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National Petroleum Services Company K.S.C.P. and its Subsidiaries
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2019

2019 2018
Notes KD KD

Sales and services revenue 19 35,158,527 33,502,761
Cost of sales and services rendered (21,622,118) (20,014,490)

────────── ──────────
GROSS PROFIT 13,536,409 13,488,271

Interest income 281,062 261,824
Net investments (loss) income 20 (168,243) 175,041
Other income 297,254 80,839
Write off of property, plant and equipment 5 - (132,597)
General and administrative expenses 21 (1,822,045) (1,333,883)

────────── ──────────

PROFIT BEFORE TAX AND DIRECTORS’ REMUNERATION 12,124,437 12,539,495
Contribution to Kuwait Foundation for the Advancement of Sciences

(KFAS) (129,832) (112,855)
National Labour Support Tax (NLST) (315,530) (324,790)
Zakat (126,212) (129,916)
Directors’ remuneration (180,000) (180,000)

────────── ──────────

PROFIT FOR THE YEAR 11,372,863 11,791,934
═══════════ ═══════════

Other comprehensive income - -
────────── ──────────

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 11,372,863 11,791,934
═══════════ ═══════════

Attributable to:
Equity holders of the Parent Company 11,372,866 11,793,461
Non-controlling interests (3) (1,527)

────────── ──────────
11,372,863 11,791,934

═══════════ ═══════════

BASIC AND DILUTED EARNINGS PER SHARE (EPS)
ATTRIBUTABLE TO THE EQUITY HOLDERS OF THE PARENT
COMPANY 22   117.25 fils 121.56 fils

═══════════ ═══════════
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National Petroleum Services Company K.S.C.P. and its Subsidiaries
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2019

Attributable to equity holders of the Parent Company

Share
capital

Share
premium

Treasury
shares

Treasury shares
reserve

Statutory
reserve

Voluntary
reserve

Foreign
currency

translation
reserve

Fair value
reserve

Retained
earnings Sub-total

Non-controlling
interests Total equity

KD KD KD KD KD KD KD KD KD KD KD KD

As at 1 January 2019 10,000,000 3,310,705 (654,461) 33,825 5,858,895 5,858,895 8,418 - 11,757,883 36,174,160 40,154 36,214,314
Total comprehensive income
(loss) for the year - - - - - - - - 11,372,866 11,372,866 (3) 11,372,863

Dividends (Note 29) - - - - - - - - (6,790,000) (6,790,000) - (6,790,000)
Acquisition of non-controlling
interests in a subsidiary (Note
2.2) - - - - - - - - (4,267) (4,267) (40,136) (44,403)

─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ───────
At 31 December 2019 10,000,000 3,310,705 (654,461) 33,825 5,858,895 5,858,895 8,418 - 16,336,482 40,752,759 15 40,752,774

═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════

As at 1 January 2018 10,000,000 3,310,705 (585,062) 33,825 4,604,793 4,604,793 8,418 9,952 8,282,670 30,270,094 41,681 30,311,775
Effect of adoption of IFRS 9 - - - - - - - (9,952) 9,952 - - -

─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ───────
At 1 January 2018 (restated) 10,000,000 3,310,705 (585,062) 33,825 4,604,793 4,604,793 8,418 - 8,292,622 30,270,094 41,681 30,311,775
Total comprehensive income
(loss) for the year - - - - - - - - 11,793,461 11,793,461 (1,527) 11,791,934

Purchase of treasury shares - - (69,399) - - - - - - (69,399) - (69,399)
Dividends (Note 29) - - - - - - - - (5,819,996) (5,819,996) -  (5,819,996)
Transfer to reserves - - - - 1,254,102 1,254,102 - - (2,508,204) - - -

─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ─────── ───────
At 31 December 2018 10,000,000 3,310,705 (654,461) 33,825 5,858,895 5,858,895 8,418 - 11,757,883 36,174,160 40,154 36,214,314

═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════ ═══════
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National Petroleum Services Company K.S.C.P and its Subsidiaries
CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2019

2019 2018
Notes KD KD

OPERATING ACTIVITIES
Profit before tax and after directors’ remuneration 11,944,437 12,359,495
Adjustments to reconcile profit before tax to net cash flows:

Depreciation on property, plant and equipment and amortisation on intangible
asset 2,032,797 1,973,859

Depreciation on right-of-use assets 260,375 -
Write-off of property, plant and equipment 5 - 132,597
Gain on sale of property, plant and equipment 5 (19,323) (14,784)
Allowance for expected credit losses 7 60,000 -
Dividend income 20 (100,671) (174,287)
Realised gain on sale of financial assets at fair value through profit or loss 20 (11,710) (1,911)
Unrealised loss on financial assets at fair value through profit or loss 20 280,624 1,157
Interest income (281,062) (261,824)
Interest expense on lease liabilities 36,924 -
Provision for employees’ end of service benefits 17 496,750 452,119

──────── ────────
14,699,141 14,466,421

Working capital adjustments:
Inventories (559,274) (673,064)
Trade receivables and contract assets (2,980,775) 1,993,515
Prepayments and other receivables (782,751) 368,816
Accounts payable and accruals (1,543,630) (325,179)

──────── ────────
Cash generated from operations 8,832,711 15,830,509
Employees’ end of service benefits paid 17 (110,009) (96,334)
Taxes paid (576,187) (467,204)

──────── ────────
Net cash flows from operating activities 8,146,515 15,266,971

──────── ────────

INVESTING ACTIVITIES
Purchase of property, plant and equipment 5 (1,058,620) (2,620,595)
Proceeds from sale of property, plant and equipment 5 24,550 15,876
Proceeds from redemption of financial assets at fair value through profit or loss 873,805 22,579
Dividend income received 100,671 174,287
Interest income received 281,062 90,924
Net movement in term deposits (4,512,000) (7,400,000)

──────── ────────
Net cash flows used in investing activities (4,290,532) (9,716,929)

──────── ────────

FINANCING ACTIVITIES
Dividends paid (6,782,961) (5,826,099)
Purchase of treasury shares - (69,399)
Payment of lease liabilities (288,007) -
Acquisition of non-controlling interests in a subsidiary 2.2 (44,403) -

──────── ────────
Net cash flows used in financing activities (7,115,371) (5,895,498)

──────── ────────

NET DECREASE IN BANK BALANCES AND CASH (3,259,388) (345,456)
Bank balances and cash at 1 January 5,781,168 6,126,624

──────── ────────
BANK BALANCES AND CASH AT 31 DECEMBER 11 2,521,780 5,781,168

════════ ════════

Non-cash items excluded from the statement of cash flows:
Adjustment to right-of-use assets on adoption of IFRS 16 (615,407) -
Adjustment to lease liabilities on adoption of IFRS 16 615,407 -
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1 CORPORATE INFORMATION

The consolidated financial statements of National Petroleum Services Company K.S.C.P. (the “Parent Company”)
and its subsidiaries (collectively, the “Group”) for the financial year ended 31 December 2019 were authorised for
issue in accordance with a resolution of the Parent Company’s Board of Directors on 3 March 2020, and the
shareholders have the power to amend these consolidated financial statements at the annual general assembly
meeting (“AGM”).

The Parent Company is as a Kuwaiti shareholding Company incorporated on 3 January 1993 and whose shares are
publicly traded on Boursa Kuwait. The Parent Company is located at Shuaiba Industrial Area, Al-Ahmadi, Plot 3
and its registered postal address is P.O. Box 9801, 61008, Kuwait.

The Parent Company’s primary objectives are, as follows:
u Performing all support services for wells drilling, repairing and preparation for production as well as wells

maintenance related services.
u Establishing industrial firms for the purpose of manufacturing and producing the equipment and materials

necessary for achieving such objectives after obtaining the approval of the competent authorities.
u Importing and owning machines, tools and materials necessary for achieving its objectives.
u Owning lands and real estate necessary for establishing its entities and equipment.
u Importing and exporting chemicals necessary for the execution of the works stated above.
u Concluding agreements and obtaining privileges which it deems necessary for the achieving its objectives.
u Possessing the required patents, and trademarks.
u Obtaining and granting agencies in respect of the Parent Company’s business operations.
u Conducting studies, queries and researches relevant to the Parent Company’s primary objectives.

The Parent Company may carry out all of the above-mentioned activities inside the State of Kuwait or abroad. The
Parent Company may also have an interest or participate in any way with entities practicing activities similar to its
own or which may assist it in achieving its objectives inside the State of Kuwait or abroad, or may acquire those
entities or affiliated itself with them.

Information on the Group’s structure is provided in Note 2.2.

2.1 BASIS OF PREPARATION

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

The consolidated financial statements have been prepared on a historical cost basis except for investment securities
that are measured at fair value.

The consolidated financial statements have been presented in Kuwaiti Dinars (“KD”), which is also the functional
currency of the Parent Company.

The consolidated financial statements provide comparative information in respect of the previous period. Certain
comparative information has been reclassified and represented to conform to classification in the current period.
Such reclassification has been made to improve the quality of information presented.

2.2 BASIS OF CONSOLIDATION

The consolidated financial statements comprise the financial statements of the Parent Company and its subsidiaries
(investees which are controlled by the Group) as at 31 December 2019. 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:

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

u Exposure, or rights, to variable returns from its involvement with the investee
u The ability to use its power over the investee to affect its returns
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2.2 BASIS OF CONSOLIDATION (continued)

Generally, there is a presumption that a majority of voting rights results 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:

u The contractual arrangement with the other vote holders of the investee
u Rights arising from other contractual arrangements
u 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 of during the year are included in the statement of comprehensive income from
the date the Group gains control until the date the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity holders of the
Parent Company 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.

If the Group loses control over a subsidiary, it derecognises the related assets (including goodwill), liabilities, non-
controlling interest and other components of equity, while any resultant gain or loss is recognised in profit or loss.
Any investment retained is recognised at fair value.

The consolidated financial statements include the following subsidiaries:
% equity
interest

Entity Principal activities
Country of

incorporation 2019 2018

Directly held
Napesco International
Petroleum Services S.P.C.
(“Napesco International”)

Drilling & maintenance of oil wells and
chemical waste management Kuwait 100 100

Indirectly held through
Napesco International

Napesco India LLP
(“Napesco India”)

Support activities for petroleum and natural
gas mining incidental to onshore and
offshore oil & gas extraction. India 99.99 79.99

Acquisition of non-controlling interests
In 2019, the Group acquired an additional 20% interest in Napesco India, increasing its ownership from 79.99%
to 99.99%. The carrying amount of Napesco India net assets in the Group’s consolidated financial statements on
the date of the acquisition was as follows:

KD

Carrying amount of NCI acquired 40,136
Consideration paid to NCI (44,403)

────────
A decrease in equity attributable to equity holders of the Parent Company (4,267)

════════
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2.3 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES

New and amended standards and interpretations
The Group applied, for the first time, certain standards and amendments, which are effective for annual periods
beginning on or after 1 January 2019. The nature and effect of the changes as a result of adoption of these new
accounting standards are described below.

Several other amendments and interpretations apply for the first time in 2019, but do not have an impact on the
consolidated financial statements of the Group. The Group has not early adopted any standards, interpretations or
amendments that have been issued, but are not yet effective.

IFRS 16 Leases
IFRS 16 supersedes 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. The standard sets out the principles for the recognition, measurement, presentation and disclosure of leases
and requires lessees to recognise most leases on the consolidated statement of financial position.

Lessor accounting under IFRS 16 is substantially unchanged from IAS 17. Lessors will continue to classify leases
as either operating or finance leases using similar principles as in IAS 17. Therefore, IFRS 16 does not have an
impact for leases where the Group is the lessor.

The Group adopted IFRS 16 using the modified retrospective method of adoption with the date of initial application
of 1 January 2019. Under this method, the standard is applied retrospectively with the cumulative effect of initially
applying the standard recognised at the date of initial application. The Group elected to use the transition practical
expedient allowing the standard to be applied only to contracts that were previously identified as leases applying
IAS 17 and IFRIC 4 at the date of initial application. The Group also elected to use the recognition exemptions for
lease contracts that, at the commencement date, have a lease term of 12 months or less and do not contain a purchase
option (‘short-term leases’), and lease contracts for which the underlying asset is of low value (‘low-value assets’).

The effect of adoption of IFRS 16 as at 1 January 2019 on the consolidated statement of financial position is as
follows:

KD
ASSETS
Right-of-use assets 615,407

════════

LIABILITIES
Lease liabilities 615,407

════════

The Group has discounted its future lease obligations using its incremental borrowing rate which is determined at 6%
at the reporting date.

The effect of adoption of IFRS 16 as at 31 December 2019 on the consolidated statement of comprehensive income
is as follows:

§ Depreciation expense increased by KD 260,375 due to the depreciation of additional assets recognised ‘right-
of-use assets’ in the current reporting period. This resulted in an increase in ‘Cost of sales and services
rendered’ and ‘General and administrative expenses’ of KD 210,562 and KD 49,813, respectively.

§ Rent expense included in ‘Cost of sales and services rendered’ and ‘General and administrative expenses’,
relating to previous operating leases, decreased by KD 232,821 and KD 55,039 respectively compared to the
year ended 31 December 2018.

§ Interest expense increased by KD 36,924 in ‘General and administrative expenses’ relating to the interest
expense on additional ‘lease liabilities’ recognised in the current reporting period.
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2.3 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (continued)

New and amended standards and interpretations (continued)

IFRS 16 Leases (continued)

a) Nature of the effect of adoption of IFRS 16
Prior to the adoption of IFRS 16, the Group classified its leases (as lessee) at the inception date as operating lease.
In an operating lease, the leased property was not capitalised and the lease payments were recognised as rent
expense in profit or loss on a straight-line basis over the lease term. Any prepaid rent and accrued rent were
recognised under other assets and other liabilities, respectively.

Upon adoption of IFRS 16, the Group applied a single recognition and measurement approach for all leases, except
for short-term leases and leases of low-value assets. The standard provides specific transition requirements and
practical expedients, which has been applied by the Group.

u Leases previously accounted for as operating leases
The Group recognised right-of-use assets and lease liabilities for those leases previously classified as operating
leases, except for short-term leases and leases of low-value assets. The right-of-use assets for most leases were
recognised based on the carrying amount as if the standard had always been applied, apart from the use of
incremental borrowing rate at the date of initial application. In some leases, the right-of-use assets were recognised
based on the amount equal to the lease liabilities, adjusted for any related prepaid and accrued lease payments
previously recognised. Lease liabilities were recognised based on the present value of the remaining lease
payments, discounted using the incremental borrowing rate at the date of initial application.

The Group also applied the available practical expedients wherein it:
§ Used a single discount rate to a portfolio of leases with reasonably similar characteristics
§ Relied on its assessment of whether leases are onerous immediately before the date of initial application
§ Applied the short-term leases exemptions to leases with lease term that ends within 12 months of the date of

initial application
§ Excluded the initial direct costs from the measurement of the right-of-use asset at the date of initial application
§ Used hindsight in determining the lease term where the contract contained options to extend or terminate the

lease

Based on the above, as at 1 January 2019:
§ Right-of-use assets of KD 615,407 were recognised and presented separately in the consolidated statement of

financial position.
§ Additional lease liabilities of KD 615,407 were recognised and presented separately in the consolidated

statement of financial position.

The lease liabilities as at 1 January 2019 can be reconciled to the operating lease commitments as of 31 December
2018, as follows:

b) Summary of new accounting policies
Set out below are the new accounting policies of the Group upon adoption of IFRS 16, which have been applied
from the date of initial application:

u Group as a lessee
The Group applies a single recognition and measurement approach for all leases, except for short-term leases and
leases of low-value assets. The Group recognises lease liabilities to make lease payments and right-of-use assets
representing the right to use the underlying assets.

   KD

Operating lease commitments as at 31 December 2018 684,464
Weighted average incremental borrowing rate as at 1 January 2019 6%

────────
Discounted operating lease commitments and lease liabilities as at 1 January 2019 615,407

════════
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2.3 CHANGES IN ACCOUNTING POLICIES AND DISCLOSURES (continued)

New and amended standards and interpretations (continued)

IFRS 16 Leases (continued)

b) Summary of new accounting policies (continued)

u Right-of-use assets
The Group recognises right-of-use assets at the commencement date of the lease (i.e., the date the underlying asset
is available for use). Right-of-use assets are measured at cost, less any accumulated depreciation and impairment
losses, and adjusted for any re-measurement of lease liabilities. The cost of right-of-use assets includes the amount
of lease liabilities recognised, initial direct costs incurred, and lease payments made at or before the
commencement date less any lease incentives received. Unless the Group is reasonably certain to obtain ownership
of the leased asset at the end of the lease term, the recognised right-of-use assets are depreciated on a straight-line
basis over the shorter of its estimated useful life and the lease term. Right-of-use assets are subject to impairment.

u Lease liabilities
At the commencement date of the lease, the Group recognises lease liabilities measured at the present value of lease
payments to be made over the lease term. The lease payments include fixed payments (including in-substance fixed
payments) less any lease incentives receivable, variable lease payments that depend on an index or a rate, and amounts
expected to be paid under residual value guarantees. The lease payments also include the exercise price of a purchase
option reasonably certain to be exercised by the Group and payments of penalties for terminating a lease, if the lease
term reflects the Group exercising the option to terminate. The variable lease payments that do not depend on an index
or a rate are recognised as expense in the period on which the event or condition that triggers the payment occurs.

In calculating the present value of lease payments, the Group uses the incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable.

After the commencement date, the amount of lease liabilities is increased to reflect the accretion of interest and
reduced for the lease payments made. In addition, the carrying amount of lease liabilities is re-measured if there is
a modification, a change in the lease term, a change in the in-substance fixed lease payments or a change in the
assessment to purchase the underlying asset.

u Short-term leases and leases of low-value assets
The Group applies the short-term lease recognition exemption to its short-term leases of property and equipment (i.e.,
those leases that have a lease term of 12 months or less from the commencement date and do not contain a purchase
option). It also applies the lease of low-value assets recognition exemption to leases of office equipment that are
considered of low value (i.e., below KD 1,500). Lease payments on short-term leases and leases of low-value assets
are recognised as expense on a straight-line basis over the lease term.

u Significant judgement in determining the lease term of contracts with renewal options
The Group determines the lease term as the non-cancellable term of the lease, together with any periods covered by
an option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to terminate
the lease, if it is reasonably certain not to be exercised.

Other amendments to IFRSs which are effective for annual accounting period starting from 1 January 2019 did not
have any material impact on the accounting policies, financial position or performance of the Group.

2.4 STANDARDS ISSUED BUT NOT YET EFFECTIVE

The new and amended 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 new and
amended standards and interpretations, if applicable, when they become effective.
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2.4 STANDARDS ISSUED BUT NOT YET EFFECTIVE (continued)

Amendments to IFRS 3: Definition of a Business
In October 2018, the IASB issued amendments to the definition of a business in IFRS 3 Business Combinations to
help entities determine whether an acquired set of activities and assets is a business or not. They clarify the minimum
requirements for a business, remove the assessment of whether market participants are capable of replacing any
missing elements, add guidance to help entities assess whether an acquired process is substantive, narrow the
definitions of a business and of outputs, and introduce an optional fair value concentration test. New illustrative
examples were provided along with the amendments.

Since the amendments apply prospectively to transactions or other events that occur on or after the date of first
application, the Group will not be affected by these amendments on the date of transition.

Amendments to IAS 1 and IAS 8: Definition of Material
In October 2018, the IASB issued amendments to IAS 1 Presentation of Financial Statements and IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors to align the definition of ‘material’ across the
standards and to clarify certain aspects of the definition. The new definition states that, ’Information is material if
omitting, misstating or obscuring it could reasonably be expected to influence decisions that the primary users of
general-purpose financial statements make on the basis of those financial statements, which provide financial
information about a specific reporting entity.’

The amendments to the definition of material is not expected to have a significant impact on the Group’s
consolidated financial statements.

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1 Revenue from contracts with customers
The Group is primarily in the business of providing various oilfields (i.e. cementing, simulations services) and
non-oilfields services (i.e. health and safety services). Revenue from contracts with customers is recognised when
control of the goods or services are transferred to the customer at an amount that reflects the consideration to which
the Group expects to be entitled in exchange for those goods or services. The Group has generally concluded that
it is the principal in its revenue arrangements, because it typically controls the goods or services before transferring
them to the customer.

The following specific recognition criteria must also be met before revenue is recognised:

Sale of goods
Revenue from sale of goods is recognised at the point in time when control of the asset is transferred to the
customer, generally on the delivery of goods at the customer’s location.

The Group considers whether there are other promises in the contract that are separate performance obligations to
which a portion of the transaction price needs to be allocated (e.g. volume rebates). In determining the transaction
price for the sale of goods, the Group considers the effects of variable consideration, existence of a significant
financing component, non-cash consideration, and consideration payable to the customer (if any).

Variable consideration
If the consideration in a contract includes a variable amount, the Group estimates the amount of consideration to
which it will be entitled in exchange for transferring the goods to the customer. The variable consideration is
estimated at contract inception and constrained until it is highly probable that a significant revenue reversal in the
amount of cumulative revenue recognised will not occur when the associated uncertainty with the variable
consideration is subsequently resolved.  The Group also provides retrospective volume rebates to certain customers
once the quantity of goods purchased during the period exceeds the threshold specified in the contract. Volume
rebates give rise to variable consideration.

Rendering of services
The Group provides various services that are either sold separately or bundled together with the sale of goods to a
customer. Using significant judgement, the Group considers the degree of customisation, integration and
interdependency of the related goods and services when assessing distinct performance obligations within one
contract.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.1 Revenue from contracts with customers (continued)

Rendering of services (continued)
Stand-alone selling price (“SSP”) for each distinct performance obligation is generally determined using the price
at which the goods and services would be sold separately to the customer. Discounts, when provided, are allocated
based on the relative SSP of the various goods and services.

The Group recognises revenue from contracts of ‘sale of services’ or ‘bundled sale of goods and services contracts
that are viewed as a single performance obligation’ over time using an output method in measuring progress,
generally based on cost-to-cost measure of progress because it faithfully depicts the Group’s performance towards
complete satisfaction of the performance obligation.

The Group elected to apply the ‘right to invoice’ practical expedient for contracts that contain fixed amounts and
rates for manpower and materials specified in a contract, when the Group determines that right to consideration
from a customer corresponds directly with the value of the Group’s performance completed to date.

Contract balances

Contract assets
A contract asset is initially recognised for revenue earned from sale of services because the receipt of consideration
is conditional on successful completion of the services. Upon completion of the services and acceptance by the
customer, the amount recognised as contract assets is reclassified to trade receivables.

Contract assets are subject to expected credit losses assessment. Refer to accounting policies on impairment of
financial assets in under Financial instruments – initial recognition and subsequent measurement.

Contract liabilities
A contract liability is recognised if a payment is received or a payment is due (whichever is earlier) from a customer
before the Group transfers the related goods or services. Contract liabilities are recognised as revenue when the
Group performs under the contract (i.e., transfers control of the related goods or services to the customer).

3.2 Taxation

Kuwait Foundation for the Advancement of Sciences (KFAS)
The Parent Company calculates the contribution to KFAS at 1% in accordance with the modified calculation based
on the Foundation’s Board of Directors resolution, which states that the income from shareholding associates and
subsidiaries, Board of Directors’ remuneration, transfer to statutory reserve should be excluded from profit for the
year when determining the contribution.

National Labour Support Tax (NLST)
The Parent Company calculates the NLST in accordance with Law No. 19 of 2000 and the Ministry of Finance
Resolutions No. 24 of 2006 at 2.5% of taxable profit for the year. As per law, income from associates and
subsidiaries, cash dividends from listed companies which are subjected to NLST have been deducted from the
profit for the year.

Zakat
Contribution to Zakat is calculated at 1% of the profit of the Parent Company in accordance with the Ministry of
Finance resolution No. 58/2007.

Taxation on overseas subsidiaries
Taxation on overseas subsidiaries is calculated on the basis of the tax rates applicable and prescribed according to
the prevailing laws, regulations and instructions of the countries where these subsidiaries operate. Income tax
payable on taxable profit (‘current tax’) is recognized as an expense in the year in which the profits arise in
accordance with the fiscal regulations of the respective countries in which the Group operates.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.3 Property, plant and equipment
Construction in progress is stated at cost, net of accumulated impairment losses, if any. Plant and equipment is
stated at cost, net of accumulated depreciation and accumulated impairment losses, if any. Such cost includes the
cost of replacing part of the plant and equipment and borrowing costs for long-term construction projects if the
recognition criteria are met. All other repair and maintenance costs are recognised in profit or loss as incurred.

Depreciation is calculated on a straight-line basis over the estimated useful lives, as follows:

u Buildings on leasehold land                         20  years
u Plant and machinery                               10  years
u Furniture and fixtures                                     3  years
u Motor vehicles                                                3  years

An item of property, plant and equipment and any significant part initially recognised is derecognised upon disposal
(i.e., at the date the recipient obtains control) 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 statement of profit or loss when the asset is
derecognised.

The assets residual values, useful lives and methods of depreciation are reviewed at each financial year end, and
adjusted prospectively, if appropriate.

3.4. Inventories
Inventories are valued at the lower of cost and net realizable value after providing allowances for any obsolete or
slow-moving items. Costs comprise direct materials and where applicable, direct labour costs and those overheads
that have been incurred in bringing the inventories to their present location and condition. Cost is determined on a
weighted average basis.

Net realisable value is the estimated selling price in the ordinary course of business less the costs of completion
and selling expenses. Write-down is made for obsolete and slow-moving items based on their expected future use
and net realisable value.

3.5. Impairment of non-financial assets
The Group assesses, at each reporting date, whether there is an indication that an asset may be impaired. If any
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 CGU’s fair value less costs of
disposal and its value in use. The recoverable amount is determined for an individual asset, unless the asset does not
generate cash inflows that are largely independent of those from other assets or groups of assets. When the carrying
amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written down to
its recoverable amount.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less costs
to sell. In assessing value in use, the estimated future cash flows are discounted to their present value using a discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset. For the
purpose of impairment testing, assets are grouped together into the smallest group of assets that generates cash inflows
from continuing use that are largely independent of the cash inflows of other assets or groups of assets (the “cash-
generating unit”).

An impairment loss is recognised whenever the carrying amount of the asset or its cash generating unit exceeds its
estimated recoverable amount. Impairment losses are recognised in profit or loss. An impairment loss is only reversed
to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined,
net of depreciation, if no impairment loss had been recognised.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.6 Cash and cash equivalents
Cash and cash equivalents in the statement of financial position comprise cash on hand, non-restricted cash at
banks, cash held in investment portfolios and short-term highly liquid deposits with a maturity of three months or
less, that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes
in value.

For the purpose of the consolidated statement of cash flows, cash and cash equivalents consist of cash and short-
term deposits, as defined above, net of outstanding bank overdrafts (if any) as they are considered an integral part
of the Group’s cash management.

3.7 Term deposits
Term deposits represent deposits with banks due within three months or more from the placement date and earn
interest.

3.8 Financial instruments - initial recognition and subsequent measurement
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or
equity instrument of another entity.

i) Financial assets

Initial recognition and initial measurement
Financial assets are classified, at initial recognition, as subsequently measured at amortised cost, fair value through
other comprehensive income (OCI), and fair value through profit or loss.

The classification of financial assets at initial recognition depends on the financial asset’s contractual cash flow
characteristics and the Group’s business model for managing them. With the exception of trade receivables that
do not contain a significant financing component or for which the Group has applied the practical expedient, the
Group initially measures a financial asset at its fair value plus, in the case of a financial asset not at fair value
through profit or loss, transaction costs. Trade receivables that do not contain a significant financing component
or for which the Group has applied the practical expedient are measured at the transaction price.

In order for a financial asset to be classified and measured at amortised cost or fair value through OCI, it needs to
give rise to cash flows that are ‘solely payments of principal and interest (SPPI)’ on the principal amount
outstanding. This assessment is referred to as the SPPI test and is performed at an instrument level. Financial assets
with cash flows that are not SPPI are classified and measured at fair value through profit or loss, irrespective of
the business model.

The Group’s business model for managing financial assets refers to how it manages its financial assets in order to
generate cash flows. The business model determines whether cash flows will result from collecting contractual
cash flows, selling the financial assets, or both. Financial assets classified and measured at amortised cost are held
within a business model with the objective to hold financial assets in order to collect contractual cash flows while
financial assets classified and measured at fair value through OCI are held within a business model with the
objective of both holding to collect contractual cash flows and selling.

Purchases or sales of financial assets that require delivery of assets within a time frame established by regulation
or convention in the market place (regular way trades) are recognised on the trade date, i.e., the date that the Group
commits to purchase or sell the asset.

Subsequent measurement
For purposes of subsequent measurement, financial assets are classified in four categories:

u Financial assets at amortised cost (debt instruments)
u Financial assets at fair value through OCI with recycling of cumulative gains and losses (debt instruments)
u Financial assets designated at fair value through OCI with no recycling of cumulative gains and losses upon

derecognition (equity instruments)
u Financial assets at fair value through profit or loss
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.8 Financial instruments - initial recognition and subsequent measurement (continued)

i) Financial assets (continued)

a) Financial assets at amortised cost (debt instruments)
Financial assets at amortised cost are subsequently measured using the effective interest rate (EIR) method and are
subject to impairment. Gains and losses are recognised in profit or loss when the asset is derecognised, modified
or impaired.

b) Financial assets at fair value through OCI (debt instruments)
For debt instruments at fair value through OCI, interest income, foreign exchange revaluation and impairment
losses or reversals are recognised in the statement of profit or loss and computed in the same manner as for financial
assets measured at amortised cost. The remaining fair value changes are recognised in OCI. Upon derecognition,
the cumulative fair value change recognised in OCI is recycled to profit or loss.

c) Financial assets designated at fair value through OCI (equity instruments)
Upon initial recognition, the Group can elect to classify irrevocably its equity investments as equity instruments
designated at fair value through OCI when they meet the definition of equity under IAS 32 Financial Instruments:
Presentation and are not held for trading. The classification is determined on an instrument-by-instrument basis.

Gains and losses on these financial assets are never recycled to profit or loss. Dividends are recognised as other
income in the statement of profit or loss when the right of payment has been established, except when the Group
benefits from such proceeds as a recovery of part of the cost of the financial asset, in which case, such gains are
recorded in OCI. Equity instruments designated at fair value through OCI are not subject to impairment
assessment.

d) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are carried in the statement of financial position at fair value
with net changes in fair value recognised in the statement of profit or loss.

This category includes certain equity investments which the Group had not irrevocably elected to classify at fair
value through OCI. Net gains and losses, including any interest or dividend income, are recognised in profit or
loss.

Derecognition
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
primarily derecognised (i.e., removed from the Group’s consolidated statement of financial position) when:

u The rights to receive cash flows from the asset have expired; or
u 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 transferred control of the
asset, the Group continues to recognise the transferred asset to the extent of its 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 repay.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.8 Financial instruments - initial recognition and subsequent measurement (continued)

ii) Financial liabilities

Initial recognition and measurement
The Group’s financial liabilities include trade and other payables.

All financial liabilities are recognised initially at fair value and, in the case of loans and borrowings and payables,
net of directly attributable transaction costs.

Subsequent measurement
For purposes of subsequent measurement, financial liabilities are classified in two categories:

u Financial liabilities at fair value through profit or loss
u Financial liabilities at amortised cost

The Group has not designated any financial liability as at fair value through profit or loss and financial liabilities
at amortised cost is more relevant to the Group.

Financial liabilities at amortised cost

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

Derecognition
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

When an existing financial liability is replaced by another from the same lender on substantially different terms,or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as  the
derecognition of the original liability and the recognition of a new liability. The difference in the respective
carrying amounts is recognised in the statement of profit or loss.

iii) Offsetting of financial instruments
Financial assets and financial liabilities are offset and the net amount is 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.

3.9 Impairment of financial assets
The Group recognises an allowance for expected credit losses (ECLs) for all debt instruments not held at fair value
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, discounted at an approximation of the original
effective interest 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 and contract assets, 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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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.10 Treasury shares
Treasury shares consist of the Parent Company’s own issued shares that have been reacquired by the Group and
not yet reissued or cancelled. The treasury shares are accounted for using the cost method. Under this method, the
weighted average cost of the shares reacquired is charged in equity. When the treasury shares are reissued, gains
are credited to a separate account in equity (the “treasury shares reserve”), which is not distributable. Any realised
losses are charged to the same account to the extent of the credit balance in that account. Any excess losses are
charged to retained earnings then to the voluntary reserve and statutory reserve. Gains realised subsequently on
the sale of treasury shares are first used to offset any previously recorded losses in the order of reserves, retained
earnings and the treasury shares reserve account. No cash dividends are paid on these shares. The issue of bonus
shares increases the number of treasury shares proportionately and reduces the average cost per share without
affecting the total cost of treasury shares.

3.11 Employees’ end of service benefits
The Group provides end of service benefits to all its employees under the Kuwait Labour Law. 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 expected 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 Institution 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.

3.12 Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event,
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.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that
reflects, when appropriate, the risks specific to the liability. When discounting is used, the increase in the provision
due to the passage of time is recognised as a finance cost.

3.13 Foreign currencies
The Group’s consolidated financial statements are presented in 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 on disposal of a foreign operation, the gain or loss that is reclassified to profit or loss reflects the
amount that arises from using this method.

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 profit or loss.

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 the
gain or loss on the change in fair value of the item (i.e., translation differences on items whose fair value gain or
loss is recognised in OCI or profit or loss are also recognised in OCI or profit or loss, respectively).

In determining the spot exchange rate to use on initial recognition of the related asset, expense or income (or part
of it) on the derecognition of a non-monetary asset or non-monetary liability relating to advance consideration, the
date of the transaction is the date on which the Group initially recognises the non-monetary asset or non-monetary
liability arising from the advance consideration. If there are multiple payments or receipts in advance, the Group
determines the transaction date for each payment or receipt of advance consideration.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

3.13 Foreign currencies (continued)

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 statements of profit or loss are translated at exchange rates
prevailing at the dates of the transactions. The exchange differences arising on translation for consolidation are
recognised in OCI. On disposal of a foreign operation, the component of OCI relating to that particular foreign
operation is reclassified in profit or loss.

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

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

Contingent assets are not recognised in the consolidated statement of financial position, but are disclosed when an
inflow of economic benefits is probable.

3.15 Segment information
A segment is a distinguishable component of the Group that engages in business activities from which it earns
revenue and incurs costs. The operating segments are used by the management of the Group to allocate resources
and assess performance. Operating segments exhibiting similar economic characteristics, product and services,
class of customers, distribution methods and nature of regulatory environment where appropriate are aggregated
and reported as reportable segments.

3.16 Current versus non-current classification
The Group presents assets and liabilities in the consolidated statement of financial position based on current/non-
current classification. An asset is current when it is:

u Expected to be realised or intended to be sold or consumed in the normal operating cycle
u Held primarily for the purpose of trading
u Expected to be realised within twelve months after the reporting period; or
u Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at least twelve

months after the reporting period

All other assets are classified as non-current.

A liability is current when:
u It is expected to be settled in the normal operating cycle
u It is held primarily for the purpose of trading
u It is due to be settled within twelve months after the reporting period; or
u There is no unconditional right to defer the settlement of the liability for at least twelve months after the reporting

period

The Group classifies all other liabilities as non-current.
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4 SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the Group’s consolidated financial statements require management to make judgements,
estimates and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities and the
disclosure of contingent liabilities, at the reporting date. However, uncertainty about the assumptions and estimates
could result in outcomes that require a material adjustment to the amount of the asset or liability affected in the
future periods.

4.1 Judgements
In the process of applying the Group’s accounting policies, management has made the following judgments, which
have the most significant effect on the amounts recognised in the consolidated financial statements:

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 interest on the principal amount outstanding.

Revenue from contracts with customers involving sale of goods
When recognising revenue in relation to the sale of goods to customers, the key performance obligation of the
consolidated entity is considered to be the point of delivery of the goods to the customer, as this is deemed to be
the time that the customer obtains control of the promised goods and therefore the benefits of unimpeded access.

Determining the lease term of contracts with renewal and termination options – Group as lessee
The Group determines the lease term as the non-cancellable term of the lease, together with any periods covered
by an option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to
terminate the lease, if it is reasonably certain not to be exercised.

The Group has the option, under some of its leases to lease the assets for additional terms. The Group applies
judgement in evaluating whether it is reasonably certain to exercise the option to renew. That is, it considers all
relevant factors that create an economic incentive for it to exercise the renewal. After the commencement date, the
Group reassesses the lease term if there is a significant event or change in circumstances that is within its control
and affects its ability to exercise (or not to exercise) the option to renew or to terminate (e.g., a change in business
strategy, construction of significant leasehold improvements or significant customization to the leased asset).

4.2 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 also described in the individual notes of the related financial statement line items below.
The Group based its assumptions and estimates on parameters available when the consolidated financial statements
were prepared. Existing circumstances and assumptions about future developments, however, may change due to
market changes or circumstances arising that are beyond the control of the Group. Such changes are reflected in
the assumptions when they occur.

Impairment of financial assets at amortised cost
The Group assesses on a forward looking basis the expected credit losses (ECL) associated with its debt
instruments carried at amortised cost. For trade receivables and contract assets, the Group applies a simplified
approach in calculating ECL. Therefore, the Group does not track changes in credit risk, but instead recognises a
loss allowance based on lifetime ECL 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. Actual results may differ from these estimates.

Useful lives of depreciable assets
Management reviews its estimate of the useful lives of depreciable assets at each reporting date, based on the
expected utility of the assets. Uncertainties in these estimates relate to technological obsolescence that may change
the utility of certain software and IT equipment.
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4 SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS (continued)

4.2 Estimates and assumptions (continued)

Fair value measurement
Management uses valuation techniques to determine the fair value of financial instruments (where active market
quotes are not available). This involves developing estimates and assumptions consistent with how market
participants would price the instrument. Management bases its assumptions on observable data as far as possible,
but this is not always available. In that case, management uses the best information available. Estimated fair values
may vary from the actual prices that would be achieved in an arm’s length transaction at the reporting date.

Provision for impairment of inventories
The provision for impairment of inventories assessment requires a degree of estimation and judgement. The level
of the provision is assessed by taking into account the recent sales experience, the ageing of inventories and other
factors that affect inventory obsolescence.

Determination of variable consideration
Judgement is exercised in estimating variable consideration which is determined having regard to past experience
with respect to the goods returned to the consolidated entity where the customer maintains a right of return pursuant
to the customer contract or where goods or services have a variable component. Revenue will only be recognised
to the extent that it is highly probable that a significant reversal in the amount of cumulative revenue recognised
under the contract will not occur when the uncertainty associated with the variable consideration is subsequently
resolved.

Leases - Estimating the incremental borrowing rate
The Group cannot readily determine the interest rate implicit in the lease, therefore, it uses its incremental
borrowing rate (IBR) to measure lease liabilities. The IBR is the rate of interest that the Group would have to pay
to borrow over a similar term, and with a similar security, the funds necessary to obtain an asset of a similar value
to the right-of-use asset in a similar economic environment. The IBR therefore reflects what the Group ‘would
have to pay’, which requires estimation when no observable rates are available (such as for subsidiaries that do not
enter into financing transactions) or when they need to be adjusted to reflect the terms and conditions of the lease
(for example, when leases are not in the subsidiary’s functional currency). The Group estimates the IBR using
observable inputs (such as market interest rates) when available and is required to make certain entity-specific
estimates (such as the subsidiary’s stand-alone credit rating).

5 PROPERTY, PLANT AND EQUIPMENT

Building on a
leasehold land*

Plant and
machinery

Furniture and
fixtures

Motor
 vehicles Total

KD KD KD KD KD
Cost
As at 1 January 2019 2,827,278 25,563,366 644,395 457,134 29,492,173
Additions - 964,728 16,367 77,525 1,058,620
Disposals - (45,238) (6,516) (110,376) (162,130)

──────── ──────── ──────── ──────── ────────
At 31 December 2019 2,827,278 26,482,856 654,246 424,283 30,388,663

──────── ──────── ──────── ──────── ────────
Accumulated depreciation
As at 1 January 2019 1,759,937 14,531,009 604,288 432,328 17,327,562
Charge for the year 121,984 1,840,508 30,995 39,310 2,032,797
Relating to disposals - (40,011) (6,516) (110,376) (156,903)

──────── ──────── ──────── ──────── ────────
At 31 December 2019 1,881,921 16,331,506 628,767 361,262 19,203,456

──────── ──────── ──────── ──────── ────────
Net book value:
At 31 December 2019 945,357 10,151,350 25,479 63,021 11,185,207

════════ ════════ ════════ ════════ ════════
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5 PROPERTY, PLANT AND EQUIPMENT (continued)

Building on a
leasehold land*

Plant and
machinery

Furniture and
fixtures

Motor
vehicles Total

KD KD KD KD KD
Cost
As at 1 January 2018 2,827,278 23,268,196 640,065 497,065 27,232,604
Additions - 2,603,135 4,330 13,130 2,620,595
Disposals - (73,971) - (53,061) (127,032)
Write offs - (233,994) - - (233,994)

──────── ──────── ──────── ──────── ────────
At 31 December 2018 2,827,278 25,563,366 644,395 457,134 29,492,173

──────── ──────── ──────── ──────── ────────
Depreciation and
impairment
As at 1 January 2018 1,637,683 12,893,368 614,643 435,519 15,581,213
Transfers - 55,680 (52,621) (3,059) -
Charge for the year 122,254 1,757,328 42,266 51,838 1,973,686
Disposals - (73,970) - (51,970) (125,940)
Write offs - (101,397) - - (101,397)

──────── ──────── ──────── ──────── ────────
At 31 December 2018 1,759,937 14,531,009 604,288 432,328 17,327,562

──────── ──────── ──────── ──────── ────────
Net book value:
At 31 December 2018 1,067,341 11,032,357 40,107 24,806 12,164,611

════════ ════════ ════════ ════════ ════════

*  The Group`s building is constructed on a leasehold land granted by the Public Authority of Industry (PAI),
which will expire on 5 July 2023. Management believes that it is reasonably certain to renew the lease for a
similar term.

Depreciation included in the consolidated statement of profit or loss is allocated, as follows:

2019 2018
KD KD

Cost of sales and services rendered 2,006,610 1,942,113
General and administrative expenses (Note 21) 26,187 31,573

──────── ────────
2,032,797 1,973,686

════════ ════════

Disposals of property, plant and equipment
In 2019, the Group disposed equipment with a total net carrying amount of KD 5,227 (2018: KD 1,092) for a cash
consideration of KD 24,550 (2018: KD 15,876). The resultant gain on disposal amounting to KD 19,323 (2018:
KD 14,784) was recognised as part of other operating income in the statement of profit or loss for the year then
ended.

In 2018, the Board of Directors approved to write-off certain items of property, plant and equipment with a net
book value of KD 132,597.

Fair value disclosure
The Group complies with the real estate valuation procedures set out in Module 11 “Dealing in Securities” of the
CMA Executive Bylaws, which requires valuations of local real estate properties classified as property, plant and
equipment to be determined by at least two independent, registered and accredited real estate appraisers provided
that one of them is a local bank and that the lower value is taken into account. The fair value of the land and
building as at 31 December 2019 determined based on valuations carried out by the respective appraisers using the
market comparison approach amounted to KD 4,330,000.

Significant increase (decrease) in estimated price per square meter in isolation would result in a significantly higher
(lower) fair value on a linear basis.
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6 INVENTORIES

2019 2018
KD KD

Cement and acidizing chemicals 2,781,102 2,248,924
Spare parts and tools 1,162,408 1,135,312

──────── ────────
3,943,510 3,384,236

════════ ════════

Inventories recognised as an expense during the year ended 31 December 2019 amounted to KD 6,756,372 (2018:
KD 5,977,771). These were included is recognised in ‘cost of sales and services rendered’.

7 TRADE RECEIVABLES AND CONTRACT ASSETS

2019 2018
KD KD

Trade receivables 10,422,900 5,934,014
Less: Allowance for expected credit losses on trade receivables (98,464) (38,311)

───────── ─────────
10,324,436 5,895,703

───────── ─────────

Contract assets 1,163,315 2,671,426
Less: Allowance for expected credit losses on contract assets (1,536) (1,689)

───────── ─────────
1,161,779 2,669,737

───────── ─────────
Trade receivables and contract assets 11,486,215 8,565,440

═════════ ═════════
*  Certain comparative figures have been reclassified to conform to the current year presentation. Such reclassifications have
been made to improve the quality of information presented.

u Trade receivables are non-interest bearing and are generally on terms of 60 to 90 days.

u Contract assets primarily relate to the Group’s rights to consideration for work completed but not billed at the
reporting date. The contract assets are transferred to receivables when the rights become unconditional. This
usually occurs when the Group issues an invoice to the customer.

Movement in the allowance for expected credit losses on trade receivables is as follows:
2019 2018
KD KD

As at 1 January 40,000 40,000
Charge during the year 60,000 -

───────── ─────────
As at 31 December 100,000 40,000

═════════ ═════════

Information about the credit exposures are disclosed in Note 26.1



National Petroleum Services Company K.S.C.P. and its Subsidiaries
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at and for the year ended 31 December 2019

27

8 PREPAYMENTS AND OTHER RECEIVABLES

2019 2018
KD KD

Advance payments to suppliers 1,092,467 181,178
Staff receivables 407,512 453,258
Deposits and other receivables 220,433 303,225

───────── ─────────
1,720,412 937,661

═════════ ═════════

The net carrying value of other receivables is considered a reasonable approximation of fair value.

The maximum exposure to credit risk exposure to credit risk at the reporting date is the carrying value of each class
of receivables mentioned above.

9 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

2019 2018
KD KD

Financial assets held for trading:
Quoted equity securities 27,658 30,114

Financial assets designated at fair value through profit or loss:
Managed funds and other securities 1,055,658 2,195,921

───────── ─────────
1,083,316 2,226,035

═════════ ═════════

The hierarchy of determining and disclosing the fair values of financial instrument by valuation techniques is
presented in Note 27.

10 TERM DEPOSITS

Term deposits represents deposit with a local bank with original maturity of more than three months but less than one
year from the date of placement and earn interest an average rate of 2.8% per annum (2018: 3% per annum).

11 BANK BALANCES AND CASH

For the purpose of consolidated statement of cash flows, bank balances and cash comprise the following:

2019 2018
KD KD

Cash on hand 12,946 12,980
Cash at banks 2,508,834 5,768,188

───────── ─────────
2,521,780 5,781,168

═════════ ═════════

12 SHARE CAPITAL

Number of shares
Authorised, issued and fully

paid
2019 2018 2019 2018

KD KD

Shares of 100 fils each (paid in cash) 100,000,000 100,000,000 10,000,000 10,000,000
══════════ ══════════ ══════════ ══════════
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13 SHARE PREMIUM

This represents the difference between the nominal value of the shares issued and the subscription or issue price.
The reserve is not available for distribution except in cases stipulated by the Companies Law.

14 TREASURY SHARES

2019 2018

Number of treasury shares 3,000,000 3,000,000
Percentage of issued shares (%) 3.00% 3.00%
Market value (KD) 3,510,000 2,760,000
Cost (KD) 654,461 654,461

The balance in the treasury shares reserve of KD 33,825 (2018: KD 33,825) is not available for distribution. Reserves
equivalent to the cost of the treasury shares held are not available for distribution throughout the holding period of
treasury shares.

15 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 for the year before tax and directors’ remuneration shall be
transferred to the statutory reserve based on the recommendation of the Parent 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 to offset 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 capital.

The shareholders of the Parent Company at the annual general assembly (AGM) held on 28 March 2019 resolved
to discontinue transfers to the statutory reserve.

16 VOLUNTARY RESERVE

In accordance with the Companies’ Law, and the Parent Company’s Memorandum of Incorporation and Articles
of Association, a maximum of 10% of the profit for the year before tax and directors’ remuneration is required to
be transferred to the voluntary reserve. Such annual transfers may be discontinued by a resolution of the
shareholders’ general assembly upon a recommendation by the Board of Directors. There are no restrictions on
the distribution of this reserve.

The shareholders of the Parent Company at the annual general assembly (AGM) held on 28 March 2019 resolved
to discontinue transfers to the voluntary reserve.

17 EMPLOYEES’ END OF SERVICE BENEFITS

Movement in provision for employees’ end of service benefits during the year is as follows:

2019 2018
KD KD

As at 1 January 2,239,794 1,884,009
Charge for the year 496,750 452,119
Payments (110,009) (96,334)

───────── ─────────
As at 31 December 2,626,535 2,239,794

═════════ ═════════
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18 ACCOUNTS PAYABLE AND ACCRUALS

2019 2018
KD KD

Trade payables 449,403 789,074
Dividends payable 67,292 60,253
Accrued staff costs 1,585,368 2,415,917
Advances received from client 356,655 511,056
Taxes payable 562,091 566,704
Accrued directors’ remuneration 180,000 180,000
Other accrued expenses and provisions 1,263,030 1,482,039

───────── ─────────
4,463,839 6,005,043

═════════ ═════════

Terms and conditions of the above financial liabilities:

u Trade payables are non-interest bearing and are normally settled on terms of 60 to 90 days.

u Other payables are non-interest bearing and have an average term of six months

For explanations on the Group’s liquidity risk management processes, refer to Note 26.2

19 SALES AND SERVICES REVENUE

19.1 Disaggregated revenue information
Set out below is the disaggregation of the Group’s sales and services revenue:

2019 2018
KD KD

Type of goods or services
Oil field contracts
Pumping services 27,017,382 25,344,831

Non-oil field contracts
Health, safety, environment and man-power supply services 6,532,860 6,001,283

───────── ─────────
Sales and services revenue from contracts with customers 33,550,242 31,346,114
Non-contract revenue 1,608,285 2,156,647

───────── ─────────
Total sales and services revenue 35,158,527 33,502,761

═════════ ═════════

Timing of revenue recognition
Goods and services transferred at a point in time 1,172,022 215,447
Goods and services transferred over time 33,986,505 33,287,314

───────── ─────────
Total sales and services revenue 35,158,527 33,502,761

═════════ ═════════

19.2 Contract balances

2019 2018
KD KD

Trade receivables (Note 7) 10,324,436 5,895,703
═════════ ═════════

Contract assets (Note 7) 1,161,779 2,669,737
═════════ ═════════
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20 NET INVESTMENT INCOME

2019 2018
KD KD

Dividend income 100,671 174,287
Realised gain on sale of financial assets at fair value through profit or loss 11,710 1,911
Unrealised loss on financial assets at fair value through profit or loss (280,624) (1,157)

───────── ─────────
(168,243) 175,041

═════════ ═════════

21 GENERAL AND ADMINISTRATIVE EXPENSES

2019 2018
KD KD

Staff costs 785,882 721,558
Depreciation on right-of-use assets (Note 2.3) 49,813 -
Interest expense on lease liabilities (Note 2.3) 36,924 -
Professional fees 206,606 63,703
Depreciation of property, plant and equipment (Note 5) 26,187 31,573
Marketing and business development expenses 198,037 210,467
Charity expense 120,000 -
Other expenses 398,596 306,582

───────── ─────────
1,822,045 1,333,883

═════════ ═════════

22 BASIC AND DILUTED EARNINGS PER SHARE (EPS)

Basic EPS amounts are calculated by dividing the profit for the year attributable to equity holders of the Parent
Company by the weighted average number of ordinary shares outstanding during the year. Diluted EPS is
calculated by dividing the profit attributable to ordinary equity holders of the Parent Company by the weighted
average number of ordinary shares outstanding during the year plus the weighted average number of ordinary
shares that would be issued on conversion of all the dilutive potential ordinary shares into ordinary shares. As there
are no dilutive instruments outstanding, basic and diluted earnings per share are identical.

2019 2018

Profit for the year attributable to equity holders of the Parent Company (KD) 11,372,866 11,793,461

Weighted average number of ordinary shares (shares) 100,000,000 100,000,000
Less: weighted average number of treasury shares (shares) (3,000,000) (2,982,826)

───────── ─────────
Weighted average number of shares outstanding (shares) 97,000,000 97,017,174

───────── ─────────
Basic and diluted EPS (fils) 117.25 121.56

═════════ ═════════

23 COMMITMENTS AND CONTINGENCIES

Commitments
At 31 December 2019, the Group had commitments not recognised as liabilities relating to the purchase of
property, plant and equipment amounting to KD 1,108,292 (2018: KD 76,073). These commitments are expected
to be settled in 2020.

Contingent liabilities
At 31 December 2019, the Group provided guarantees for the performance of certain contracts amounting to
KD 17,029,032 (2018: KD 8,128,894). No liability is expected to arise.
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24 SEGMENT INFORMATION

For management purposes, the Group is organised into business units based on the products and services and has two reportable operating segments i.e. oil field services and  non-oil
field services. Management treats the operations of these segments separately for the purposes of decision making, resource allocation and performance assessment. The segment
performance is evaluated based on operating profit or loss.

u Oil field services
Oil field services comprise of cementing and stimulation formulations for different applications and operating environments for oil rigs. It mainly includes well cementing services, and
well intervention services.

u Non-oil field services
Non-oil field services comprise of a number of diversified activities with health, safety and environmental services, engineering and consultancy services.

The following table presents revenue and segment results information in respect of the Group’s business segments:

For the year ended 31 December 2019 For the year ended 31 December 2018
Oil field Non-oil field  Unallocated Oil field Non-oil field Unallocated
Services services items Total services services items Total

KD KD KD KD KD KD KD KD

Segment revenue 27,017,382 8,141,145 - 35,158,527 25,344,831 8,157,930 - 33,502,761
═════════ ═════════ ═════════ ═════════ ═════════ ═════════ ═════════ ═════════

Income/(expenses)*
Cost of sales** (13,339,455) (6,065,491) -   (19,404,946) (11,694,633) (6,377,744) - (18,072,377)
Depreciation expense and amortisation
on intangible assets (1,500,485) (506,125) (26,187) (2,032,797) (1,447,749) (494,364) (31,746) (1,973,859)

Depreciation on right-on-use assets (100,997) (109,565) (49,813) (260,375) - - - -
Unallocated income*** - - 410,073 410,073 - - 385,107 385,107
General and administrative expenses ** - - (1,746,045) (1,746,045) - - (1,302,137) (1,302,137)
Tax expenses - - (571,574) (571,574) - - (567,561) (567,561)
Directors’ remuneration - - (180,000) (180,000) - - (180,000) (180,000)

───────── ───────── ───────── ───────── ───────── ───────── ───────── ─────────
Profit (loss) for the year 12,076,445 1,459,964 (2,163,546) 11,372,863 12,202,449 1,285,822 (1,696,337) 11,791,934

═════════ ═════════ ═════════ ═════════ ═════════ ═════════ ═════════ ═════════

*  Certain comparative figures have been reclassified to conform to the current year presentation. Such reclassifications have been made to improve the quality of information presented.
** Those amounts are excluding depreciation expense.
*** Unallocated income includes interest income, net investments income and other income.
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24 SEGMENT INFORMATION (continued)

The following table presents segment assets information in respect of the Group’s business segments:

At 31 December 2019 At 31 December 2018
Oil field Non-oil field Oil field Non-oil field
services services Total services services Total

KD KD KD KD KD KD

Segment assets 45,934,941 1,189,215 47,124,156 40,730,392 1,502,724 42,233,116
───────── ───────── ───────── ───────── ───────── ─────────

Unallocated assets 1,083,316 2,226,035
───────── ─────────

48,207,472 44,459,151
═════════ ═════════

Segment liabilities 7,262,729 191,969 7,454,698 8,217,425 27,412 8,244,837
═════════ ═════════ ═════════ ═════════ ═════════ ═════════
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25 RELATED PARTY DISCLOSURES

The Group’s related parties include its associates and joint ventures, major shareholders, entities under common
control, directors and executive officers of the Group, close members of their families and entities of which they
are principal owners or over which they are able to exercise significant influence or joint control. Pricing policies
and terms of these transactions are approved by the Group’s management.

Transactions with key management personnel
Key management personnel comprise of the Board of Directors and key members of management having authority
and responsibility for planning, directing and controlling the activities of the Group. The aggregate value of
transactions related to key management personnel were as follows.

Transaction values for the
year ended 31 December

Balance outstanding as at
31 December

2019 2018 2019 2018
KD KD KD KD

Salaries and other short-term benefits 412,274 452,733 40,000 30,000
Employees’ end of service benefits 11,538 13,794 128,138 116,600

───────── ───────── ───────── ─────────
423,812 466,527 168,138 146,600

═════════ ═════════ ═════════ ═════════

The Board of Directors of the Parent Company proposed a directors’ remuneration of KD 180,000 for the year
ended 31 December 2019 (2018: KD 180,000). This proposal is subject to the approval of the shareholders at the
AGM of the Parent Company

26 FINANCIAL INSTRUMENTS 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 accountable for the risk exposures
relating to his or her responsibilities. The Group is exposed to credit risk, liquidity risk and market risk.

The Parent Company’s Board of Directors is ultimately responsible for the overall risk management approach and
for approving the risk strategies and principles. No significant changes were made in the risk management
objectives and policies during the years ended 31 December 2019 and 31 December 2018. The management of the
Group reviews and agrees policies for managing each of these risks which are summarised below:

26.1  Credit risk
Credit risk is the risk that a counterparty will not meet its obligations under a financial instrument or customer
contract, leading to a financial loss. The Group is exposed to credit risk from its operating activities (primarily
trade receivables) and from its financing activities, including deposits with banks and financial institutions, foreign
exchange transactions and other financial instruments.

Collateral and other credit enhancements
The Group does not have any collateral or other credit enhancements against any of the financial assets at
31 December 2019 and 2018.

Concentration of 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 concentration of credit risk pertains to receivable balances from the Group’s 5 largest
customers which account for 97% of outstanding trade receivables at 31 December 2019 (2018: 96%).

The Group predominantly transacts with government entities. The Group considers its customers to have low credit
risk as credit risk ratings assigned by international credit-rating agencies is equivalent to the globally understood
definition of ‘investment grade’ (i.e. Baa2/ BBB and above).
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26 FINANCIAL INSTRUMENTS RISK MANAGEMENT OBJECTIVES AND POLICIES
(continued)

26.1  Credit risk (continued)

Trade receivables and contract assets
An impairment analysis is performed at each reporting date using a provision matrix to measure expected credit
losses. The provision rates are based on days past due for groupings of various customer segments with similar
loss patterns (i.e., by geographical region, product type, customer type and rating, and coverage by letters of credit
or other forms of credit insurance). The calculation reflects the probability-weighted outcome, the time value of
money and reasonable and supportable information that is available at the reporting date about past events, current
conditions and forecasts of future economic conditions. Generally, trade receivables are written-off if past due for
more than one year and are not subject to enforcement activity. The Group does not hold collateral as security.

The Group evaluates the concentration of risk with respect to contract assets as low, as it deals with high profile
customers.

Set out below is the information about the credit risk exposure on the Group’s trade receivables and contract
assets relating to contracts using a provision matrix:

Trade receivables and contract assets

Contract
assets Current <90 days

91-180
days >180 days Total

KD KD KD KD KD KD

2019
Expected credit loss rate 0.13% 0.13% 1.63% 1.90% 3.31%
Estimated gross carrying
amount at default 1,163,315 6,409,121 1,225,857 1,579,498 1,208,424 11,586,215

Estimated credit loss (1,536) (8,464) (20,000) (30,000) (40,000) (100,000)
───────── ───────── ───────── ───────── ───────── ─────────

Net amount 1,161,779 6,400,657 1,205,857 1,549,498 1,168,424 11,486,215
═════════ ═════════ ═════════ ═════════ ═════════ ═════════

2018
Expected credit loss rate 0.06% 0.06% 0.74% 1.68% 3.31%
Estimated gross carrying
amount at default 2,671,426 3,656,538 1,079,611 714,049 483,816 8,605,440

Estimated credit loss (1,689) (2,311) (8,000) (12,000) (16,000) (40,000)
───────── ───────── ───────── ───────── ───────── ─────────

2,669,737 3,654,227 1,071,611 702,049 467,816 8,565,440
══════════ ══════════ ═════════ ═════════ ═════════ ═════════

Cash and cash equivalents and term deposits
Credit risk from balances with banks and financial institutions is limited because the counterparties are reputable
financial institutions with appropriate credit-ratings assigned by international credit-rating agencies. Further, the
principal amounts of deposits in local banks (including saving accounts and current accounts) are guaranteed by
the Central Bank of Kuwait in accordance with Law No. 30 of 2008 Concerning Guarantee of Deposits at Local
Banks in the State of Kuwait which came into effect on 3 November 2008.

Impairment on cash and cash equivalents has been measured on a 12-month expected loss basis and reflects the
short maturities of the exposures. The Group considers that its cash and cash equivalents have low credit risk based
on the external credit ratings of the counterparties.

Other receivables
Other receivables are considered to have a low risk of default and management believes that the counterparties
have a strong capacity to meet contractual cash flow obligations in the near term. As a result, the impact of applying
the expected credit risk model at the reporting date was immaterial.
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26 FINANCIAL INSTRUMENTS RISK MANAGEMENT OBJECTIVES AND POLICIES
(continued)

26.2 Liquidity risk
Liquidity risk is the risk that the Group will be unable to meet liabilities when they fall due. Liquidity risk can be
caused by market disruptions or credit downgrades which may cause certain sources of funding to dry up immediately.
To limit this risk, management has arranged diversified funding sources, manages assets with liquidity in mind and
monitors liquidity on a daily basis. The Group’s credit sales require amounts to be paid within 60 days of the date of
invoice and trade payables are normally settled within 60 to 90 days from the date of purchase.

The table below summarises the maturities of the Group’s undiscounted financial liabilities at 31 December based on
contractual payment dates.

31 December 2019
Less than
3 months

3 to 12
months

More than
12 months Total

KD KD KD KD

Accounts payable and accruals (excluding
advances received from client) 3,451,026 656,158 - 4,107,184

══════════ ══════════ ══════════ ══════════

Lease liabilities 61,831 185,492 149,282 396,605
══════════ ══════════ ══════════ ══════════

Commitments 713,281 395,011 - 1,108,292
══════════ ══════════ ══════════ ══════════

31 December 2018

Accounts payable and accruals (excluding
advances received from client) 5,493,987 - - 5,493,987

══════════ ══════════ ══════════ ══════════

Commitments - 76,073 - 76,073
══════════ ══════════ ══════════ ══════════

26.3 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 currency 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. Financial
instruments affected by market risk include managed funds.

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.

26.3.1 Interest rate risk
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market interest rates.

Financial instruments, which potentially subject the Fund to interest rate risk, consist principally of cash and cash
equivalents and term deposits. The Group’s terms deposits are short-term in nature and yield interest at commercial
rates. Therefore, the Group believes there is minimal risk of significant losses due to interest rate fluctuations.

As at the reporting date, the Group does not hold interest bearing liabilities.
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26 FINANCIAL INSTRUMENTS RISK MANAGEMENT OBJECTIVES AND POLICIES
(continued)

26.3.2 Foreign currency risk
Foreign currency risk is the risk that the fair value or future cash flows of an exposure will fluctuate because of
changes in foreign exchange rates. The Group incurs foreign currency risk on transactions denominated in a
currency other than the KD. The Group’s exposure to the risk of changes in foreign exchange rates relates primarily
to the Group’s operating activities (when revenue or expense is denominated in a foreign currency) and the Group’s
net investments in foreign subsidiaries.

The Group currently does not use financial derivatives to manage its exposure to currency risk. The Group manages
its foreign currency risk based on the limits determined by management and a continuous assessment of the
Group’s open positions, current and expected exchange rate movements. The Group ensures that its net exposure
is kept to an acceptable level, by dealing in currencies that do not fluctuate significantly against the KD.

Exposure to currency risk
The Group incurs foreign currency risk on purchases and certain assets and liabilities that are denominated in a
currency other than Kuwaiti Dinar. The currency giving rise to this risk is primarily US Dollar. At the reporting
date, the Group’s net exposure in foreign currency in US Dollar is KD 1,917,338 (2018: KD 2,963,383).

Foreign exchange rate sensitivity
The following table demonstrates the sensitivity to a reasonably possible change in exchange rates, with all other
variables constant.

Effect on profit
Change in

exchange rate 2019 2018
Currency KD KD

US Dollars 5% 95,867 148,169

26.3.3 Equity price risk
The Group’s listed and non-listed equity investments are susceptible to market price risk arising from uncertainties
about future values of the investment securities. The Group manages the equity price risk through diversification
and by placing limits on individual and total equity instruments. Reports on the equity portfolio are submitted to
the Group’s senior management on a regular basis. The Group’s Board of Directors reviews and approves all equity
investment decisions.

At the reporting date, the exposure to non-listed investments at fair value was KD 1,055,658. Sensitivity analyses
of these investments have been provided in Note 27.

At the reporting date, the exposure to equity investments at fair value listed on Kuwait Stock Exchange (“Boursa
Kuwait”) was KD 27,658. Given that the changes in fair values of the equity investments held are strongly
positively correlated with changes of the Boursa Kuwait market index, the Group has determined that an
increase/(decrease) of 10% on the Boursa Kuwait market index could have an impact of approximately KD 3,052
increase/(decrease) on the income and equity attributable to the Group.
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27 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:

u In the principal market for the asset or liability; or
u 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 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 participant's ability to generate
economic benefits by using the asset in its highest and best use or by selling it to 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 consolidated financial statements are
categorised 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:

u Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities
u Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value

measurement is directly or indirectly observable
u Level 3 — 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 at fair value 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.

The methods and valuation techniques used for the purpose of measuring fair value are unchanged compared to
the previous reporting period.

Valuation methods and assumptions
The following methods and assumptions were used to estimate the fair values:

Listed investment in equity securities
Fair values of publicly traded equity securities are based on quoted market prices in an active market for identical
assets without any adjustments. The Group classifies the fair value of these investments as Level 1 of the hierarchy.

Unlisted managed funds
The Group invests in managed funds which are not quoted in an active market and which may be subject to
restrictions on redemptions such as lock up periods. The management considers the valuation techniques and inputs
used in valuing these funds as part of its due diligence prior to investing, to ensure they are reasonable and
appropriate. Therefore, the NAV of these investee funds may be used as an input into measuring their fair value.
In measuring this fair value, the NAV of the funds is adjusted, as necessary, to reflect restrictions on redemptions,
future commitments, and other specific factors of the investee fund and fund manager. The Group classifies these
funds as Level 3.
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27 FAIR VALUE MEASUREMENT (continued)

Set out below is a comparison, by class, of the carrying amounts and fair values of the Group’s financial
instruments, other than those with carrying amounts that are reasonable approximations of fair values:

Fair value measurement using

Total

Quoted prices
in active
markets

Significant
unobservable

inputs
(Level 1) (Level 3)

31 December 2019 KD KD KD

Assets measured at fair value:

Financial assets at fair value through profit or loss
Quoted equity securities 27,658 27,658 -
Managed funds and other securities 1,055,658 - 1,055,658

───────── ───────── ─────────
Investment securities (at fair value) 1,083,316 27,658 1,055,658

═════════ ═════════ ═════════

31 December 2018

Assets measured at fair value:

Financial assets at fair value through profit or loss
Quoted equity securities 30,114 30,114 -
Managed funds and other securities 2,195,921 - 2,195,921

───────── ───────── ─────────
Investment securities (at fair value) 2,226,035 30,114 2,195,921

═════════ ═════════ ═════════

There were no transfers between any levels of the fair value hierarchy during 2019 or 2018.

Other financial assets and liabilities
For all other financial assets and liabilities, the carrying value is an approximation of fair value, including: trade
and other receivables; cash and cash equivalents; trade and other payables.

Reconciliation of Level 3 fair values
The following table shows a reconciliation from the opening balances to the closing balances for Level 3 fair
values:

2019 2018
KD KD

As at 1 January 2,195,921 2,212,880
Remeasurement recognised in profit or loss (266,458) (755)
Purchases / sales (net) (873,805) (16,204)

──────── ────────
As at 31 December 1,055,658 2,195,921

═════════ ═════════

The impact on the consolidated statement of financial position or the consolidated statement of shareholders’ equity
would be immaterial if the relevant risk variables used to fair value the funds were altered by 5%.
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28 CAPITAL MANAGEMENT

The primary objective of the Group's capital management is to ensure that it maintains healthy capital ratios in order
to support its business and maximise shareholder value.

The Group manages its capital structure and makes adjustments to it, in light of changes in economic conditions. To
maintain or adjust the capital structure, the Group may adjust the dividend payment to shareholders, return capital to
shareholders or issue new shares. No changes were made in the objectives, policies or processes during the years
ended 31 December 2019 and 2018. Capital represents equity attributable to equity holders of the Parent Company
and is measured at KD 40,752,759 as at 31 December 2019 (2018: KD 36,174,160).

29 DISTRIBUTIONS MADE AND PROPOSED

2019 2018
KD KD

Cash dividends on ordinary shares declared and paid:
Final dividend for 2018: 70 fils per share (2017: 60 fils per share) 6,790,000 5,819,996

═════════ ═════════
Proposed dividends on ordinary shares:
Proposed cash dividend for 2019: 70 fils per share (2018: 70 fils per share) 6,790,000 6,790,000

═════════ ═════════

Proposed dividends on ordinary shares are subject to approval at the annual general assembly meeting and are not
recognised as a liability as at 31 December.

30 COMPARATIVE INFORMATION

Certain prior year amounts have been reclassified to conform to the current year presentation. There is no effect of
these reclassifications on the previously reported equity as at 31 December 2018 and profit for the year then ended.
Such reclassifications have been made to improve the quality of information presented.

As previously
reported

Effect of
reclassification

After
reclassification

KD KD KD

31 December 2018

Consolidated statement of financial position:

Trade receivables and contract assets 5,894,014 2,671,426 8,565,440
Prepayments and other receivables 3,609,087 (2,671,426) 937,661

Consolidated statement of cash flows:

Trade receivables and contract assets 3,785,848 (1,792,333) 1,993,515
Prepayments and other receivables (1,423,517) 1,792,333 368,816


