequently measured at fair value with gains and losses arising due to changes
in fair value recognised in other comprehensive income. Profit income and foreign exchange gains, losses and
ECL are recognised in the consolidated statement of income. Fair value changes which are not part of an effective
hedging relationship are recognised in other comprehensive income and presented in the cumulative changes in
fair values as part of equity until the asset is derecognised or reclassified. When the financial asset is derecognised,
the cumulative gain or loss previously recognised in consolidated Statement of other comprehensive income is
reclassified from equity to the consolidated statement of income.
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2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Equity instruments at FYOCI:

Upon initial recognition, the Group makes an irrevocable election to classify some of its equity investments as
equity investments at FVOCI if they meet the definition of Equity under IAS 32 Financial Instruments:
Presentation and are not held for trading. Such classification is determined on an instrument by instrument basis.

Equity investments at FVOCI are subsequently measured at fair value. Changes in fair values including foreign
exchange component are recognised in other comprehensive income and presented in the cumulative changes in
fair values as part of equity. Cumulative gains and losses previously recognised in other comprehensive income
are transferred to retained earnings on derecognition and are not recognised in the consolidated statement of
income. Dividend inicome on equity investments at FVOCI are recognised in the consolidated statement of income
unless they clearly represent a recovery of part of the cost of the investment in which case they are recognised in
other comprehensive income. Equity investments at FVOCI are not subject to impairment assessment.

Financial asset at FVTPL:

The Group classifies financial assets at fair value through profit or loss when they have been purchased or issued
primarily for short-term profit making through trading activities or form part of a portfolio of financial instruments
that are managed together, for which there is evidence of a recent pattern of short-term profit taking. Held-for-
trading assets are recorded and measured in the statement of financial position at fair value. In addition, on initial
recognition, the Group may irrevocably designate a financial asset that otherwise meets the requirements to be
measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or significantly reduces an accounting
mismatch that would otherwise arise.

Changes in fair values, profit income and dividends are recorded in the consolidated statement of income according
to the terms of the contract, or when the right to payment has been established.

The Group has determined the classification and measurement of its financial assets as follows:

i. Trade receivable
Trade receivables are carried at amounts due, net of expected credit losses and are stated at amortised cost.

ii. Investment deposits
Investment deposits represent amounts placed with a Islamic financial institutions. Profit receivable is recognised as
income on a time apportionment basis taking account of the profit rate attributable and the balance outstanding.

Impairment of financial assets

The Group recognises an allowance for expected credit losses (ECL) for all debt instruments not held at fair valve
through profit or loss. ECLs are based on the difference between the contractual cash flows due in accordance
with the contract and all the cash flows that the Group expects to receive. The shortfall is then discounted at an
approximation to the asset’s original effective profit rate. The expected cash flows will include cash flows from
the sale of collateral held or other credit enhancements that are integral to the contractual terms.

ECLs are recognised in two stages. For credit exposures for which there has not been a significant increase in
credit risk since initial recognition, ECLs are provided for credit losses that result from default events that are
possible within the next 12-months (a 12-month ECL). For those credit exposures for which there has been a
significant increase in credit risk since initial recognition, a loss allowance is required for credit losses expected
over the remaining life of the exposure, irrespective of the timing of the default (a lifetime ECL).

For trade receivables, the Group applies a simplified approach in calculating ECLs. Therefore, the Group does not
track changes in credit risk, but instead recognises a loss allowance based on lifetime ECLs at each reporting date.
The Group has established a provision matrix that is based on its historical credit loss experience, adjusted for
forward-looking factors specific to the debtors and the economic environment.
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2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Impairment of financial assets (continued)
Debt instruments and financial assets at FVTPL are not subject to ECL.

The Group considers a financial asset in default when contractual payments are 180 days past due. However, in
certain cases, the Group may also consider a financial asset to be in default when internal or external information
indicates that the Group is unlikely to receive the outstanding contractual amounts in full before taking into account
any credit enhancements held by the Group. A financial asset is written off when there is no reasonable expectation
of recovering the contractual cash flows.

Financial liabilities

Initial recognition and measurement
The Group has determined the classification and measurement of its financial liabilities as follows:

Financial liabilities are recognised initially at fair value and in the case of loans and borrowings, including directly
attributable transaction costs.

The Group’s financial liabilities include term loans and accounts payable.

Subsequent measurement
The measurement of financial liabilities depends on their classification as follows:

Term loan
Term loan is carried on the statement of financial position at their principal amount. Interest is charged as an expense
as it accrues, with unpaid amounts included in accounts payable and accruals.

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

Derecognition of financial assets and liabilities
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised when:

o The rights to receive cash flows from the assel have expired; or

e The Group has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay
the received cash flows in full without material delay to a third party under a *pass-through’ arrangement; and
either (a) the Group has transferred substantially all the risks and rewards of the asset, or (b) the Group has
neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred control
of the asset.

When the Group has transferred its rights to receive cash flows from an asset or has entered into a pass-through
arrangement, it evaluates if and to what extent it has retained the risks and rewards of ownership. When it has
neither transferred nor retained substantially all of the risks and rewards of the asset, nor iransferred control of the
assel, the Group continues to recognise the transferred asset to the extent of the Group’s continuing involvement.
In that case, the Group also recognises an associated liability. The transferred asset and the associated liability are
measured on a basis that reflects the rights and obligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of
the original carrying amount of the asset and the maximum amount of consideration that the Group could be
required to pay.

A financial Hability is derecognised when the obligation under the liability is discharged or cancelled or expires.
Where an existing financial liability is reptaced by another from the same financier on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a
derecognition of the original liability and the recognition of a new Jiability. The difference in the respective carrying
amounts is recognised in the consolidated statement of income.
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2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Derecognition of financial assets and liabilities (continued)

The Group derecognises a financial asset, such as financing receivables, when the terms and conditions have been
renegotiated to the extent thal, substantially, it becomes a new financing, with the difference recognised as a
derecognition gain or loss, to the extent that an impairment loss has not already been recorded. The newly recognised
financing are classified as Stage 1 for ECL measurement purposes, unless the new financing is deemed to be POCI.

When assessing whether or not to derecognise a financing receivable, amongst others, the Group considers the
following factors:

Change in currency of the financing

Introduction of an equity feature

Change in counterparty

If the modification is such that the instrument would no longer meet the SPPY criterion

If the modification does not result in cash flows that are substantially different, the modification does not resuit in
derecognition. Based on the change in cash flows discounted at original effective profit rate, the Group records a
modification gain or loss, to the extent that an impairment loss has not already been recorded

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated statement of
financial position if there is a currently enforceable legal right to offset the recognised amounts and there is an
intention to settle on a net basis to realise the assets and settle the liabilities simultaneously.

Inventories

Inventories are measured at the lower of cost and net realisable value, The cost of inventories is based on the weighted
average principle, and includes expenditure incurred in acquiring the inventories, production or conversion costs and
other costs incurred in bringing them to their existing location and condition. In the case of manufactured inventories
and work in progress, cost includes an appropriate share of preduction overheads based on normal operating capacity.

Net realisable value is the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses.

Employees’ end of service benefits

The Group provides end of service benefits to all its employees. The entitlement to these benefits is based upon the
employees’ final salary and length of service, subject to the completion of a minimum service period. The expecied
costs of these benefits are accrued over the period of employment.

Further, with respect to its national employees, the Group also makes contributions to Public Authority for Social
Security calculated as a percentage of the employees’ salaries. The Group’s obligations are limited to these
contributions, which are expensed when due.

Provisions

Provisions are recognized when the Group has a present (legal or constructive) obligation as a result of past events,
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation. When the Group expects some or all of a
provision to be reimbursed, the reimbursement is recognised as a separate asset, but only when the reimbursement
is virtually certain. The expense relating to a provision is presented in the consolidated statement of consolidated
statement of income net of any reimbursement.

Foreign currencies

The Group's consolidated financial statements are presented in Kuwaiti Dinar (KD), which is also the parent
company's functional currency. For each entity the Group determines the functional currency and items included in
the financial statements of each entity are measured using that functional currency. The Group uses the direct method
of consolidation and has elected to recycle the gain or loss that arises from using this method.




Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
Foreign currencies {continued)

Transactions and balances
Transactions in foreign currencies are initially recorded by the Group’'s entities at their respective functional currency
spot rates at the date the transaction first qualifies for recognition.

Monetary assets and liabilities denominated in foreign currencies are translated at the functional currency spot rates
of exchange at the reporting date.

Differences arising on settlement or translation of monetary items are recognised in consolidated statement of income.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rates at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign currency
are translated using the exchange rates at the date when the fair value is determined. The gain or loss arising on
translation of non-monetary items measured at fair value is treated in line with the recognition of gain or loss on
change in fair value of the item (i.e., translation differences on items whose fair value gain or loss is recognised in
other comprehensive income or consolidated statement of income are also recognised in other comprehensive income
or consolidated statement of income, respectively).

Any goodwill arising on the acquisition of a foreign operation and any fair value adjustments to the carrying amounts
of assets and Jiabilities arising on the acquisition are treated as assets and liabilities of the foreign operation and
translated at the spot rate of exchange at the reporting date.

Group companies

On consolidation, the assets and liabilities of foreign operations are translated into Kuwaiti Dinar at the rate of
exchange prevailing at the reporting date and their income statements are translated at exchange rates prevailing at
the dates of the transactions. The exchange differences arising on translation for consolidation are recognised in other
comprehensive income. On disposal of a foreign operation, the component of other comprehensive income relating
to that particular foreign operation is recognised in consolidated statement of income.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption
that the transaction to sell the asset or transfer the liability takes place either:

* In the principal market for the asset or liability, or
¢ In the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to by the Group .

The fair value of an asset or a liability is measured using the assumptions that market participants would use when
pricing the asset or liability, assuming that market participants act in their economic best interest.

A fair value measurement of a non-financial asset takes into account a market participani's ability to generate
economic benefits by using the asset in its highest and best use or by selling it 1o another market participant that
would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data are
available to measure fair value, maximising the use of relevant observable inputs and minimising the use of
unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are calegorised
within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair
value measurement as a whole:
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.5 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Fair Value Measurement (continued)

» Levell Quoted (unadjusted) market prices in active markets for identical assets or liabilities

» Level2 Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable

» Level3 Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable

For assets and liabilities that are recognised in the consolidated financial statements on a recurring basis, the Group

determines whether transfers have occurred between levels in the hierarchy by re-assessing categorisation (based

on the lowest level input that is significant to the fair value measurement as a whole) at the end of each reporting

period.

For the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on the basis
of the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy as explained
above.

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

2.6 SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of consolidated financial statements in conformity with IFRS requires management to make
judgements, estimates and assumptions that affect the reported amounts of assets, liabilities, and disclosure of
contingent liabilities at the date of the consolidated financial statements. However, uncertainty about the
assumptions and estimates could resuit in outcomes that require a material adjustment to the carrying amount of
the asset or liability affected in future periods.

Estimates and assumptions

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

0

Impairment of inventories
Inventories are held at the lower of cost and net realisable value. When inventories become old or obsolete, an
estimate is made of their net realisable value. For individually significant amounts, this estimation is performed
on an individual basis. Amounts which are not individually significant, but which are old or obsolete, are assessed
collectively and a provision applied according to the inventory type and the degree of ageing or obsolescence.

Classification of financial assets

The Group determines the classification of financial assets based on the assessment of the business model within
which the assets are held and assessment of whether the contractual terms of the financial asset are solely payments
of principal and profit on the principal amount outstanding.

Operating lease commitments — Group as lessor

The Group has entered into commercial property leases on its investment property portfolio. The Group has
determined, based on an evaluation of the terms and conditions of the arrangements, such as the lease term not
constituting a substantial portion of the economic life of the commercial property, that it retains all the significant
risks and rewards of ownership of these properties and accounts for the contracts as operating leases.

Impairment of property, plant and equipment and intangible assets

The carrying amounts of the Group’s assets are reviewed at each reporting date 1o determine whether there is any
indication or objective evidence of impairment or when annual impairment testing for an asset is required. I1f any
such indication or evidence exists, the asset’s recoverable amount is estimated and an impairment loss is
recognised in the consolidated income statement whenever the carrying amount of an asset exceeds its recoverable
amount.




Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and its Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

2.6 SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS (continued)

Useful lives of property, plant and equipment and intangible assets

The Group’s management determines the estimated useful lives of its property, plant and equipment and intangible
assels for calculating depreciation and amortisation respectively. This estimate is determined after considering the
expected usage of the asset or physical wear and tear. Management reviews the residual value and useful lives
annually and future depreciation and amortisation charge would be adjusted when the management believes the
useful lives differ from previous estimates.

Impairment of accounts receivables

The Group uses a provision matrix to calculate ECLs for accounts receivable. The provision rates are based on
days past due for segmentation of customers with similar loss patterns (i.e., product type, customer type etc). The
provision matrix is initially based on Group’s historical observed default rates. The Group adjusts the historically
observed loss rates with forward-looking information. For instance, if forecast economic conditions (i.e., gross
domestic product) are expected to deteriorate over the next year which can lead to an increased number of defaults,
the historical default rates are adjusted. At every reporting date, the historical observed default rates are updated
and changes in the forward-locking estimates are analysed.

The assessment of the correlation between historical observed default rates, forecast economic conditions and
ECLs is a significant estimate. The amount of ECLs is sensitive to changes in circumstances and of forecast
economic conditions. The Group’s historical credit loss experience and forecast economic conditions may also
not be a representative of customer’s actual default in the future.

Estimation uncertainty

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

Fair value measurements of financial instruments

When the fair values of financial assets and financial liabilities recorded in the consolidated statement of financial
position cannot be measured based on quoted prices in active markets, their fair value is measured using valuation
techniques including the Discounted Cash Flow (“DCF") model. The inputs to these models are taken from
observable markets where possible, but where this is not feasible, a degree of judgement is required in establishing
fair values. Judgements include considerations of inputs such as liquidity risk, credit risk and volatility. Changes in
assumptions about these factors could affect the reported fzir value of financial instruments.

Valuation of ungquoted equity investments

Valuation of unquoted equity investments is normally based on one of the following:

s recent arm’s length market transactions;

e current fair value of another instrument that is substantially the same;

e eamings multiple, industry specific price to book multiple, or an industry specific earnings multiple;

» the expected cash flows discounted at current rates applicable for items with similar terms and risk
characleristics; or

s other valuation models.

The determination of the cash flows and discount factors for unquoted equity investments requires significant
estimation. There are a number of investments where this esiimation cannot be reliably determined.

3 TRADING INCOME

Restated
2018 2017
KD KD
Sales 56,891,980 53,475,263
Cost of sales (41,839,719 (43,191,427)

15,052,261 10,283,836
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4 NET INVESTMENT INCOME

2018 2017
KD KD
Dividend income 205,075 179,062
Interest income 2,712,362 2,609,905
Unrealised gain on financial assets carried at fair value through profit
or loss 15,698 8,956
2,933,135 2,797,923
5 INCOME TAX EXPENSE
Restated
2018 2017
Current income tax: KD KD
Current income tax (3,999,133} (2,116,425)
Deferred tax revenue 801,147 736,706
(3,197,986) (1,379,719)
2018 2017
Deferred tax expense: KD KD
Fixed assets depreciation 5,960,348 6,735,390
Total deferred tax liabilities as of 31 December 5,960,348 6,735,390
Less:
Foreign currency translation adjustments (825,699) (106,673)
Deferred tax liabilities as ol 1 January 6,732,047 7,578,769
Deferred tax charged to consolidated statement of income 801,147 736,706
2018 2017
Unrecognised deferred fax assets relate to the following: KD KD
Provision for claim 650,790 1,529,009

The deferred tax assets related to provision for claims were not recognised due to either not approving the tax deduction
or absence of sufficient degree of certainty of presence of future tax gains and benefits generated from these assets.

Tax position

Alexandria Fertilizers Company-Abu-Qir (5.A.E.) (The subsidiary)

a) Corporate tax

The Subsidiary’s books and records of the years from 2008 10 2013 were inspected and all tax differences arisen were
settled. The subsidiary objected and finalized certain points in the specialized internal commitiee in the center of

large taxpayers.

The subsidiary’s tax declaration for the years 2014 to 2016 were submitted regularly at the legal dates, these years

were not inspected yet.
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5 INCOME TAX EXPENSE (continued)

Tax position (continued)

Alexandria Fertilizers Company-Abu-Qir (S5.A.E.) (The subsidiary) (continued)
b) Salaries tax

For the years 2013 till 2016
The final annual settlement was submitted to the tax authority and the tax inspection did not take place yet. The
deducted salaries tax from employees were paid regularly.

¢) Withholding tax
The tax inspection was taken on regular basis and the subsidiary paid the withheld tax according to the law and
submitted the legded forms on the legal dates.

d) Sales tax

The subsidiary registered in the Egyptian Tax Authority (previously sales tax authority) on 8 July 2008; since then
the subsidiary submit the monthly tax retumns regularly according to the law no. 11 for the year 1991 requirements
and its superseded law no 67 for the year 2016 regarding “Value Added Tax”. The subsidiary is amending its
registration to the value added tax.

For the years from 2009 till 2013
The inspection took place and some points were appealed.

For the years 2014 1l 2016
The subsidiary’s submits the monthly tax returns submitted through these years regularly in the legal dates and the

taxes were paid.

e) International petrochemicals investment Company (S.A.E) (The subsidiary)

According to article no. 35 from the law no. (3) for the year 1997, investments incentives and guarantees and article
no. 128 from its executive regulations, the subsidiary’s company was not subject to the tax law and charges in the
Egypt; except of withholding tax from others. This exemption terminated by the issuance of law no. 91 for 2005, also
the subsidiary is subject to charges of the General Authority for Investment “GAFI”.

Tax inspection did not take place for both salary and stamp tax since the establishment of the subsidiary till the date
of preparing the financial statements of the subsidiary.
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Bawabat Al-Kuwait Holding Company K.S.C. (Closed) and Subsidiaries

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2018

6 PROPERTY, PLANT AND EQUIPMENT {(continued)
Leased assets

(@) The Group's plant is being constructed on a land leased from Abu Qir Fertilizers Company, the land area is
103,749 square meter, with an annual rental value of KD 190,825 effective from 15 July 2003 and last for 25
years. The Company has also leased a plot of land with an area of 70.15 square meter with an annua rental value
of KD 129 to construct a water station effective from 30 January 2005 according to the same agreed terms.

{b) The Group has leased a building from Abu Qir Fertilizers Company to be utilised as its premises, with a monthly
rental value of KD 296 effective from 1 December 2003 and last for 5 years ended through December 2008.
This contact has been renewed to be ended on 14 July 2028 with an annual rental value of KD 3,904 which will
be increased annually by an amount of KD 273,

(c) The Group leased a plot of land adjacent to the Project’s land from Abu Qir Fertilizers Company, the total land
area is 8000 square meter with an annual rental value of KD 2,465 and will Jast for 5 years ending 28 February
2009. In 31 December 2007 the contract has been amended so that the leased area became 5,229 square meter
with an annual rental value of KD 9,618 subject to 3% annual increase based on the basic rental value and this
was effective from 1 Janvary 2008 till 14 July 2028.

7 INTANGIBLE ASSETS

Goodwill Right of use Total
KD KD KD
Cost
Asat 1 January 2018 5,918,291 6,508,453 12,426,744
Amortisation - (2,001,426) (2,001,426)
Foreign currency translation adjustment 26,434 29,070 55,504
As at 31 December 2018 5,944,725 4,536,097 10,480,822
Goodwill Right of use Total
KD KD KD
Cost
Asat | January 2017 6,002,488 8,621,920 14,624,408
Amortisation - (1,992,527) (1,992,527
Foreign currency translation adjustment (84,197) (120,940) (205,137)
As at 31 December 2017 5,918,291 6,508,453 12,426,744

The right of use represents the amount paid by the subsidiary Company “Alexandria Fertilizers Company-Abu-Qir
S.A.E.” (the “subsidiary™) to a related party for the right 1o use the pipeline in exporting the Ammonia (Note 17). As
per the terms of the settlement agreement, the future economic benefits are expected to be utilised over a period of
10 years.

An amount of KD 15.5 million were capitalized according to the resolution of one of the Group’s subsidiary (the
“subsidiary”) Extra Ordinary General Assembly dated 25 August 2009 in which it has approved the settlement
agreement, that was signed on 4 February 2010, to finalize all iegal disputes in respect of the subsidiary’s capital
with certain shareholders. According 1o the board of director’s resolution dated 2 February 2010 the amount was
capitalized, as it will result into future economic benefits to the subsidiary resulting from the termination of all
legal disputes between the concerned parties and atlow the Group to continue exporting its products by using the
facility (pipe line) of the related party.

Further, the subsidiary’s board of directors (BOD) had approved in its meeting dated | December 2016 to capitalize
certain expenses of KD 3.6 million, related to the arbitration filed against the Egyptian Government. A settlement
agreement was signed on 9 October 2016. That will affect the subsidiary’s performance positively in the future by
grating the subsidiary right to utilise the amount of Gas required to their production and sells the majority of the
products to the international markets.
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8 EQUITY INVESTMENTS AT FAIR YALUE THROUGH OTHER COMPREHENSIVE INCOME

2018 2017
KD KD
Quoted equity securities 4,007,508 2,873,972
Unquoted equity securities 2,967,019 2,967,019
6,974,527 5,840,991
The movements in these investment securities are as follows:
2018 2017
KD . KD
As at 1 January 5,840,991 12,090,100
Changes in fair value of investment 1,144,180 (6,245,620)
Management fees (10,644) (3,489)
As at 31 December 6,974,527 5,840,991
9 INVENTORIES
2018 2017
KD KD
Raw materials and consumables 829,627 900,608
Spare parts 3,919,048 4,209,350
Finished goods and goods for resale 2,860,355 2,265,168
7,609,030 7,375,126

10 FINANCIAL ASSETS CARRIED AT FAIR VALUE THROUGH PROFIT OR LOSS

2018 2017

KD KD
Local managed portfolio 54,464 38,508
Debits securities - 15,078,763

54,464 15,117,271
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11 ACCOUNTS RECEIVABLE AND PREPAYMENTS

2018 2017
KD KD

Trade receivables 478,458 558,079

Other receivables 805,353 974,904
Less: allowance for impairment of receivables - (228,569)

1,283,811 1,304,414

Amounts due from related parties (Note 17} 4,517,905 7,026

Accrued income 34,498 102,587

Deposits with others 135,643 114,426

Advances 1o suppliers 180,759 89,742

Prepaid expenses 156,518 338,784

Sales tax 1,093,498 559,373

7,402,632 2,516,352

As at 31 December 2018, trade receivables and other receivables at nominal value of KD Zero (2017: KD 228,569)
were impaired and fully provided for.

12 CASH AND CASH EQUIVALENTS

2018 2017
KD KD
Bank balances 26,325,182 15,530,456
Term deposits 21,782,193 27,946,300
Cash and cash equivalents 48,107,375 43,476,765

Term deposits carry an average effective interest rate of 2.75% (2017: 2.75%) per annum.
13 SHARE CAPITAL

As at 31 December 2018, the Parent Company’s authorised, issued and fully paid share capital consists of
500,000,000 (2017: 500,000,000} shares of 100 fils each (2017: 100 fils) which is fully paid in cash.

14  STATUTORY RESERVE

In accordance with the Companies’ Law, and the Parent Company’s Memorandum of Incorporation and Articles of
Association, a minimum of 10% of the profit attributable to equity holders of Parent Company for the year before
contribution to KFAS, Zakat tax and directors’ remuneration shail be transferred to the statutory reserve based on
the recommendation of the Company’s board of directors. The annual general assembly of the Parent Company may
resolve to discontinue such transfer when the reserve exceeds 50% of the issued share capital. The reserve may only
be used 1o offsel losses or enable the payment of a dividend up to 5% of paid-up share capital in years when profit is
not sufficient for the payment of such dividend due to absence of distributable reserves. Any amounts deducted from
the reserve shall be refunded when the profits in the following years suffice, unless such reserve exceeds 50% of the
issued share capial.

Cumulative changes in fair values
Cumulative changes in fair value records fair value changes on financial assets at fair value through other
comprehensive income.

Foreign currency translation reserve
The foreign currency translation reserve is used to record exchange differences arising from the translation of the
financial statements of foreign operations.
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15 TERM LOANS

2018 2017
KD KD
Classified in the consolidated statement of financial position as follows:
Instalments due after one year (Non-current) - 1,653,811
Instalments due within one year (current) 1,661,198 2,835,105
1,661,198 4,488,916

Term loans of KD 1,661,198 {2017: KD 4,488,916) are secured over the subsidiary Company’s tangible and
intangible property and any additions that may be owned or generated in future through a first degree commercial
mortgage.

Term loans are denominated in US dollars, and carrying interest at commercial floating rates range from 3.5% to
4% per annum.

The Group has contracted with a financial institution to get a medium-term loan of KD 15.3 million; the Group
utilise an amount of KD 14.3 million out of this loan according to the contract with the financial institution. The
guarantee of this loan is an official mortgage from the first class over certain operating assets owned to the Group.

The loan is repayable over ten semi-annual instalments starting from the date of utilization 22 July 2014, according

to the payment schedule stated in the contract. The loan is bearing a variable interest determined in light of the
LIBOR rates for six months in addition to a margin.

16  ACCOUNTS PAYABLE AND ACCRUALS

Restated
2018 2017
KD KD

Trade payables 3,027,927 3,926,071
Accrued expenses 6,703,015 6,004,844
Amounts due to related party (Note 17) 26,573 49,369
Provision for claims 654,021 1,529,009
Income tax payable 3,731,117 2,117,476
Dividend payable 202,879 251,993
Tax payable 374,953 369,364
Other payables 433,901 1,555,558
15,154,386 15,804,184

(]
I
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As at and for the year ended 31 December 2018

17 RELATED PARTY TRANSACTIONS

Related parties represent i.e. major shareholders, directors and key management personnel of the Parent Company,
and entities controlled, jointly controlled or significantly influenced by such parties. Pricing policies and terms of

these transactions are approved by the Group’s management.

Balances and transactions with related parties included in these consolidated financial statements are as follows:

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

Entity under
Parent common
Company control 2018 2017
KD KD KD KD

Management fees (included in Administrative

expenses) 28,461 - 28,461 20,511
Management fees (included in Administrative

expenses) 302,325 - 302,325 304,475

Balances with related parties included in the consolidated statement of financizl position are as follows:
Entity under
Parent common
Company control 2018 2017
KD KD KD KD

Intangible assets (Note 7) _ C 4,536,097 4,536,097 6,508,453
Equity investments at fair value through other s

comprehensive income (Note 8) 4,007,508 4,007,508 2,873,972
Financial assets carried at fair value through profit or s

loss (Note 10) 54,464 54,464 38,508
Amounts due from related parties (Note 11) - 4,517,905 4,517,205 7,026
Cash and cash equivalents - 1,281,201 1,281,201 2,212,692
Amounts due to a related party (Note 16) - 26,573 26,573 49 369

Amounts due from/ to a related party are interest free and are receivable/ payable on demand.

Compensation of key management personnel
The key managemeni personnel of the Group are employees of the Parent Company and are remunerated by them.

Other transactions

The contracts signed with related parties

The Group has signed certain contracts with some of its shareholders and its subsidiary and affiliate companies. The
activities of these contracts is conditional on a number of procedures detailed in these contracts. The following is a

description of these contracts:

a) Lease contracts
The Group has the following lease contracts with “Abu Qir Fertilizers and Chemical Industries Company” the details

of these contracts were disclosed in Note &:

» To lease a plot of land to construct the factory on this land.
¢ To lease a building to use it as a temporary premises for the Company’s management.
» To lease a pot of land to construct a water station.

b) Ammonia shipping contract
The Group has agreed with *Abu Qir Fertilizers and Chemical Industries Company” on signing a coniract for using
its offshore and onshore facilities for exporting quantities of the produced ammonia.
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18 SEGMENT INFORMATION
For management purposes, the group is organised into two major business segments. The principal activities and
services under these segments are as follows:
The manufacturing segment is engaged in the production and distribution of fertilizations as follow:
- Urea: The production and sale of Urea used in agricultural field.

- Ammonia: The production of Ammonia as an intermediate product for the production of Urea and the
surplus can be sold as a separate product.

The investment segment is participating and investing in shares of local and foreign companies.

Manufacturing  Investments Others Total
KD KD KD KD
2018
Segment assets 67,400,436 13,040,401 48,107,375 128,548,212
Segment liabilities 22,146,434 629,498 - 22,775,932
Revenue 16,169,744 2,854,400 - 15,024,144
Profit (loss) for the year 8,940,474 2,892,399 (633,295) 11,199,578
Manufacturing Investments Others Total
KD KD KD KD
2017
Segment assets (restated) 73,952,830 20,919,754 43,476,765 138,349,349
Sepment liabilities (restated) 26,088,205 940,285 - 27,028,490
Revenue (restated) 11,822,939 2,619,833 - 14,442,772
Profit (loss) for the year (restated) 7,408,901 2,619,833 (1,906,645) 8,122,089

19 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

Risk is inherent in the Group’s activities but it is managed through a process of ongoing identification,
measurement and monitoring, subject to risk limits and other controls. This process of risk management is critical
to the Group's continuing profitability and each individual within the group is accountabie for the risk exposures
relating to his or her responsibilities. The Group is exposed to credit risk, liquidity risk and market risk. Market
risk is subdivided into interest rate risk, foreign currency risk and equity price risk. It is also subject to operating
risks. The independent risk control process does not include business risks such as changes in the environment
technology and industry. They are monitored through the Group’s strategic planning process.

Risk management structure
The Board of Directors are ultimately responsible for the overall risk management approach and for approving
the risk strategies and principles.

19.1 Credit Risk

Credit risk is the risk that the Group will incur a loss because its customers, clients or counterparties failed to
discharge their contractual obligations. The Group manages and controls credit risk by setting limits on the amount
of risk it is willing to accept for individual counterparties and for geographical and industry concentrations, and by
monitoring exposures in relation to such limits.

The Group trades mainly with recognised, creditworthy third parties. In addition, receivable balances are
monitored on an ongoing basis. For transactions that do not occur in the country of the relevant operating unit, the
Group does not offer credit terms without the approval of the Group management.
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19 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

19.1 Credit Risk (continued)

Maximum exposure to credit risk

With respect to credit risk arising from the other financial assets of the Group, which comprise Financia) assets
carried at fair value through profit or loss (debts securities), cash and cash equivalents and accounts receivable,
the Group’s exposure to credit risk arises from default of the counterparty, with a maximum exposure equal to the
carrying amount of these instruments. Where financial instruments are recorded at fair value, it represents the
current maximum credit risk exposure but not the maximum risk exposure that could arise in the future as a result
of changes in values.

The table below shows the maximum exposure to credit risk for the components of the consolidated statement of
financial position. The maximum exposure is shown gross.

Gross Gross
maxintum maximum
exposure exposure
2018 2017
KD KD
Debts securities - 15,078,763
Accounts receivable 7,402,632 2,516,352
Cash and cash equivalents 48,107,375 43,476,765
Total credit risk exposure 55,510,007 61,071,880

Risk concentrations of the maximum exposure to credit risk

Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in
the same geographic region, or have similar economic features that would cause their ability to meet contractual
obligations to be similarly affected by changes in economic, political or other conditions. Concentrations indicate
the relative sensitivity of the Group’s performance to developments affecting a particular industry or geographic
location.

The Group’s financial assets, before taking into account any collateral held or other credit enhancements, can be
analysed by the following geographical regions and industrial sectors:

Banking &
Jinancial
2018 Services Other Total
KD KD KD
- Egypt 21,782,193 - 21,782,193
- Kuwait 362,355 25,962,827 26,325,182
- Others - 7,402,632 7,402,632
22,144,548 33,365,459 55,510,007
Banking &
Sfinancial
2017 Services Cther Total
KD KD KD
- Egypt 42,546,949 15,078,763 57,625,712
- Kuwait 929,816 - 929,816
- Others 11,660 2,504,692 2,516,352
43,488,425 17,583,455 61,071,880

Lad
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19 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

19.1 Credit Risk (continued)

Credit quality per class of financial assets

The credit quality of financial assets is managed by the Group using internal assessments. The table below shows the
credit quality by class of asset for related consolidated statement of financial position lines, based on the Group’s
internal credit rating system.

As at 31 December, credit quality per class is as follows:
Neither past due nor impaired

High Standard
Grade Grade Total
2018 KD Kb KD
Financial assets carried at fair value through profit or loss
{debs securities) - - -
Accounts receivable - 7,402,632 7,402,632
Cash and cash equivalents 48,107,375 - 48,107,375
48,107,375 7,402,632 55,510,007
Neither past due nor impaired
High Standord
Grade Grade Total
2017 KD KD KD
Financial assets carried at fair value through profit or loss _
(debs securities) 15,078,763 - 15,078,763
Accounts receivable - 2,516,352 2,516,352
Cash and cash equivalents : 43,476,765 - 43,476,765

58,555,528 2,516,352 61,071,880

Collateral and other credit enhancements

Due to the nature of the Group’s business, the Group does not take possession of collaterals.

19.2 Liquidity Risk

Liquidity risk is the risk that the Group will be unable to meet its net funding requirements. Liquidity risk can be
caused by market disruptions or credit downgrades which may cause certain sources of funding to dry up
immediately. To guard against this risk, management has diversified funding sources and assets are managed with
liquidity in mind, maintaining a healthy balance of cash, cash equivalents, and readily marketable securities.

Ligquidity risk and funding management _

The Group maintains a portfolio of highly marketable and diverse assets that can be easily liquidated in the event of
an unforeseen interruption of cash flows. The Group also has commitied lines of credit that it can access 1o meet
liquidity needs. The liquidity position is assessed and managed under a variety of scenarios, giving due consideration
10 stress factors relating to both the market in general and specifically to the Group. The most important of these is
to maintain limits on the ratio of net liquid assets to liabilities, set to reflect market conditions.

The 1able below summarises the maturity profile of the Group’s liabilities. The maturities of liabilities have been
determined on the basis of the remaining period at the reporting date to the contractual maturity date based on the
contractual repayment agreement. The maturity profile is monitored by management to ensure adequate liquidity is
maintained. The maturity profile of the liabilities at the year end are based on contractual undiscounted repayment
arrangement or in the case of equity investments at FYOC] on management’s estimale of planned exit dates. The
maturity profile of the liabilities at 31 December was as follows:

2018 On Jro 12 Tr3
demand months years Total
KD KD KD KD

LIABILITIES

Accounts payable and accruals 26,474 15,127,912 - 15,154,386
Term loans - 1,661,198 - 1,661,198
Deferred tax - - 5,960,348 5,960,348
TOTAL LIABILITIES 26,474 16,789,110 5,960,348 22,775,932
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19 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
19.2 Liquidity Risk {continued)

2017 On 31012 liod
demand months years Total
KD KD KD KD

LIABILITIES

Accounts payable and accruals 49,369 15,754,815 5 15,804,184
Term loans - 2,835,105 1,653,811 4,488,916
Deferred tax - - 6,735,390 6,735,390
TOTAL LIABILITIES 49,369 18,589,920 8,389,201 27,028,490

19.3 Market Risk

Market risk is the risk that the value of an asset will fluctuate as a result of changes in market variables such as
interest rates, foreign exchange rates, and equity prices, whether those changes are caused by factors specific to
the individual investment or its issuer or factors affecting all investments traded in the market.

Market risk is managed on the basis of pre-determined asset allocations across various asset categories,
diversification of assets in terms of geographical distribution and industry concentration, a continuous appraisal
of market conditions and trends and management’s estimate of long and short term changes in fair value.

19.3.1 Interest rate risk
Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair

values of financial instruments.
The Group is exposed to interest rate risk on its interest bearing assets and liabilities.

The following table demonstrates the sensitivity of the consolidated statement of income to reasonably possible
changes in interest rates, with all other variables held constant.
Effect on profit for

the year before
income tax,
Increase/ decrease  contribution to KFAS
in basis points ,Zakat and directors’
remuneration

KD

2018
USD 50 8,305

2007
usD 50 11,062

19.3.2 Foreign currency risk
Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange

rates.

Currency risk is managed by the management of the Parent Company on the basis of limits determined by the
Group’s Board of Directors and a continuous assessment of the Group's open positions and current and expected
exchange rate movements. Management believes that there is minimal risk of significant losses due to exchange
rate fluctuations and consequently the Group does not hedge foreign currency exposures.
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19 FINANCJAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

19.3  Market Risk (continued)

19.3.2 Foreign currency risk (continued)
The effect on profit before income tax, contribution to KFAS, Zakat and board of directors’ remuneration (due to

change in the fair value of monetary assets and liabilities) and on equity, as a result of change in currency rate,
with all other variables held constant is shown below:

2018 2017
Effect on profit Effect on praofit
Sor the year Jor the year
before income . before income
fax, tax,
Contribution to Contribution to
KFAS, Zakat KFAS, Zakat
Change in  and directors’  Effect on Change in and directors’ Effect on
currency rafe remuneration equity currency rate  remuneration equity
Currency in % KD Kb in 2% KD KD
usD +5% 1,729,844 3,234 +5% 1,216,909 3,220
EGP +5% 61,288 - +5% 37,610 -
Euro +5% 18,835 - +5% 16,634 -

19.3.3 Equity price risk

Equity price risk arises from changes in the fair values of equity investments. Equity price risk is managed by the
direct investment department of the Parent Company. The unquoted equity price risk exposure arises from the
Group's investment portfolio. The Group manages this through diversification of investments in terms of
geographical distribution and industry concentration. The majority of the Group’s quoted investments are listed
on the Kuwait Stock Exchange.

The effect on equity (as a result of a change in the fair value of equity investments at FVQCI), and the Group’s
profit (as a result of a change in the fair value of investments at fair value through profit or loss) due to a reasonably
possible change in market indices, with all other variables held constant is as follows:

2018 2017
Effect on Effect on
profit for the profit for the
year before year before
Market indices  Change in income tax, Change in income tax,
equity Effect on Contribution equity Effect on Contribution
price equity fo KFAS, price equity 1o KFAS,
% KD Zakat % KD Zakat
and directors’ and directors’
renuineration remuneration
KD KD
Kuwait +10 400,751 5,646 +10 287,397 3,851
GCC +10 296,702 - +10 296,702 -
Egypt +10 - - +10 - -
Other +10 - - +10 - -

19.3.4 Operational risk
Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When

controls fail 1o perform, operational risks can cause damage to reputation, have legal or regulatory implications,
or lead to financial loss. The Group cannot expect to eliminate all operational risks, but through a control
framework and by monitoring and responding to potential risks, the company is able to manage the risks. Controls
include effective segregation of duties, access, authorisation and reconciliation procedures, staff education and
a5sessment processes.
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20  CAPITAL RISK MANAGEMENT

The Group's objectives when managing capital resources are to safeguard the Group's ability to continue as a
going concern in order to provide returns for equity holders and benefits for other stakeholders and to maintain an
optimal capital resources structure to reduce the cost of capital.

In order to maintain or adjust the capital resources structure, the Group may adjust the amount of dividends paid
to shareholders, return paid up capital to shareholders, issne new shares, sell assets to reduce debt, repay loans or
obtain additional loans.

The Group monitors capital using a gearing ratio, which is total debt divided by equity holders attributable to the -
Parent Company. The Group includes within net debt term loans, accounts payable and accruals less cash and
cash equivalents.

2018 2017
KD KD
Term loans (Note 15) 1,661,198 4,488,916
Accounts payable and accruals 15,154,386 15,804,184
Less: Cash and cash equivalents (Note 12} (48,107,375)  (43,476,765)
Net surplus debt (31,291,791)  (23,183,665)
Equity attributable to equity holders of the Parent Company 76,197,567 70,848,602
Gearing ratio (%) 65.05% 53.32%

21 FAIR VALUE OF FINANCIAL INSTRUMENTS
Financial instruments comprise of financial assets and financial liabilities.

Financial assets consist of equity securities at FVOCI, financial assets carried at fair through profit or loss,
accounts receivable and prepayments, and cash and cash equivalents. Financial liabilities consist of accounts
payable and accruals.

The Group uses the following hierarchy for determining and disclosing the fair value of financial assets by valuation
technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities.

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly.

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not based on
observable market data.

2018 Level 1 Level 2 Level 3 Total
KD KD KD KD

Financial assets at fair value through

prafit or loss:

Local managed portfolio 54,464 - - 54,464
Eqguity investment at FVOCI:
Quoted equity securities 4,007,508 - - -
Unquoted equity securities - - - 4,007,508

4,061,972 - - 8,069,480
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23 CORRECTION OF ERRORS

The subsidiary's management decided to restate its consclidated financial statements of the prior year ended
December 31, 2017, to rectify retrospectively the effects of the accounting error, resulted from not recognizing
the differences in the value of the additional quantities consumed during 2017.

The correction of the above-mentioned error has been accounted for retrospectively in accordance with
International Accounting Standard 8 Accounting Policies, Changes in Accounting Estimates and Errors.
Accordingly, the respective comparative amounts have been restated to reflect the correct amounts. The error has
been corrected by restating each of the affected financial statement line items for the prior period, as follows:

2017
As previously Effect of 2017
reported restatement as restated

KD KD KD
Consolidated Statement of comprehensive
income
Cost of sales {41,918,318) (1,273,109) (43,191,427)
Current income tax {2,402,875) 286,450 (2,116,425)
Exchange differences on translation of foreign
operations {1,412,876) (490) (1,413,366)
Statement of financial position
Foreign currency translation reserve 2,163,661 (293) 2,163,368
Retained earnings 15,566,653 {590,220) 14,976,433
Non-controlling interests 40,868,894 (396,637 40,472,257
Trade payables 2,652,329 1,273,742 3,926,071

Income tax payable 2,404,068 (286,592) 2,117,476




