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Expansion in HDPE Plant

Production capacity of HDPE Profiled pipes
increased from 3,600 Tons per year to 6,120
Tons per year. We are now largest manufacturer
of profiled pipes in Middle East.

(Mina Abdullah)
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Expansion of Interlock Factory

In order to meet the growing demand of
clients, Interlock Factory has expanded its
capacity by 200m?/hr to produce 770,000m?
per year

(Sulaibiya)
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Members of the Board of Directors

Dr. Adel Khaled Al-Subeih Chairman & M.D.
Mr. Abdulaziz Ibrahim Al-Rabiah Deputy Chairman
Mr. Hamad Mohammed Abdullah Al-Saad Director
Mr. Abdulrahman Shaikhan Al-Farisi Director
Mr. Ahmad Mohammad Hassan Director

General Manager

Dr. Saud Abdullah Al-Farhan
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Ready Mix

A new production line has been installed to the
Ready Mix Factory to increase the capacity by
90m?®/hr, with annual growth of 396,000m?

(Mina Abdullah)
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Organizational Structure
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N.l.Ceramics

First commercial production of this factory has
been commenced in the third quarter of the
year 2012 with a capacity of 20,000 m%hr to
be capable to produce an average of 6 million
m? per year

(Mina Abdullah)
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Chairman & Managing Director's Message

Dear shareholders,

On behalf of myself, my colleagues on the board of directors and members of the executive management of
the national industries company, | warmly welcome all of you in our general assembly meeting. It is my pleasure
to present to you our annual report for the fiscal year ended on 31 December 2012, asking Allah success and
prosperity.

2012 was as we anticipated as far as the increase of sales on the contrary, there was an increase by 4.7% from the
previous year primarily due to increase by 21% of exports, increase by 11.1% of ready mix sales, increase of by
12.5% of white blocks and sand lime bricks sales. Where as, the company has achieved operating profits amounted
to 11.9 million with an increase of 3.5% from last year, against decrease in investment assets. Net profit of 5 million
was achieved with an increase of 18.6% from the previous year. Shareholders equity has increased 3.8% to KD 81.1
million. Allah willing, 2013 will be a continuation of success and further growth in sales and profit of your company
due improvement in local market and new factories, such as, ceramic and paint factories in Kuwait, and light weight
bricks in Oman and Bahrain.

The company continues adopting a balanced policy to achieve expansion and maximizing shareholders value
while distributing sustainable dividend. According to this, the company aspires for 2013 to accomplish under
process projects, boosting output capacity with decreasing expenses and developing a number of new products.
Board of directors has recommended, in its meeting held on 21/2/2013, to general assembly to distribute profit
of 12% to dividend of 12 fils per share for the fiscal year 2012.

On conclusion, | would like to express, member board gratitude to our esteemed shareholders in there trust in
us. We will continue to achieve another year of success and profit with keeping in mind, that our community
commitments are in safety, environment protection and providing high quality products.

| asked Allah Almighty success and prosperity.

Dr. Adel Khalid Al-Subeih
Chairman & Managing Director
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Paints Factory

The paints Factory has been established in the first
quarter of the year 2012 with a capacity of 5 million
liters annually

(Mina Abdullah)




Annual Report 2012

2012 Board of Directors Report

Esteemed shareholders

Year 2012 has witnessed a growth in the operational performance, which achieved operational profit of KD 11.9
million with an increment of 3.5% comparing with the previous year, due to the increment of sales to KD 42.1
million, with a ratio of 4.4% comparing with year 2011, in particular the sales of the White Blocks, Limestone and
the Export Sales.

Regarding the Shareholders’ equity, it has reached KD 81.1 million, while the Book Value reached 234 fils per
share, with an increment of 3.5% comparing with the previous year.

The following is a review of the operational activity of the company with the implemented projects and the
projects ongoing in the year 2012:

FIRST: MINA ABDULLAH FACTORIES GROUP

Total sales have reached KD 19.7 million compared with KD 19.2 million in 2011, with an increment of 2.6% over
the actual sales of 2011, and a decrease of 3.6% over projected sales for 2012.

Sales Sales Comparison (2012-2011)
Lime "~ % 16.2
Sandlime Bricks T~ % 24.0
Sandlime Powder T~ % 16.8
A.A.C. Blocks N % 82
NIC Clad, Paints & Mortar T~ % 211
Plastic (PVC) vVoo% 22
HDPE Pipes Vo %544
Lintels & Reinforced Slabs Vv %155
Export Sales* ~ % 235

* Export Sales Value have reached KD 6.3 million this year compared with KD 5.1 million in the previous year

SECOND: SULAIBIA FACTORIES GROUP

Total sales of this year have reached KD 19.7 million compared with the last year while the total sales have
reached KD 18.6 million with an increment of 5.9%.

Sales Sales Comparison (2012-2011)
Ready Mix A~ %1141
Concrete Pipes N % 46
Interlock Tiles Vv % 3.4
Tiles & Kerbstone N % 1.7

13
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THIRD: COMPLETED PROJECTS
IN 2011

United Gulf Pipe Manufacturing Co.
HDPE Pipes Factory - Muscat, Sultanate of Oman
(NIC Ownership 30 %)

Finishing the third phase of the factory

FOURTH: PROJECTS IN PROGRESS

The Company is moving ahead with completing the
following projects ongoing:

1. Building Insulation Factory Co.

A.A.C Blocks Factory - Kingdom of Bahrain
(NIC Ownership 50%)

Building the factory has been completed, Pilot
production and quality control are ongoing.

2. Omani German Company for Building
materials & Industrial Construction Co

A.A.C. Factory — Sahar, Sultanate Of Oman
(NIC Ownership 32.5%)

- Building the factory has been done, Pilot
production and quality control are ongoing.

- A unit of bonding and mortar manufacturing
has been bought as an extension of the factory

FIFTH: AFFILIATED & SISTER
COMPANIES

1. Building system Industries Co.
Kuwait (NIC Ownership 100%)

The Company has suffered losses amounted to
KD 101 Thousand in 2012 compared with a profit
in year 2011 was KD74 thousand, noting that the
shareholders’ equity has been amounted to KD 0.9
Million during 7 years, and the value of the paid-up
capital was KD 100 thousand, increased to KD 500
thousand from the retained earnings.

2. Kuwaiti Rocks Company:
Kuwait (NIC Ownership 38%)

The company has suffered a decline in its fair value
in 2012 by 90% of our investment share.

14

3. Saudi Sand Lime Bricks & Building Materials Co.

Al-Riyadh, KSA (NIC Ownership 10%)

The company has achieved net profit amounted
to S.R 61 million on 2012, and the board
recommended to distribute profits by 15% cash
and 50% as donation.

The company is continuing expansion to meet
the growing demand on lime, as it has signed the
contract of the sixth furnace with a production
capacity of 500 tons per day, and it is expected
to be working on the last quarter of year 2013.

The company aspires to be listed in the stock
market in the coming three years.

Saudi Insulation Bricks Co.
A.A.C. Factory - Al-Riyadh, Jeddah,
KSA (NIC Ownership 50%)

The company has suffered losses amounted to
SR 4.9 million in 2012.

Shareholders’ equity reached SR 28.7 million in
31/12/2012.

The performance of the company in the last
months of the year 2012 was good and positive
results are expected in 2013.

N.l.Ceramics.
Kuwait (Nic Ownership 60%)

Commercial production began in the third quarter
of 2012.

The company has suffered losses amounted to
KD 685 thousand due to the cost of production,
and the fact that not all the production lines were
in operation.

Al-Raya Global Real Estate Co.
Kuwait (Nic Ownership 10%)

The company has suffered losses amounted
to KD 2.3 million in the third quarter of the year
2012.

The accumulated losses were increased to
KD 5.2 million.



SIXTH: THE COMPANY’S INVESTMENTS

Within the Company’s investment plan which
focuses on investment in the promising operational
industrial sectors such as: oil, energy, natural gas,
petrochemicals, generating electricity and real estate
sectors. NIC has entered as a strategic partner &
founder in several leading industrial and real estate
companies in the region, namely:

e Dana Gas Company.

¢ First Qatar Company For Real Estate
Development.

e Karachi Electric Supply Corporation.
¢ Bayan Holding Company.
¢ |karus Oil Industries Company.

e Kuwait Energy Company.

Annual Report 2012

SEVENTH: 2013 PROJECTS

The company trends to expand its operational
activities by augmenting production, developing
products, and getting involved with new industrial
projects. This year, the company is into adding two
industrial branches to the ones available in Kuwait.

15
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NIC Financial Performance (2006 - 2012)

ltem

2012

2011

2010

2009

2008

2007

2006

Capital

34,620,187

34,620,187

34,620,187

34,613,430

34,590,694

32,903,820

32,867,436

Sales

42,184,930

40,319,712

40,923,013

38,358,162

35,777,422

33,345,413

30,138,256

Invested
Assets

111,159,968

109,218,261

114,656,733

119,999,202

125,863,915

133,114,169

125,904,281

Shareholders’
Equity

81,113,465

78,126,686

79,214,188

72,273,172

70,635,977

95,138,741

88,118,703

Net Profit

5,025,725

4,236,418

4,081,841

(2,661,010)

(9,315,137)

12,577,307

9,846,139

Dividend

14.5

12.3

11.84

®)

@7)

39

33

Book Value

234

226

229

209

204

289

268

Return on
Equity

6.2%

5.4%

5.2%

-3,7%

-13,2%

13.2%

11.2%

Dist. Profit
Cash

10

25

30

Dist. Profit
Bonus

%5

DIVIDENDS

33

2008

2009

11.84

14.5

12.3

2006

2007

27)

@

2010

2011

2012
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Company’s Regional Investments & Distributors
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United Gulf Pipe Manufacturing Co.LLC

Third phase is completed by adding direct extrusion
machine with capacity of 750kg/hr to mount the annual
capacity by an average of 5000 tons/year

(Sultanate of Oman - Muscat)
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Independent Auditors' Report

To the Shareholders of National Industries Company KSC (Closed) Kuwait,

Report on the Consolidated
Financial Statements

We have audited the accompanying consolidated financial statements of National Industries Company — Kuwait
Shareholding Company (Closed) and its subsidiaries, which comprise the consolidated statement of financial
position as at 31 December 2012, and the consolidated statement of income, statement of comprehensive
income, statement of changes in equity and statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management’s Responsibility for
the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with International Financial Reporting Standards and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether
the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to

fraud or error. In making those risk assessments, the auditors consider internal control relevant to the entity’s
preparation and fair presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements.

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

20
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position
of National Industries Company - KSC (Closed) and its subsidiaries as at 31 December 2012, and their financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards.

Report on Other Legal and Regulatory Matters

In our opinion, proper books of account have been kept by the Company and the consolidated financial
statements, together with the contents of the report of the Company’s board of directors relating to these
consolidated financial statements, are in accordance therewith. We further report that we obtained all the
information and explanations that we required for the purpose of our audit and that the consolidated financial
statements incorporate all information that is required by the Companies Law No. 25 of 2012 and by the
Company'’s articles of association, as amended, that an inventory was duly carried out and that, to the best of
our knowledge and belief, no violations of the Companies Law No. 25 of 2012 nor of the Company’s articles of
association, as amended, have occurred during the year that might have had a material effect on the business
or financial position of the Company.

= "! . %

Abdullatif M. Al-Aiban (CPA) Abdullatif A.H. Al-Majid

(Licence No. 94-A) (Licence No. 70-A)

of Grant Thornton — Al-Qatami, Al-Aiban & Partners of Parker Randall (Allied Accountants)
Kuwait

21 February 2013
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Consolidated Statement of Income

Year ended 31

Year ended 31

Dec. 2012 Dec. 2011
Notes KD KD
Revenue
Revenue from sales and services 8 42,184,930 40,319,712
Cost of sales and services (30,268,893) (28,811,685)
Gross profit 11,916,037 11,508,027
Other operating income 9 714,042 818,408
Share of results of associates 13 (709,828) (689,405)
Loss from acquisition of associate 13 - (55,396)
Investment income 10 363,775 187,711
Foreign exchange gain 3,532 162,654
12,287,558 11,931,999
Expenses and other changes
Distribution expenses (776,697) (770,478)
General, administrative and other expenses (3,426,085) (2,493,918)
Finance costs (541,024) (537,976)
Impairment of available for sale investments 14 (2,336,905) (3,650,895)
Impairment of investment in associate 13 (250,000) -
Profit before contribution to KFAS, NLST, Zakat and
Directors’ remuneration 4,956,847 4,478,732
Provision for contribution to Kuwait Foundation for the
Advancement of Sciences (KFAS) (47,715) (40,309)
Provision for National Labour Support Tax (NLST) (137,988) (119,719)
Provision for Zakat (55,195) (47,286)
Provision for Directors’ remuneration (35,000) (35,000)
Profit for the year 4,680,949 4,236,418
Attributable to :
Owners of the parent company 5,025,725 4,236,418
Non-controlling interests (344,776) -
Profit for the year 4,680,949 4,236,418
Basic and diluted earnings per share attributable to the
owners of the parent company 11 14.55 Fils 12.29 Fils

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Consolidated Statement of Comprehensive Income

Year ended 31 Year ended 31
Dec. 2012 Dec. 2011
KD KD
Profit for the year 4,680,949 4,236,418
Other comprehensive income:
Available for sale investments:
- Net losses arising during the year (1,362,612) (6,176,960)
- Transferred to consolidated statement of income on impairment 2,336,905 3,650,895
- Transferred to consolidated statement of income on sale (59,768) (8,000)
Exchange differences from translation of foreign operations 16,617 (43,952)
Share of other comprehensive income of associates 23,143 15,922
Total other comprehensive income/(loss) 954,285 (2,562,095)
Total comprehensive income for the year 5,635,234 1,674,323
Total comprehensive income attributable to:
Owners of the parent company 5,980,010 1,674,323
Non-controlling interests (344,776) -
5,635,234 1,674,323

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position

Assets

Non-current assets

Property, plant and equipment
Investment in associates
Available for sale investments

Current assets

Inventories and spare parts

Investments at fair value through statement of income
Accounts receivable and other assets

Fixed deposit

Cash and bank balances

Total assets

Equity and liabilities

Equity

Share capital

Share premium

Treasury shares

Legal reserve

Voluntary reserve

Other components of equity
Retained earnings

Total equity attributable to the owners of the parentb company

Non-controlling interests

Total equity

Liabilities

Non-current liabilities

Long term loan

Murabaha payables

Provision for land-fill expenses
Provision for staff indemnity

Current liabilities

Short term murabaha

Current portion of long term loan
Current portion of murabaha payables
Accounts payable and other liabilities

Total liabilities
Total equity and liabilities

Year ended Year ended

31 Dec. 2012 31 Dec. 2011

Notes KD KD
12 23,867,840 26,623,894
13 5,840,108 6,842,977
14 42,699,519 41,274,261
72,407,467 74,741,132

15 14,863,204 11,686,204
16 3,492,120 4,181,001
17 14,132,689 15,645,680
25 150,000 150,000
6,114,488 2,814,244

38,752,501 34,477,129
111,159,968 109,218,261

18 34,620,187 34,620,187
18 31,923,740 31,923,740
19 (6,440) (570,630)
20 2,988,017 2,457,855
20 1,405,196 875,034
21 5,928,745 5,010,828
4,254,020 3,809,672
81,113,465 78,126,686
1,655,224 2,000,000
82,768,689 80,126,686

22 1,902,446 7,203,696
23 - 16,885
709,571 680,871

4,418,543 4,030,176

7,030,560 11,931,628

23 6,639,164 3,056,970
22 5,341,250 5,301,250
23 16,885 18,420
24 9,363,420 8,783,307
21,360,719 17,159,947
28,391,279 29,091,575
111,159,968 109,218,261

Dr. Adel Khaled Al Sbaeh

Chairman and Managing Director

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity

Non-con-
trolling
Equity attributable to the owners of the parent company interests Total
Other com-
ponents of
Share Share Treasury Legal Voluntary equity  Retained Sub-
capital premium  shares reserve reserve  (note 21)  earnings total

Balance at
1 January 2012 34,620,187 31,923,740 (570,630) 2,457,855 875,034 5,010,828 3,809,672 78,126,686 2,000,000 80,126,686

Payment of cash
dividends
(note 27) - - - - - - (3,451,499) (3,451,499) - (3,451,499)

Purchase of treasury
shares - - (103,798) - - - - (103,798) - (103,798)

Sale of treasury
shares - - 667,988 - - (36,368) (69,554) 562,066

Transactions with
owners - - 564,190 - - (36,368) (3,521,053) (2,993,231) - (2,993,231)

Profit for the year o o o o o - 5,025,725 5,025,725 (344,776) 4,680,949

Other comprehensive
income for the year - - - - - 954,285 - 954,285 - 954,285

562,066

Total comprehensive
income/(loss) for the
year - - o - - 954,285 5,025,725 5,980,010 (344,776) 5,635,234

Transfer to reserves - - - 530,162 530,162 - (1,060,324) - - -

Balance at
31 December 2012 34,620,187 31,923,740  (6,440) 2,988,017 1,405,196 5,928,745 4,254,020 81,113,465 1,655,224 82,768,689

Balance at

1 January 2011 34,620,187 31,923,740 (567,324) 2,009,982 427,161 7,572,923 3,227,519 79,214,188 2,000,000 81,214,188
Payment of cash

dividends (note 27) - - - - - - (2,758,519) (2,758,519) - (2,758,519)
Purchase of treasury

shares - - (3,306) - - - - (3,306) - (3,306)
Transactions with

owners - - (3,306) - - - (2,758,519) (2,761,825) - (2,761,825)
Profit for the year - - - - - - 4,236,418 4,236,418 - 4,236,418

Other comprehensive
loss for the year - - - - - (2,562,095) - (2,562,095) - (2,562,095)

Total comprehensive
(loss)/income for the

year - - - - - (2,562,095) 4,236,418 1,674,323 - 1,674,323
Transfer to reserves - - - 447,873 447,873 - (895,746) - - -
Balance at

31 December 2011 34,620,187 31,923,740 (570,630) 2,457,855 875,034 5,010,828 3,809,672 78,126,686 2,000,000 80,126,686

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows

OPERATING ACTIVITIES

Profit for the year

Adjustments:

Depreciation of property, plant and equipment

Loss on write off of property, plant and equipment
Loss/(profit) on sale of available for sale investments

Share of results of associates

Loss from acquisition of associate

Impairment of investment in associate

Impairment of available for sale investments

Dividend income from available for sale investments
Income from short term murabaha and wakala investments
Interest income

Finance costs

Foreign exchange loss on non operating assets and liabilities
Provision for land-fill expenses

Provision for staff indemnity

Changes in operating assets and liabilities:
Inventories and spare parts

Investments at fair value through statement of income
Accounts receivable and other assets

Accounts payable and other liabilities

Cash from operations

Staff indemnity paid

Net cash from operating activities

Year ended Year ended
31 Dec. 2012 31 Dec. 2011
KD KD
4,680,949 4,236,418
2,950,741 2,557,664
6,014 1,006
160,748 (1,014,039)
709,828 689,405

- 55,396

250,000 -
2,336,905 3,650,895
(598,830) (146,468)
(95,128) (14,442)
(6,216) (4,855)
541,024 537,976
33,500 97,500
28,700 25,708
723,121 838,295
11,721,356 11,510,459
(1,059,815) (1,281,087)
688,881 1,314,582
1,570,311 (2,800,408)
603,539 3,088,691
13,524,272 11,832,237
(334,754) (476,253)
13,189,518 11,355,984

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows (continued)

INVESTING ACTIVITIES

Purchase of property, plant and equipment
Investment in associates - net

Proceeds from reduction of capital of associate
Purchase of available for sale investments

Proceeds on sale of available for sale investments
Dividend income received from available for sale investments
Income received from short term murabaha and wakala investments
Interest income received

Net cash used in investing activities

FINANCING ACTIVITIES

Repayment of Musharaka bonds

Repayment of murabaha payable

Proceeds from murabaha payables

Proceeds of long term loan

Repayment of term loans

Purchase of treasury shares

Sale of treasury shares

Finance costs paid

Dividends paid

Net cash used in financing activities

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year
Non-cash transaction:

Increase in investment in associates

Decrease in accounts receivable and other assets

Annual Report 2012

Year ended Year ended
31 Dec. 2012 31 Dec. 2011
KD KD
(2,317,886) (8,714,707)
- (287,787)

82,801 -
(3,463,008) (27,599)
454,622 3,547,625
598,830 146,468
37,808 14,442
6,216 4,855
(4,600,617) (316,703)
- (14,010,105)
(9,420,656) -
12,984,430 2,780,195
- 6,005,000
(5,294,750) (2,700,000)
(103,798) (3,306)
562,066 -
(541,024) (537,976)
(3,474,925) (2,758,519)
(5,288,657) (11,224,711)
3,300,244 (185,430)
2,814,244 2,999,674
6,114,488 2,814,244
- 647,667

- (647,667)

The notes set out on pages 10 to 43 form an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements

1. Incorporation and Activities

National Industries Company — KSC (the parent
company) was incorporated on 1 February 1997 as a
Kuwaiti closed shareholding company and its shares
are listed on the Kuwait Stock Exchange. The parent
company is a subsidiary of National Industries Group
Holding — SAK (ultimate parent company).

The main objectives of the parent company are as
follows:

¢ Manufacturing and marketing building materials
and infrastructure products.

* Practicing all industrial activities, re-
manufacturing and related activities and
implementing same directly or through a third
party to the account of the company or the third
party after obtaining the necessary industrial
licenses from the competent authorities.

¢ Implementing studies, researches and
development and providing consultations in all
kinds of industrial fields.

¢ Practicing trade of the materials related to the
activities of import, export and marketing of
products.

e Transportation, clearance, storage and
packaging of raw materials and products
and acquisition of the necessary means of
transportation and storage.

e Quarry works and extraction, trading, formation
and manufacturing of sands and rocks and
import of the necessary equipment.

e Acquisition and rental of the movables and real
estate properties necessary to carry out the
company’s activity and market its products.

¢ Establishing companies or participating therein
with other parties to carry out the company’s
activities.

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

e The company may carry out the above activities
inside and outside Kuwait.

The group comprises the parent company and its
subsidiaries (note 7).

On 29 November 2012 the Companies Law No. (25)
of 2012 was issued by an Amiri Decree. This law is
to be implemented and was effective on the date

of its publication in the Official Gazette. Companies
already established at the time of this law became
effective are required to adjust their circumstances
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in accordance with the provisions of the law within
six months of it coming into force and as specified in
the executive regulations.

The address of the parent company’s registered
office is PO Box 3314, Safat 13034, State of Kuwait.

The parent company’s board of directors approved
these consolidated financial statements for issuance
on 21 February 2013. The general assembly of the
parent company’s shareholders has the power to
amend these consolidated financial statements after
issuance.

2. Basis of Preparation

The consolidated financial statements of the group
have been prepared under historical cost convention
except for financial assets at fair value through
income statement and financial assets available for
sale that have been measured at fair value.

The consolidated financial statements have been
presented in Kuwaiti Dinars (“KD”).

The group has elected to present the “statement
of comprehensive income” in two statements:
the statement of income and the statement of
comprehensive income.

3. Statement of Compliance

These 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).

4. Changes in Accounting Policies

The accounting policies adopted in the preparation
of the consolidated financial statements are
consistent with those used in previous year except
as discussed below:

The group has adopted the following new and
amended IFRS and International Financial Reporting
Interpretations Committee (IFRIC) interpretations
during the year:

4.1 Adoption of new IASB Standards and
amendments during the period

The group has adopted the following amended IFRS
during the period:
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4. Changes in Accounting Policies (continued)

4.1 Adoption of new IASB Standards and amendments during the period (continued)

IFRS 7 Financial Instruments: Disclosures-
amendment

The amendments to IFRS 7 Financial Instruments:
Disclosures resulted as a part of comprehensive
review of off financial position activities. The
amendments allow users of financial statements to
improve their understanding of transfer transactions
of financial assets (for example, securitisations),
including understanding the possible effects of any
risks that may remain with the entity that transferred
the assets. The amendments also required additional
disclosures if a disproportionate amount of transfer
transactions are undertaken around the end of a
reporting period. The adoption of this amendment
did not have any significant impact on the financial
position or performance of the group.

4.2 IASB Standards issued but not yet effective

At the date of authorisation of these consolidated
financial statements, certain new standards,
amendments and interpretations to existing
standards have been published by the IASB but are
not yet effective, and have not been adopted early
by the group.

Management anticipates that all of the relevant
pronouncements will be adopted in the group’s
accounting policies for the first period beginning
after the effective date of the pronouncement.
Information on new standards, amendments and
interpretations that are expected to be relevant to
the group’s financial statements is provided below.
Certain other new standards and interpretations

have been issued but are not expected to have a material impact on the group’s financial statements.

Standard or Interpretation

Effective for
Aannual Periods Beginning

IAS 1 Presentation of Financial Statements — amendment
IAS 32 Financial Instruments: Presentation — amendments
IAS 27 Consolidated and Separate Financial Statements

- Revised as IAS 27 Separate Financial Statements
IAS 28 Investments in Associates

- Revised as IAS 28 Investments — Associates and Joint Venture
IFRS 7 Financial Instruments: Disclosures — amendment
IFRS 9 Financial Instruments: Classification and Measurement

IFRS 10 Consolidated Financial Statements
IFRS 12 Disclosure of interests in other entities
IFRS 13 Fair Value Measurement

Annual Improvements 2009-2011

1 July 2012
1 January 2014

1 January 2013

1 January 2013
1 January 2013
1 January 2015
1 January 2013
1 January 2013
1 January 2013
1 January 2013

29



Annual Report 2012

Notes to the Consolidated Financial Statements (continued)

4. Changes in Accounting Policies (continued)
4.2 IASB Standards issued but not yet effective (continued)

4.2.1 IAS 1 Presentation of Financial Statements

The amendment to IAS 1 requires entities to group
other comprehensive income items presented in the
consolidated statement of comprehensive income
based on those:

a. Potentially reclassifiable to consolidated
statement of income in a subsequent period, and

b. That will not be reclassified to consolidated
statement of income subsequently.

The group will change the current presentation of the
consolidated statement of comprehensive income
when the amendment becomes effective.

4.2.2 Offsetting Financial Assets and Financial
Liabilities (Amendments to IAS 32)

The amendments to IAS 32 add application
guidance to address inconsistencies in applying
IAS 32’s criteria for offsetting financial assets and
financial liabilities in the following two areas:

¢ The meaning of ‘currently has a legally
enforceable right of set-off’

e That some gross settlement systems may be
considered equivalent to net settlement.

The amendments are effective for annual periods
beginning on or after 1 January 2014 and are
required to be applied retrospectively. Management
does not anticipate a material impact on the group’s
consolidated financial statements from these
amendments.

4.2.3 IAS 27 Consolidated and Separate
Financial statements — Revised as IAS 27 Separate
Financial Statements

As a result of the consequential amendments, IAS
27 now deals with separate financial statements.

4.2.4 IAS 28 Investments in Associates — Revised as
IAS 28 Investments in Associates and Joint Ventures

As a result of the consequential amendments,

IAS 28 brings investments in joint ventures into its
scope. However, the equity accounting methodology
under IAS 28 remains unchanged.

4.2.5 Disclosures — Offsetting Financial Assets and
Financial Liabilities (Amendments to IFRS 7)

Qualitative and quantitative disclosures have been
added to IFRS 7 ‘Financial Instruments: Disclosures’
(IFRS 7) relating to gross and net amounts of
recognised financial instruments that are (a) set

off in the statement of financial position and (b)
subject to enforceable master netting arrangements
and similar agreements, even if not set off in the
statement of financial position. The amendments are
effective for annual reporting periods beginning on
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or after 1 January 2013 and interim periods within
those annual periods. The required disclosures
should be provided retrospectively. Management
does not anticipate a material impact on the group’s
consolidated financial statements from these
amendments.

4.2.6 IFRS 9 Financial Instruments

The IASB aims to replace IAS 39 Financial
Instruments: Recognition and Measurement in
its entirety, with the replacement standard to be
effective for annual periods beginning 1 January
2015. IFRS 9 is the first part of Phase 1 of this
project. The main phases are:

¢ Phase 1: Classification and Measurement
¢ Phase 2: Impairment methodology

e Phase 3: Hedge accounting

In addition, a separate project is dealing with
derecognition.

4.2.7 IFRS 10 Consolidated Financial Statements

IFRS 10 supersedes IAS 27 Consolidated and
Separate Financial Statements. It revised the
definition of control together with accompanying
guidance to identify an interest in subsidiary.
However, the requirements and procedures of
consolidation and the accounting for any non-
controlling interests and changes in control remain
the same.

4.2.8 IFRS 12 Disclosure of Interests in
Other Entities

IFRS 12 is designed to complement the other

new standards. It sets out consistent disclosure
requirements for subsidiaries, joint ventures and
associates, as well as unconsolidated structured
entities. The disclosure requirements are extensive
and will result in significant amounts of new
disclosures for some companies. Structured entities
were previously referred to in SIC 12 as special
purpose entities. The disclosures required by IFRS
12 aim to provide transparency about the risks

a company is exposed to through its interests in
structured entities.

4.2.9 IFRS 13 Fair Value Measurement

IFRS 13 does not affect which items to be fair
valued, but clarifies the definition of fair value and
provides related guidance and enhanced disclosures
about fair value measurements. The adoption of

this standard is not expected to have a significant
impact on the financial position and performance of
the group.
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4.2.10 Annual Improvements 2009-2011 (the Annual
Improvements)

The Annual Improvements 2009-2011 (the Annual
Improvements) made several minor amendments to
a number of IFRSs. The amendments relevant to the
group are summarised below:

Clarification of the requirements for opening
statement of financial position:

e Clarifies that the appropriate date for the opening
statement of financial position is the beginning of
the preceding period (related notes are no longer
required to be presented)

e Addresses comparative requirements for the
opening statement of financial position when
an entity changes accounting policies or makes
retrospective restatements or reclassifications, in
accordance with IAS 8.

Clarification of the requirements for comparative
information provided beyond minimum requirements:

e Clarifies that additional financial statement
information need not be presented in the form
of a complete set of financial statements for
periods beyond the minimum requirements

¢ Requires that any additional information
presented should be presented in accordance
with IFRS and the entity should present
comparative information in the related notes for
that additional information.

Tax effect of distribution to holders of equity
instruments:

¢ Addresses a perceived inconsistency between
IAS 12 ‘Income Taxes’ (IAS 12) and IAS 32
‘Financial Instruments: Presentation’ (IAS 32)
with regards to recognising the consequences of
income tax relating to distributions to holders of
an equity instrument and to transaction costs of
an equity transaction

e Clarifies that the intention of IAS 32 is to follow
the requirements in IAS 12 for accounting for
income tax relating to distributions to holders of
an equity instrument and to transaction costs of
an equity transaction.

Segment information for total assets and liabilities:

¢ Clarifies that the total assets and liabilities for

a particular reportable segment are required to
be disclosed if, and only if: (i) a measure of total
assets or of total liabilities (or both) is regularly
provided to the chief operating decision maker;
(ii) there has been a material change from those
measures disclosed in the last annual financial
statements for that reportable segment.

The Annual Improvements noted above are effective
for annual periods beginning on or after 1 January

4. Changes in Accounting Policies (continued)
4.2 IASB Standards issued but not yet effective (continued)

2013. Management does not anticipate a material
impact on the group’s consolidated financial
statements from these amendments.

5. Significant Accounting Policies

The significant accounting policies adopted in the
preparation of consolidated financial statements are
set out below:

5.1 Basis of Consolidation

The group financial statements consolidate those
of the parent company and all of its subsidiaries.
Subsidiaries are all entities over which the group
has the power to control the financial and operating
policies. The group obtains and exercises control
through more than half of the voting rights. All
subsidiaries have a reporting date of 31 December
or no more than three month of parent company
reporting date. The financial statements of
subsidiaries are included in the consolidated
financial statements from the date that control
effectively commences until the date that control
effectively ceases.

All transactions and balances between group
companies are eliminated on consolidation,
including unrealised gains and losses on
transactions between group companies. Where
unrealised losses on intra-group asset sales are
reversed on consolidation, the underlying asset is
also tested for impairment from a group perspective.
Amounts reported in the financial statements of
subsidiaries have been adjusted where necessary
to ensure consistency with the accounting policies
adopted by the group.

Profit or loss and other comprehensive income of

subsidiaries acquired or disposed of during the year
are recognised from the effective date of acquisition,
or up to the effective date of disposal, as applicable.

Non-controlling interests, presented as part of
equity, represent the portion of a subsidiary’s profit
or loss and net assets that is not held by the group.
The group attributes total comprehensive income
or loss of subsidiaries between the owners of the
parent and the non-controlling interests based on
their respective ownership interests.

When a controlling interest in the subsidiaries is
disposed off, the difference between the selling price
and the net asset value plus cumulative translation
difference and goodwill is recognised in the
consolidated statement of income.
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5. Significant Accounting Policies (continued)

5.2 Business Combinations

The group applies the acquisition method in
accounting for business combinations. The
consideration transferred by the group to obtain
control of a subsidiary is calculated as the sum of
the acquisition-date fair values of assets transferred,
liabilities incurred and the equity interests issued by
the group, which includes the fair value of any asset
or liability arising from a contingent consideration
arrangement. Acquisition costs are expensed

as incurred. For each business combination, the
acquirer measures the non-controlling interests

in the acquiree either at fair value or at the
proportionate share of the acquiree’s identifiable net
assets.

If the business combination is achieved in stages,
the acquisition date fair value of the acquirer’s
previously held equity interest in the acquiree is
remeasured to fair value at the acquisition date
through profit or loss.

The group recognises identifiable assets acquired
and liabilities assumed in a business combination
regardless of whether they have been previously
recognised in the acquiree’s financial statements
prior to the acquisition. Assets acquired and
liabilities assumed are generally measured at their
acquisition-date fair values.

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

Goodwill is calculated as the excess of the sum

of a) fair value of consideration transferred, b) the
recognised amount of any non controlling interest
in the acquiree and c) acquisition-date fair value of
any existing equity interest in the acquiree, over the
acquisition-date fair values of identifiable net assets.
If the fair values of identifiable net assets exceed
the sum calculated above, the excess amount (ie
gain on a bargain purchase) is recognised in profit
or loss immediately. Goodwill is carried at cost less
accumulated impairment losses.

5.3 Segment Reporting

The group has two operating segments: the building
materials, contracting services and investment
segments. In identifying these operating segments,
management generally follows the group’s service
lines representing its main products and services.
Each of these operating segments is managed
separately as each requires different approaches
and other resources. All inter-segment transfers are
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carried out at arm’s length prices.

For management purposes, the group uses the
same measurement policies as those used in its
financial statements. In addition, assets or liabilities
which are not directly attributable to the business
activities of any operating segment are not allocated
to a segment.

5.4 Revenue

Revenue is recognised to the extent that it is
probable that the economic benefits will flow to the
group and the revenue can be reliably measured,
regardless of when payment is made.

Revenue arises from the sale of goods and rendering
of services and is measured by reference to the

fair value of consideration received or receivable,
excluding sales taxes, rebates, and trade discounts.

The group applies the revenue recognition criteria
set out below to each separately identifiable
component of revenue.

5.4.1 Sale of Good’s

Sale of goods is recognised when the group has
transferred to the buyer the significant risks and
rewards of ownership, generally when the customer
has taken undisputed delivery of the goods.

5.4.2 Construction Contracts

When the outcome can be assessed reliably,
contract revenue and associated costs are
recognised by reference to the stage of
completion of the contract activity at the reporting
date. Revenue is measured at the fair value of
consideration received or receivable in relation to
that activity.

When the group cannot measure the outcome of a
contract reliably, revenue is recognised only to the
extent of contract costs that have been incurred and
are recoverable. Contract costs are recognised in
the period in which they are incurred.

In either situation, when it is probable that total
contract costs will exceed total contract revenue,
the expected loss is recognised immediately in
consolidated statement of income.

A construction contract’s stage of completion is
assessed by management based on milestones
(usually defined in the contract) for the activities

to be carried out under the contract and other
available relevant information at the reporting date.
The maximum amount of revenue recognised for
each milestone is determined by estimating relative
contract fair values of each contract phase, i.e. by
comparing the group’s overall contract revenue
with the expected profit for each corresponding
milestone. Progress and related contract revenue
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in-between milestones is determined by comparing
costs incurred to date with the total estimated costs
estimated for that particular milestone (a procedure
sometimes referred to as the cost-to-cost method).

The gross amount due from customers for contract
work is presented within trade and other receivables
for all contracts in progress for which costs incurred
plus recognised profits (less recognised losses)
exceeds progress billings. The gross amount due

to customers for contract work is presented within
other liabilities for all contracts in progress for

which progress billings exceed costs incurred plus
recognised profits (less recognised losses).

5.4.3 Rendering of Services

Rental income is recognised on a straight line basis
over the rental contract periods.

5.4.4 Interest and Similar Income

Interest income and expenses are reported on an
accrual basis using the effective interest method.

Murabaha income is recognised on a time proportion
basis so as to yield a constant periodic rate of return
based on the balance outstanding.

5.4.5 Dividend Income

Dividend income, other than those from investments
in associates, are recognised at the time the right to
receive payment is established.

5.5 Operating Expenses

Operating expenses are recognised upon utilisation
of the service or at the date of their origin.

5.6 Borrowing Costs

Borrowing costs directly attributable to the
acquisition, construction or production of a
qualifying asset are capitalised during the period of
time that is necessary to complete and prepare the
asset for its intended use or sale. Other borrowing
costs are expensed in the period in which they are
incurred and reported in finance costs.

5.7 Taxation

5.7.1 Kuwait Foundation for the Advancement of
Sciences (KFAS)

The contribution to KFAS is calculated at 1% of
taxable profit of the group in accordance with the
modified calculation based on the Foundation’s
Board of Directors’ resolution, which states that
income from associates and subsidiaries, Board of
Directors’ remuneration, transfer to statutory reserve
should be excluded from profit for the year when
determining the contribution.

5. Significant Accounting Policies (continued)
5.4 Revenue (continued)

5.7.2 National Labour Support Tax (NLST)

NLST is calculated in accordance with Law No. 19
of 2000 and the Minister of Finance Resolutions
No. 24 of 2006 at 2.5% of taxable profit of the
group after deducting directors’ fees for the

year. As per law, income from associates and
subsidiaries, cash dividends from listed companies
which are subjected to NLST deducted from the
profit for the year.

5.7.3 Zakat

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

5.8 Property, Plant and Equipment

Property, plant and equipment are initially
recognised at acquisition cost or manufacturing
cost, including any costs directly attributable to
bringing the assets to the location and condition
necessary for it to be capable of operating in the
manner intended by the group’s management.

Property, plant and equipment are subsequently
measured using the cost model, cost less
subsequent depreciation and impairment losses.
Depreciation is recognised on a straight-line basis
to write down the cost less estimated residual value.
The useful life and depreciation method are reviewed
periodically to ensure that the method and period

of depreciation are consistent with the expected
pattern of economic benefits arising from items of
property, plant and equipment. The following useful
lives are applied:

¢ Buildings: 4 - 20 years
¢ Plant and equipment: 1-10 years
e Motor vehicles 2-10years
e Furniture and equipment: 4 - 5 years.

Material residual value estimates and estimates
of useful life are updated as required, but at least
annually.

When assets are sold or retired, their cost and
accumulated depreciation are eliminated from the
accounts and any gain or loss resulting from their
disposal is recognised in the consolidated statement
of income.

5.9 Investment in Associates

Associates are those entities over which the group
is able to exert significant influence but which are
neither subsidiaries nor joint ventures. Investments
in associates are initially recognised at cost and
subsequently accounted for using the equity
method. Any goodwill or fair value adjustment
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5. Significant Accounting Policies (continued)
5.9 Investment in Associates (continued)

attributable to the group’s share in the associate
is not recognised separately and is included in the
amount recognised as investment in associates.

Under the equity method, the carrying amount of the
investment in associates is increased or decreased
to recognise the group’s share of the profit or loss
and other comprehensive income of the associate,
adjusted where necessary to ensure consistency
with the accounting policies of the group.

Unrealised gains and losses on transactions
between the group and its associates and joint
ventures are eliminated to the extent of the group’s
interest in those entities. Where unrealised losses
are eliminated, the underlying asset is also tested for
impairment.

The difference in reporting dates of the associates
and the group is not more than three months.
Adjustments are made for the effects of significant
transactions or events that occur between that
date and the date of the group’s consolidated
financial statements. The associate’s accounting
policies conform to those used by the group for like
transactions and events in similar circumstances.

Upon loss of significant influence over the associate,
the group measures and recognises any retaining
investment at its fair value. Any differences between
the carrying amount of the associate upon loss

of significant influence and the fair value of the
remaining investment and proceeds from disposal
are recognised in the consolidated statement of
income.

5.10 Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost includes all expenses directly
attributable to the manufacturing process as well as
suitable portions of related production overheads,
based on normal operating capacity. Cost of finished
goods is calculated using fist-in first-out method.
For other items of inventory, cost is calculated using
the weighted average cost method.

Net realisable value is the estimated selling price in
the ordinary course of business less any applicable
selling expenses.

5.11 Financial Instruments

5.11.1 Recognition, Initial Measurement and
Derecognition

Financial assets and financial liabilities are
recognised when the group becomes a party to the
contractual provisions of the financial instrument
and are measured initially at fair value adjusted by
transactions costs, except for those carried at fair
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value through profit or loss which are measured
initially at fair value. Subsequent measurement of
financial assets and financial liabilities are described
below.

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

¢ rights to receive cash flows from the assets have
expired;

¢ 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 risks and rewards of the asset
but has transferred control of the asset.

Where the group has transferred its rights to receive
cash flows from an asset or has entered into a pass-
through arrangement and has neither transferred

nor retained substantially all the risks and rewards
of the asset nor transferred control of the asset, a
new asset is recognised to the extent of the group’s
continuing involvement in the asset.

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

a derecognition of the original liability and the
recognition of a new liability, and the difference in
the respective carrying amounts is recognised in
consolidated statement of income.

5.11.2 Classification and Subsequent Measurement
of Financial Assets

For the purpose of subsequent measurement,
financial assets are classified into the following
categories upon initial recognition:

¢ |Loans and receivables

¢ Financial assets at fair value through statement
of income (FVTSI)

¢ Available-for-sale (AFS) financial assets.

All financial assets except for those at FVTSI are
subject to review for impairment at least at each
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reporting date to identify whether there is any
objective evidence that a financial asset or a group
of financial assets is impaired. Different criteria to
determine impairment are applied for each category
of financial assets, which are described below.

¢ Loans and Receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that
are not quoted in an active market. After initial
recognition, these are measured at amortised
cost using the effective interest rate method, less
provision for impairment. Discounting is omitted
where the effect of discounting is immaterial.

Individually significant receivables are considered
for impairment when they are past due or when
other objective evidence is received that a specific
counterparty will default. Receivables that are

not considered to be individually impaired are
reviewed for impairment in groups, which are
determined by reference to the industry and region
of a counterparty and other shared credit risk
characteristics. The impairment loss estimate is then
based on recent historical counterparty default rates
for each identified group.

The group categorises loans and receivables into
following categories:

® Trade Receivables

Trade receivable are stated at original invoice
amount less allowance for any uncollectible
amounts. An estimate for doubtful debts is made
when collection of the full amount is no longer
probable. Bad debts are written off as incurred

e Cash and Cash Equivalents

Cash and cash equivalents comprise cash on hand
and bank balances that are readily convertible into
known amounts of cash and which are subject to an
insignificant risk of changes in value.

¢ Financial Assets at FVTSI

Classification of investments as financial assets at
FVTSI depends on how management monitor the
performance of these investments. When they are
not classified as held for trading but have readily
available reliable fair values and the changes in fair
values are reported as part of income statement in
the management accounts, they are as designated
at FVTSI upon initial recognition. All derivative
financial instruments fall into this category.

Assets in this category are measured at fair value

5. Significant Accounting Policies (continued)
5.11 Financial Instruments (continued)

with gains or losses recognised in profit or loss.

The fair values of financial assets in this category
are determined by reference to active market
transactions or using a valuation technique where no
active market exists.

¢ AFS Financial Assets

AFS financial assets are non-derivative financial
assets that are either designated to this category
or do not qualify for inclusion in any of the other
categories of financial assets.

Financial assets whose fair value cannot be reliably
measured are carried at cost less impairment losses,
if any. Impairment charges are recognised in profit
or loss. All other AFS financial assets are measured
at fair value. Gains and losses are recognised in
other comprehensive income and reported within
the fair value reserve within equity, except for
impairment losses, and foreign exchange differences
on monetary assets, which are recognised in
profit or loss. When the asset is disposed of or is
determined to be impaired, the cumulative gain or
loss recognised in other comprehensive income
is reclassified from the equity reserve to profit or
loss and presented as a reclassification adjustment
within other comprehensive income.

The group assesses at each reporting date whether
there is objective evidence that a financial asset
available for sale or a group of financial assets
available for sale is impaired. In the case of equity
investments classified as financial assets available
for sale, objective evidence would include a
significant or prolonged decline in the fair value of
the equity investment below its cost. ‘Significant’ is
evaluated against the original cost of the investment
and ‘prolonged’ against the period in which the fair
value has been below its original cost. Where there
is evidence of impairment, the cumulative loss is
removed from other comprehensive income and
recognised in the consolidated income statement.

Reversals of impairment losses are recognised in
other comprehensive income, except for financial
assets that are debt securities which are recognised
in profit or loss only if the reversal can be objectively
related to an event occurring after the impairment
loss was recognised.

5.11.3 Classification and Subsequent Measurement
of Financial Liabilities

The group’s financial liabilities include borrowings,
trade and other payables.

The subsequent measurement of financial liabilities
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5. Significant Accounting Policies (continued)
5.11 Financial Instruments (continued)

depends on their classification as follows:

¢ Financial liabilities other than at fair value through
income statement

These are stated using effective interest rate
method. Borrowings, Trade Payables, Musharaka
Bonds and murabaha finance payable are classified
as financial liabilities other than at FVTSI.

e Trade Payables

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

e Borrowings

All borrowings are subsequently measured at
amortised cost using the effective interest rate
method. Gains and losses are recognised in the
consolidated income statement when the liabilities
are derecognised as well as through the effective
interest rate method (EIR) amortisation process.

® Murabaha Finance Payables

Murabaha finance payables represent amounts
payable on a deferred settlement basis for assets
purchased under murabaha arrangements.
Murabaha finance payables are stated at the
gross amount of the payable, net of deferred
finance cost. Deferred finance cost is expensed
on a time apportionment basis taking into account
the borrowing rate attributable and the balance
outstanding.

5.11.4 Trade and Settlement Date Accounting

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

5.11.5 Amortised cost of Financial Instruments

This is computed using the effective interest method
less any allowance for impairment. The calculation
takes into account any premium or discount on
acquisition and includes transaction costs and fees
that are an integral part of the effective interest rate.

5.11.6 Offsetting of Financial Instruments

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

The fair value of financial instruments that are
traded in active markets at each reporting date is
determined by reference to quoted market prices or
dealer price quotations (bid price for long positions
and ask price for short positions), without any
deduction for transaction costs.

For financial instruments not traded in an active
market, the fair value is determined using
appropriate valuation techniques. Such techniques
may include using recent arm’s length market
transactions; reference to the current fair value of
another instrument that is substantially the same;
a discounted cash flow analysis or other valuation
models.

5.12 Equity, Reserves and Dividend Payments

Share capital represents the nominal value of shares
that have been issued and paid up.

Share premium includes any premiums received
on issue of share capital. Any transaction costs
associated with the issuing of shares are deducted
from share premium.

Legal and voluntary reserves comprise
appropriations of current and prior period profits in
accordance with the requirements of the commercial
companies’ law and the parent company’s articles of
association.

Other components of equity include the following:

Foreign currency translation reserve — comprises
foreign currency translation differences arising from
the translation of financial statements of the group’s
foreign entities into KD

Fair value reserve — comprises gains and losses
relating to available for sale financial assets

Treasury shares reserve — comprises gains and
losses arising from sale of treasury shares

Retained earnings include all current and prior
period retained profits. All transactions with owners
of the parent are recorded separately within equity.

Dividend distributions payable to equity
shareholders are included in other liabilities when the
dividends have been approved in a general meeting.

5.13 Treasury Shares

Treasury shares consist of the parent company’s
own issued shares that have been reacquired by
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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 to a contra
account 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 on that account.
Any excess losses are charged to retained earnings
then to the voluntary reserve and statutory reserve.
No cash dividends are paid on these shares. The
issue of stock dividend shares increases the number
of treasury shares proportionately and reduces the
average cost per share without affecting the total
cost of treasury shares.

5.14 Provisions, Contingent Assets and
Contingent Liabilities

Provisions are recognised when the group has a
present legal or constructive obligation as a result
of a past event, it is probable that an outflow of
economic resources will be required from the group
and amounts can be estimated reliably. Timing or
amount of the outflow may still be uncertain.

Provisions are measured at the estimated
expenditure required to settle the present obligation,
based on the most reliable evidence available at the
reporting date, including the risks and uncertainties
associated with the present obligation. Where there
are a number of similar obligations, the likelihood
that an outflow will be required in settlement is
determined by considering the class of obligations
as a whole. Provisions are discounted to their
present values, where the time value of money is
material.

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

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.

5.15 Foreign Currency Translation
5.15.1 Functional and presentation currency

The consolidated financial statements are presented
in currency Kuwait Dinar (KD), which is also the
functional currency of the parent company. Each
entity in the group determines its own functional

5. Significant Accounting Policies (continued)
5.183 Treasury Shares (continued)

currency and items included in the financial
statements of each entity are measured using that
functional currency.

5.15.2 Foreign currency transactions and balances

Foreign currency transactions are translated into
the functional currency of the respective group
entity, using the exchange rates prevailing at the
dates of the transactions (spot exchange rate).
Foreign exchange gains and losses resulting from
the settlement of such transactions and from the
remeasurement of monetary items denominated

in foreign currency at year-end exchange rates are
recognised in profit or loss. Non-monetary items are
not retranslated at year-end and are measured at
historical cost (translated using the exchange rates
at the transaction date), except for non-monetary
items measured at fair value which are translated
using the exchange rates at the date when fair value
was determined.

5.15.3 Foreign operations

In the group’s financial statements, all assets,
liabilities and transactions of group entities with a
functional currency other than the KD are translated
into KD upon consolidation. The functional currency
of the entities in the group has remained unchanged
during the reporting period.

On consolidation, assets and liabilities have

been translated into KD at the closing rate at the
reporting date. Goodwill and fair value adjustments
arising on the acquisition of a foreign entity have
been treated as assets and liabilities of the foreign
entity and translated into KD at the closing rate.
Income and expenses have been translated into
KD at the average rate over the reporting period.
Exchange differences are charged/credited to other
comprehensive income and recognised in the foreign
currency translation reserve in equity. On disposal
of a foreign operation, the related cumulative
translation differences recognised in equity are
reclassified to profit or loss and are recognised as
part of the gain or loss on disposal.

5.16 End of Service Indemnity

The group provides end of service benefits to its
employees. The entitlement to these benefits is
based upon the employees’ final salary and length
of service, subject to the completion of a minimum
service period in accordance with relevant labour
law and the employees’ contracts. The expected
costs of these benefits are accrued over the period
of employment. This liability, which is unfunded,
represents the amount payable to each employee as
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5. Significant Accounting Policies (continued)
5.16 End of Service Indemnity (continued)

a result of termination on the reporting date

With respect to its Kuwaiti national employees, the
group makes contributions to the 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.

5.17 Related party transactions

Related parties consist of directors, executive
officers, their close family members and companies
which they are principal owners. All related party
transactions are approved by management.

6. Significant Management Judgements and
Estimation Uncertainty

The preparation of the group’s consolidated

financial statements requires management to make
judgments, estimates and assumptions that affect
the reported amount of revenues, expenses, assets
and liabilities and the disclosure of contingent
liabilities, at the end of the reporting period. However
uncertainty about these assumptions and estimates
could result in outcomes that require a material
adjustment to the carrying amount of the asset or
liability affected in future periods.

6.1 Significant Management Judgments

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

6.1.1 Classification of Financial Instruments

Judgements are made in the classification of
financial instruments based on management’s
intention at acquisition.

The group classifies financial assets as held for
trading if they are acquired primarily for the purpose
of short term profit making.

Classification of financial assets as fair value through
income statement depends on how management
monitors the performance of these financial assets.
When they are not classified as held for trading but
have readily available fair values and the changes

in fair values are reported as part of profit or loss in
the management accounts, they are classified as fair
value through income statement.

Classification of assets as loans and receivables
depends on the nature of the asset. If the group
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is unable to trade these financial assets due to
inactive market and the intention is to receive fixed
or determinable payments the financial asset is
classified as loans and receivables.

All other financial assets are classified as available
for sale.

6.2 Estimates Uncertainty

Information about estimates and assumptions that
have the most significant effect on recognition

and measurement of assets, liabilities, income and
expenses is provided below. Actual results may be
substantially different

6.2.1 Impairment of Associates

After application of the equity method, the group
determines whether it is necessary to recognise any
impairment loss on the group’s investment in its
associated companies, at each reporting date based
on existence of any objective evidence that the
investment in the associate is impaired. If this is the
case the group calculates the amount of impairment
as the difference between the recoverable amount of
the associate and its carrying value and recognises
the amount in the consolidated statement of income.

6.2.2 Impairment of Available For Sale
Equity Investments

The group treats available for sale equity
investments as impaired when there has been a
significant or prolonged decline in the fair value
below its cost or where other objective evidence
of impairment exists. The determination of what is
“significant” or “prolonged” requires considerable
judgment.

6.2.3 Impairment of Trade Receivables

An estimate of the collectible amount of trade
accounts receivable is made when collection of the
full amount is no longer probable. For individually
significant amounts, this estimation is performed
on an individual basis. Amounts which are not
individually significant, but which are past due,

are assessed collectively and a provision applied
according to the length of time past due, based on
historical recovery rates. Any difference between
the amounts actually collected in future periods
and the amounts expected will be recognised in the
consolidated statement of income.

6.2.4 Impairment of Inventories

Inventories are held at the lower of cost and net
realisable value. When inventories become old or
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6. Significant Management Judgements and Estimation Uncertainty (continued)

obsolete, an estimate is made of their net realisable
value. For individually significant amounts this
estimation is performed on an individual basis.
Amounts which are not individually significant, but
which are old or obsolete, are assessed collectively
and a provision applied according to the inventory
type and the degree of ageing or obsolescence,
based on historical selling prices.

Management estimates the net realisable values of
inventories, taking into account the most reliable
evidence available at each reporting date. The future
realisation of these inventories may be affected by
future technology or other market-driven changes
that may reduce future selling prices.

6.2.5 Useful Lives of Depreciable Assets

Management reviews its estimate of the useful lives

6.2 Estimates Uncertainty (continued)

of depreciable assets at each reporting date, based
on the expected utility of the assets. Uncertainties
in these estimates relate to technical obsolescence
that may change the utility of certain software and
equipment.

6.2.6 Fair Value of Financial Instruments

Management apply valuation techniques to
determine the fair value of financial instruments
where active market quotes are not available.

This requires management to develop estimates
and assumptions based on market inputs, using
observable data that market participants would use
in pricing the instrument. Where such data is not
observable, management uses its best estimate.
Estimated fair values of financial instruments may
vary from the actual prices that would be achieved in
an arm’s length transaction at the reporting date.
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7. Subsidiaries

The details of the subsidiaries are as follows:

Country of
incorporation Percentage of Ownership Purpose
31 Dec. 31 Dec
2012 2011
% %
Building Systems Industries Construction
Company - WLL Kuwait 98 98 contracting
National Industries Company for
Ceramic - KSCC Kuwait 60 60 Manufacturing
8. Revenue From Sale and Services
Year ended Year ended
31 Dec. 31 Dec.
2012 2011
KD KD
Sale of building and infrastructures materials 39,631,017 37,790,747
Contracting services 2,553,913 2,528,965
42,184,930 40,319,712
9. Other Operating Income
Year ended Year ended
31 Dec. 31 Dec.
2012 2011
KD KD
Rental income 175,910 491,220
Other 538,132 327,188
714,042 818,408
10. Investment Income
Year ended Year ended
31 Dec. 2012 31 Dec. 2011
KD KD
(Loss)/profit on sale of available for sale investments (160,748) 1,014,039
Dividend income from available for sale investments 598,830 146,468
Dividend income from investments at fair value through statement of income 57,781 60,000
Loss from investments at fair value through statement of income (246,617) (1,071,730)
Income from short term murabaha and wakala investments 95,128 14,442
Interest and other income 19,401 24,492
363,775 187,711
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11. Basic and diluted earnings per share attributable to the owners of the parent company

Basic and diluted earnings per share are calculated by dividing the profit for the year attributable to the owners
of the parent company by the weighted average number of shares outstanding during the year as follows:

Year Ended Year Ended

31 Dec. 31 Dec.
2012 2011
Profit for the year attributable to the owners of the parent
company(KD) 5,025,725 4,236,418
Weighted average number of shares outstanding during the year
(excluding treasury shares) 345,350,592 344,820,051
Basic and diluted earnings per share 14.55 Fils 12.29 Fils

The staff bonus shares scheme has no effect on the diluted earnings per share and accordingly such information
has not been presented.

12. Property, plant and equipment

Plant
and Motor Furniamd  Assets Under
Buildings Equipment Vehicles Equipment Construction Total
KD KD KD KD KD KD

31 December
2012
Cost
At 1 January 25,078,663 37,527,118 10,820,905 4,742,722 17,033,107 95,202,515
Additions/
Transfers 5,402,702 6,465,967 527,458 255,224 (10,333,465) 2,317,886
Transferred to
Inventories and
Spare Parts
(note 15) - - - - (2,117,185) (2,117,185)
Write-Off/
Disposals (1,386,330) (354,150) (822,184) (214,923) - (2,777,587)
At 31 December 29,095,035 43,638,935 10,526,179 4,783,023 4,582,457 92,625,629
Accumulated
Depreciation
At 1 January 23,493,639 31,861,062 8,765,610 4,458,310 - 68,578,621
Charge for the
Year 288,907 1,642,293 824,963 194,578 - 2,950,741
Relating to Write-
Off/Disposals (1,386,293) (350,635) (822,118) (212,527) - (2,771,573)
At 31 December 22,396,253 33,152,720 8,768,455 4,440,361 - 68,757,789

Net Book Value
At 31 December 6,698,782 10,486,215 1,757,724 342,662 4,582,457 23,867,840
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12. Property, plant and equipment (continued)

Plant Furniture
and Motor and Assets Under
Buildings Equipment Vehicles Equipment  Construction Total
KD KD KD KD KD KD

31 December
2011
Cost
At 1 January 25,058,069 35,992,797 10,139,108 4,606,484 16,085,633 91,882,091
Additions/
Transfers 20,594 1,541,771 1,067,797 137,071 947,474 3,714,707
Write-Off/
Disposals - (7,450) (386,000) (833) - (394,283)

At 31 December 25,078,663 37,527,118 10,820,905 4,742,722 17,033,107 95,202,515

Accumulated
Depreciation

At 1 January 23,262,710 30,502,818 8,337,657 4,311,049 - 66,414,234
Charge for The

Year 230,929 1,365,319 813,932 147,484 - 2,557,664
Relating to Write-

Off/Disposals - (7,075) (385,979) (223) - (393,277)
At 31 December 23,493,639 31,861,062 8,765,610 4,458,310 - 68,578,621

Net Book Value
At 31 December 1,585,024 5,666,056 2,055,295 284,412 17,033,107 26,623,894

The parent company’s buildings have been constructed on lands which have been leased from the government
through renewable lease contracts.

Assets under construction represents the cost incurred on the expansion of the group’s existing factories and the
construction of manufacturing lines by a subsidiary. During the year, portions of the manufacturing lines which
were completed and ready for intended use were capitalised in the appropriate categories. The costs relating to
the remaining manufacturing lines and facilities will be transferred to the appropriate asset categories when the
assets are ready for their intended use.
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Saudi Insulation Bricks
Company - WLL

Kuwait Rocks
Company - KSC (Closed)

Al-Raya Global
Real Estate Co. - KSCC

Insulation System Factory - WLL
United Gulf Pipes Factory - LLC

Omani German Company for Building
Materials — LLC

The movement of investment in associates during the year is as follows:

Balance at beginning of the year
Additions during the year

Reduction of capital of an associate
Share of results of associate

Impairment of investment in an associate
Loss from acquisition of associate

Share of other comprehensive income
Foreign exchange translation

Country of Percentage of
incorporation ownership Purpose
31 Dec. 31 Dec.
2012 2011
Saudi Arabia 50% 50% Manufacturing
Kuwait 38% 38% Building materials
Kuwait 20% 20% Real estate
Bahrain 50% 50% Contracting
Oman 30% 30% Manufacturing
Oman 32.5% 32.5% Manufacturing
31 Dec. 2012 31 Dec. 2011
KD KD
6,842,977 6,680,354
- 935,454
(82,801) -
(709,828) (689,405)
(250,000) -
- (55,396)
23,143 15,922
16,617 (43,952)
5,840,108 6,842,977

As a result of the impairment testing of the carrying value of the investment in associates, the group recognised
an impairment loss of KD250,000 (2011: KD Nil).

Share of associates’ assets and liabilities:

Assets
Liabilities

Share of associates’ revenue and loss:

Revenue
Loss

All associates are unquoted.

31 Dec. 2012 31 Dec. 2011
KD KD
13,612,517 14,903,758
(7,772,409) (8,060,781)
5,840,108 6,842,977

31 Dec. 2012 31 Dec. 2011
KD KD
4,491,095 3,862,203
(709,828) (689,405)
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14. Available for Sale Investments

31 Dec. 2012 31 Dec. 2011

KD KD

Local quoted securities 11,814,979 12,123,081
Local unquoted securities 9,262,032 9,736,621
Foreign quoted securities 1,852,072 1,273,252
Foreign unquoted securities 16,771,865 18,141,307
Murabaha investment 2,998,571 -
42,699,519 41,274,261

During the year, certain available for sale investments which were carried at cost amounting to KD615,370 (2011:
KD2,520,594) were sold resulting into a loss of KD160,748 (2011: gain of KD1,014,039).

During the year, the parent company recognised an impairment loss of KD2,336,905 (2011: KD3,650,895) against

certain investments. Local quoted securities amounting to KD11,359,150 (2011: KD11,160,227) are pledge

against loan facilities (note 22).

Murabaha investment represents the parent company’s participation in a syndicated arrangement of murabaha
provided to the ultimate parent company by a local Islamic financial institution. The investment carries an option
to convert this investment into equity shares of a Kuwaiti listed company at an agreed price in the event of
default or on maturity, whichever is earlier. The investment carries effective profit rate of 5% and matures on 10

August 2015.

15. Inventories and Spare Parts

31 Dec. 2012 31 Dec. 2011

KD KD

Raw materials 7,972,629 5,408,159
Finished goods and work-in-progress 4,345,738 3,769,510
Spare parts 2,630,152 2,455,182
Goods in transit 565,386 704,054
15,513,905 12,336,905

Provision for obsolete and slow moving items (650,701) (650,701)
14,863,204 11,686,204

During the year, on the commencement of commercial production of the subsidiary, the group transferred items
of inventory amounting to KD2,117,185 from assets under construction to inventories and spare parts (note 12).

16. Investments at Fair Value Through Statement of Income

31 Dec. 2012 31 Dec. 2011
KD KD

Designated on initial recognition:
Managed funds and portfolios 2,910,286 3,511,342
Quoted equity securities 581,834 669,659
3,492,120 4,181,001
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17. Accounts receivable and other assets

31 Dec. 2012 31 Dec. 2011

KD KD

Trade receivables, net 6,867,554 8,353,844
Due from ultimate parent company 173,519 55,386
Due from associates 3,659,517 3,370,498
Due from related companies 9,023 9,023
Receivable from sale of investment 960,293 2,511,582
Staff receivables 118,410 162,767
Advance payments towards purchase of investments 1,000,000 20,543
Prepayments 420,431 365,759
Advances to contractors 188,546 314,265
Retentions 557,038 348,404
Accrued income and other assets 178,358 133,609
14,132,689 15,645,680

e The carrying values of the financial assets included above approximate their fair values and are due within
one year.

¢ During the year the group entered into contract for purchase of certain investments which was under
finalisation at the financial position date.

¢ Trade receivables are non-interest bearing and generally on 30 - 90 days credit terms.

As at 31 December the aging analysis of trade receivables is as follows:

31 Dec. 2012 31 Dec. 2011

KD KD
Neither past due nor impaired 4,757,167 6,453,251
Past due but not impaired
- 3 -6 months 2,088,082 1,900,593
Impaired
- over 6 months 272,305 1,849
Total trade receivables 7,117,554 8,355,693

Trade receivables that are less than three months past due are not considered impaired. As of 31 December
2012, trade receivables of KD2,088,082 (2011: KD1,900,593) were past due but not impaired. These relate to a
number of independent customers for whom there is no recent history of default.
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18. Share capital and share premium

31 Dec. 2012 31 Dec. 2011

KD KD
Shares of KD0.100 each
- Authorised 35,320,187 34,620,187
- Issued and fully paid 34,620,187 34,620,187

The extra ordinary general assembly of the shareholders held on 8 May 2012 approved to increase the
authorised capital of the company from 346,201,864 shares to 353,201,864 shares which will be issued to
employees under the employee share option plan.

During the year the group established an employee share option plan. Under the plan certain employees will be
granted shares for a period of five years from 2012 to 2016 at a price to be determined by the board of directors.
Total numbers of shares to be granted under the scheme are 7,000,000. The scheme has been approved by the
relevant authorities as well as the shareholders in the ordinary and extra ordinary general assembly held on 8
May 2012. Upto 31 December 2012 no shares have been granted to the employees.

19. Treasury shares

31 Dec. 2012 31 Dec. 2011

Number of shares 19,932 1,384,609
Percentage of issued shares 0.01% 0.40%
Cost of treasury shares (KD) 6,440 570,630
Market value (KD) 7,076 387,691

Reserves of the parent company equivalent to the cost of treasury shares have been earmarked as non-
distributable.

20. Legal and Voluntary Reserves

In accordance with the Commercial Companies Law and the parent company’s articles of association, 10% of
the profit for the year attributable to the owners of the parent company before KFAS, NLST, Zakat and directors’
remuneration is transferred to legal reserve. The parent company may resolve to discontinue such annual
transfer when the reserve totals 50% of the paid up share capital.

Distribution of the legal reserve is limited to the amount required to enable the payment of a dividend of 5% of
paid-up share capital to be made in years when retained earnings are not sufficient for distribution of a dividend
of that amount.

In accordance with the Commercial Companies Law and the parent company’s articles of association, 10% of
the profit for the year attributable to the owners of the parent company before KFAS, NLST, Zakat and directors’
remuneration is transferred to the voluntary reserve. There are no restrictions on distribution of voluntary reserve.
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21. Other Components of Equity

Foreign
Currency Treasury
Fair Value Translation Shares
Reserve Reserve Reserve Total
KD KD KD KD

Balance at 1 January 2012 5,058,531 (84,071) 36,368 5,010,828
Sale of treasury shares - - (36,368) (36,368)
Exchange differences on translation of foreign
operations - 16,617 - 16,617
Share of other comprehensive income of
associates 19,896 3,247 - 23,143
AFS financial assets:
- Net loss arising during the year (1,362,612) - - (1,362,612)
- Transferred to consolidated statement of
income on impairment 2,336,905 - - 2,336,905
- Transferred to consolidated statement of
income on sale (59,768) - - (59,768)
Total other comprehensive income/(loss)
for the year 934,421 19,864 (36,368) 917,917
Balance at 31 December 2012 5,992,952 (64,207) - 5,928,745
Balance at 1 January 2011 7,573,592 (37,037) 36,368 7,572,923
Exchange differences on translation of foreign
operations - (48,952) - (43,952)
Share of other comprehensive income of
associates 19,004 (3,082) - 15,922
AFS financial assets:
- Net loss arising during the year (6,176,960) - - (6,176,960)
- Transferred to consolidated statement of
income on impairment 3,650,895 - - 3,650,895
- Transferred to consolidated statement of
income on sale (8,000) - - (8,000)
Total other comprehensive loss for the year (2,515,061) (47,034) - (2,562,095)
Balance at 31 December 2011 5,058,531 (84,071) 36,368 5,010,828
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22. Term Loans

31 Dec. 2012 31 Dec. 2011

KD KD

Loan facility — Kuwait Dinar 3,702,446 5,502,446
Loan facility — US Dollar 3,541,250 7,002,500
7,243,696 12,504,946

Instalments due with one year (5,341,250) (5,301,250)
Instalments due after one year 1,902,446 7,203,696

Loan facility - Kuwait Dinar

The parent company obtained from Industrial Bank of Kuwait a loan facility of KD9,000,000 bearing 3.5% interest
per annum on drawn amount and 1% per annum on undrawn facility. The loan has been obtained to partly
finance establishment of a new factory and has been guaranteed by the ultimate parent company. The loan is
being repaid in ten semi annual instalments of KD900,000 each beginning 15 July 2011. The instalments due
within the next twelve months are shown under current liabilities.

Loan facility — US Dollar

In 2011, the parent company obtained from a foreign bank a loan facility of US$25,000,000 carrying an average
effective profit rate of 3% per annum. The loan is due in 4 equal semi annual instalments commencing

from 4 April 2012. This loan is secured by way of pledge of certain investment securities amounting
KD11,359,150 (31 December 2011: KD11,160,227) (note 14).

23. Murabaha Payables

31 Dec. 2012 31 Dec. 2011

KD KD

Short term murabaha 6,639,164 3,056,970
Long term murabaha:

- Due within one year 16,885 18,420

- Due after one year - 16,885

16,885 35,305

6,656,049 3,092,275

These represent murabaha facilities obtained from local financial institutions carrying an average effective profit
rate of 4.5% (2011: 4.5%) per annum.
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24. Accounts payable and other liabilities

Trade payables

Due to associates

Due to other related companies
Staff payables

Provision for staff leave

Accrued expenses

Due to customers for contract works
Other liabilities

25. Fixed Deposit

31 Dec. 2012 31 Dec. 2011
KD KD
6,008,327 5,066,638
335,341 67,262

- 151,027

151,873 186,633
726,909 642,616
989,622 1,474,728
47,001 88,770
1,104,347 1,105,633
9,363,420 8,783,307

Fixed deposit yields interest at an average rate of 2% (2011: 1.85%) per annum.

26. Operating Segments

The group’s format for reporting segment information is business segments and the group primarily operates in
two business segments: Building materials, Contracting services and Investments. The segment information is

as follows:

Building Materials and

Contracting Services Investments Total
31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec.
2012 2011 2012 2011 2012 2011
KD KD KD KD KD KD
Segment revenue/
(loss) 42,184,930 40,319,712  (2,932,958) (4,207,985) 39,251,972 36,111,727
Loss from investments - - 1,973,130 3,463,184 1,973,130 3,463,184
Share of results of
associates - - 709,828 689,405 709,828 689,405
Impairment of
investment in associate - - 250,000 - 250,000 -
Loss from acquisition of
associate - - - 55,396 - 55,396
Sales, per consolidated
statement of income 42,184,930 40,319,712
Segment results 8,427,297 9,062,039 (2,932,958) (4,207,985) 5,494,339 4,854,054
Unallocated expenses (813,390) (617,636)
Profit for the year, per
consolidated statement
of income 4,680,949 4,236,418
Depreciation 2,950,741 2,557,664 - - 2,950,741 2,557,664
Impairment of
available for sale
investments - - 2,336,905 3,650,895 2,336,905 3,650,895
Assets 47,070,382 48,958,062 64,089,586 60,260,199 111,159,968 109,218,261
Liabilities (20,812,242) (16,368,340) (7,579,037) (12,723,235) (28,391,279) (29,091,575)
26,258,140 32,589,722 56,510,549 47,536,964 82,768,689 80,126,686
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27. Proposed dividends

Subject to the requisite consent of the relevant authorities and approval of the general assembly, the directors
propose for the year ended 31 December 2012 a cash dividend of 12 Fils (2011: 10 Fils) per share of paid up

share capital be distributed to the shareholders of record as of the date of the general assembly.

The general assembly of the shareholders held on 8 May 2012 approved the consolidated financial statements
for the year ended 31 December 2011 and cash dividend of 10 Fils (2010: 8 Fils) per share amounting to

KD3,451,499 for the year ended 31 December 2011 which was paid following that approval.

28. Related party transactions

Related parties represent, major shareholders, directors and key management personnel of the parent company,
and companies 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.

Details of significant related party transactions and balances are as follows:

31 Dec. 31 Dec.
2012 2011
KD KD
Amounts included in the consolidated financial position:
Due from ultimate parent company (note 17) 173,519 55,386
Due from associates (note 17) 4,619,810 3,370,498
Due from other related companies (note 17) 9,023 9,023
Due to associates (note 24) 335,341 67,262
Due to other related companies (note 24) - 151,027
Year ended Year ended
31 Dec. 31 Dec.
2012 2011
KD KD
Transactions included in the consolidated statement of income:
Interest income 1,674 2,135
Management fees - 46,479
Purchase of raw materials (associate) 897,436 929,027
Compensation of key management personnel of the parent company
Directors’ fees 35,000 35,000
Short term benefits 220,976 216,599
End of service benefits 33,938 39,798
Cost of share based payments 188,392 209,762
478,306 501,159

Directors’ fees of KD 35,000 for the year ended 31 December 2012 is subject to approval by the ordinary General
Assembly meeting of the shareholders of the parent company. Directors’ fees of KD35,000 for the year ended 31

December 2011 was approved by the ordinary General Assembly meeting held on 8 May 2012.
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29. Commitments and Contingent Liabilities

31 Dec. 31 Dec.

2012 2011

KD KD

Commitments to purchase investment securities - 1,400,500
Letters of guarantee 1,703,723 482,000
Letters of guarantee from ultimate parent company 200,000 200,000
1,903,723 2,082,500

30. Risk Management Objectives and Policies

The recognition and management of risk is an essential element of group’s risk strategy. The Board is ultimately
responsible for the management of risks associated with group’s activities. It has established a framework of
policies and controls to identify, assess, monitor and manage risk.

Group’s risk policies and processes aim to protect the asset values and income streams such that the interests
of shareholders and external fund providers are protected and shareholders’ return is optimised.

1. Market Risk
a. Foreign currency risk

The group is exposed to foreign currency risk arising from various foreign currency exposures, primarily with
respect to US Dollar, GBP Pound and currencies of other Middle Eastern countries. Foreign exchange risk arises
from future commercial transactions, recognised assets and liabilities and net investments in foreign operations.

To mitigate the group’s exposure to foreign currency risk, non-Kuwaiti Dinar cash flows are monitored. Generally,
the group’s risk management procedures distinguish short-term foreign currency cash flows (due within twelve
months) from longer-term cash flows. Where the amounts to be paid and received in specific currency are
expected to largely offset one another, no further hedging activity is undertaken. Forward foreign contracts may

be entered into for significant long-term foreign currency exposures that are not expected to be offset by other
currency transactions.

The group had the following net significant exposures denominated in foreign currencies, translated into Kuwaiti
Dinar at the closing rate:

31 Dec. 31 Dec.

2012 2011

KD KD

US Dollar 8,606,394 5,785,322
UAE Dirhams 750,993 735,484
Jordanian Dinar 361,286 442,768
Saudi Riyal 7,593,869 6,947,739
Bahraini Dinar 1,436,024 1,627,588
Omani Riyal 599,257 207,414
GBP Pound 608,908 -

The foreign currency sensitivity is determined assuming 5% (2011: 5%) reasonably possible increase or
decrease in exchange rates for monetary financial assets and liabilities.
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1. Market Risk (continued)

If the Kuwaiti Dinar had strengthened/weakened assuming the above sensitivity, then this would have the
following impact on the profit for the year and equity:

Profit for the year Equity
31 Dec. 31 Dec.
31 Dec. 2011 31 Dec. 2011
2012KD KD 2012KD KD
US Dollar *+ 140,373 + 273,311 + 570,693 + 562,577
Other currencies + 212,259 + 182,230 + 355,541 + 216,622

Exposures to foreign exchange rates vary during the year depending on the volume and nature of the
transactions. Nonetheless, the analysis above is considered to be representative of the group’s exposure to
the foreign currency risk. There has been no change during the year in the methods and assumptions used in
preparing the sensitivity analysis.

b. Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the fair
values of financial instruments. The group is exposed to interest rate risk with respect to fixed deposit, Murabaha
investment, murabaha payables and term loans.

The following table illustrates the sensitivity of the profit for the year to a reasonably possible change in interest
rates of +100 bps (1%) and —100 bps (1%) (2011: +100 bps (1%) and —100bps (1%)) with effect from the
beginning of the year. The calculations are based on the group’s financial instruments held at each financial
position date. All other variables are held constant. There has been no change during the year in the methods
and assumptions used in preparing the sensitivity analysis.

31 Dec. 2012 31 Dec. 2011
+1% -1 % +1% -1%
KD KD KD KD
Profit for the year (97,512) 97,512 (154,472) 154,472

c. Price risk

The group is exposed to equity price risk with respect to its equity investments. Equity investments are classified
as investments at fair value through statement of income and available-for-sale investments.

To manage its price risk arising from investments in equity securities, the group diversifies its portfolio.
Diversification of the portfolio is done in accordance with the limits set by the group.

The equity price risk sensitivity is determined on the following assumptions:

31 Dec. 31 Dec.

2012 2011

Kuwait market 5% 5%
Other international markets 10% 10%
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30. Risk Management Objectives and Policies (continued)
1. Market Risk (continued)

The sensitivity analyses below have been determined based on the exposure to equity price risks at the reporting
date. The analysis reflects the impact of positive changes to equity prices in accordance with the above-
mentioned equity price risk sensitivity assumptions. There has been no change during the year in the methods
and assumptions used in preparing the sensitivity analysis.

Profit for the year Equity
31 Dec. 31 Dec. 31 Dec. 31 Dec.
2012 2011 2012 2011
KD KD KD KD

Financial assets at fair value through
statement of income 174,606 209,050 - -
Available-for-sale investments - - 755,956 733,479
Total 174,606 209,050 755,956 733,479

2. Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the
other party to incur a financial loss. The group’s credit policy and exposure to credit risk is monitored on an
ongoing basis. The group seeks to avoid undue concentrations of risks with individuals or groups of customers
in specific locations or business through diversification of its activities. It also obtains security when appropriate.

The group’s exposure to credit risk is limited to the carrying amounts of financial assets recognised at the
financial position date, as summarized below:

31 Dec. 31 Dec.

2012 2011

KD KD

Bank balances 6,059,424 2,780,032
Fixed deposit 150,000 150,000
Accounts receivable and other assets 14,132,689 15,645,680
Murabaha investment 2,998,571 -
23,340,684 18,575,712

Bank balances, fixed deposit and Murabaha investment are maintained with high credit quality financial
institutions. Accounts receivable and other assets are neither past due nor impaired.

3. Liquidity Risk

Liquidity risk is the risk that the group will be unable to meet its liabilities when they fall due. To limit this risk,
management has arranged diversified funding sources, manages assets with liquidity in mind, and monitors
liquidity on a regular basis.
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30. Risk Management Objectives and Policies (continued)

3. Liquidity Risk (continued)

The group’s maturity profile of financial liabilities using undiscounted cash flows is as follows:

As at 31 December 2012

Term loans

Murabaha payables

Provision for land fill expenses
Provision for staff indemnity

Accounts payable and other
liabilities

As at 31 December 2011

Term loans

Murabaha payables

Provision for land fill expenses
Provision for staff indemnity

Accounts payable and other
liabilities
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Upto 1 1-3 3-12 Over
month months months 1 year Total
KD KD KD KD KD
- 2,780,825 2,756,625 2,022,446 7,559,896
- 3,313,449 3,342,600 - 6,656,049
- - - 709,571 709,571
- - - 4,418,543 4,418,543
1,903,101 3,897,303 3,563,016 - 9,363,420
1,903,101 9,991,577 9,662,241 7,150,560 28,707,479
- 948,146 4,752,263 8,094,069 13,794,478
- 1,144,917 1,983,266 17,898 3,146,081
- - - 680,871 680,871
- - - 4,030,176 4,030,176
2,851,873 4,024,788 1,906,646 - 8,783,307
2,851,873 6,117,851 8,642,175 12,823,014 30,434,913
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31. Summary of Financial Assets and Liabilities by Category

The carrying amounts of the group’s financial assets and liabilities as stated in the consolidated statement of
financial position may also be categorized as follows:

Cash and bank balances
Fixed deposit
Accounts receivable and other assets

Investments at fair value through statement of
income

Available for sale investments

Term loans
Accounts payable and other liabilities
Murabaha payables

31 Dec. 2012 31 Dec. 2011
Carrying Fair Carrying Fair
amount value amount value
KD KD KD KD
6,114,488 - 2,814,244 -
150,000 - 150,000 -
14,132,689 - 15,645,680 -
- 3,492,120 - 4,181,001
4,237,731 38,461,788 9,662,799 31,611,462
24,634,908 41,953,908 28,272,723 35,792,463
7,243,696 - 12,504,946 -
9,363,420 - 8,783,307 -
6,656,049 - 3,092,275 -
23,263,165 - 24,380,528 -

Financial instruments measured at fair value

The following table presents financial assets and liabilities measured at fair value in the statement of financial

position in accordance with the fair value hierarchy.

This hierarchy groups financial assets and liabilities into three levels based on the significance of inputs used in
measuring the fair value of the financial assets and liabilities. The fair value hierarchy has the following levels:

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

e Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices); and

e Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The level within which the financial asset or liability is classified is determined based on the lowest level of

significant input to the fair value measurement.
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31. Summary of Financial Assets and Liabilities by Category (continued)

The financial assets and liabilities measured at fair value in the statement of financial position are grouped into

the fair value hierarchy as follows:

31 December 2012

Investments at fair value through
statement of income

Managed funds and portfolios
Quoted equity securities

Available for sale investments:
Local quoted securities

Local unquoted securities
Foreign quoted securities
Foreign unquoted securities
Net fair value

31 December 2011

Investments at fair value through
statement of income

Managed funds
Quoted equity securities

Available for sale investments:
Local quoted securities

Local unquoted securities
Foreign quoted securities
Foreign unquoted securities
Net fair value

Level 1 Level 2 Level 3 Total

Note KD KD KD KD
a - 2,910,286 - 2,910,286

b 581,834 - - 581,834

b 11,814,979 - - 11,814,979

c - - 8,999,532 8,999,532

b 1,852,072 - - 1,852,072

c - - 15,795,205 15,795,205
14,248,885 2,910,286 24,794,737 41,953,908

Level 1 Level 2 Level 3 Total

Note KD KD KD KD
a - 3,511,342 - 3,511,342

b 669,659 - - 669,659

b 12,123,081 - - 12,123,081

c - - 5,988,154 5,988,154

b 1,273,252 - - 1,273,252

c - - 12,226,975 12,226,975
14,065,992 3,511,342 18,215,129 35,792,463

There have been no significant transfers between levels 1 and 2 during the reporting period.
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31. Summary of Financial Assets and Liabilities by Category (continued)

Measurement at fair value

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

a) Managed funds and portfolios

The underlying investments of managed funds and portfolios primarily comprise of local quoted securities whose
fair values have been determined by reference to their quoted bid prices at the reporting date.

b) Quoted securities

All the listed equity securities are publicly traded in stock exchanges. Fair values have been determined by
reference to their quoted bid prices at the reporting date.

c) Unquoted securities

The financial statements include holdings in unlisted securities which are measured at fair value. Fair value is
estimated using a discounted cash flow model or other valuation techniques which include some assumptions
that are not supportable by observable market prices or rates.

d) Financial liabilities
The group does not have any financial liabilities at fair value.
Level 3 fair value measurements

The group’s financial assets and liabilities classified in Level 3 uses valuation techniques based on significant
inputs that are not based on observable market data. The financial instruments within this level can be reconciled
from beginning to ending balances as follows:

Available for Sale Investments

Unquoted Unquoted

securities securities

31 Dec. 31 Dec.

2012 2011

KD KD

Opening balance 18,215,129 12,190,576
Gains or losses recognised in:

Consolidated statement of income (2,086,934) (1,711,284)

Other comprehensive income 238,889 (2,298,622)

Purchases 9,205 11,364

Reclassification to Level 3 8,423,639 10,023,095

Sales (5,191) -

Closing balance 24,794,737 18,215,129

Gains or losses recognised in the consolidated statement of income (as above) for the year are included in
investment and other income and impairment loss on available for sale investments accounts.

Changing inputs to the Level 3 valuations to reasonably possible alternative assumptions would not change
significantly amounts recognised in consolidated statement of income, total assets or total liabilities or total
equity.

During the year group reclassified investments amounting to KD8,423,639 (2011: KD10,023,095) to level 3 as a
result of the investments becoming valued.
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32. Capital management objectives

The group’s capital management objectives are to ensure the group’s ability to continue as a going concern and
to provide adequate return to its shareholders through the optimization of the capital structure.

The capital of the group consists of total equity. The group manages the capital structure and makes
adjustments in the light of changes in economic conditions and risk characteristics of the underlying assets.
In order to maintain or adjust the capital structure, the group may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.

The group monitors capital on the basis of the return on equity and is calculated as profit for the year divided by
total equity as follows:

31 Dec. 2012 31 Dec. 2011

KD KD
Profit for the year attributable to the owner of the parent company 5,025,725 4,236,418
Total equity 81,113,465 78,126,686
Return on equity 6.20% 5.42%
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Expansion in production lines on year 2012
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