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1. General information

Methanol Chemicals Company (the “Company” or “Chemanol”) is engaged in the production of Formaldehyde
liquid and Urea Formaldehyde liquid or their mixture with different concentrations, Paraformaldehyde, liquid and
powder Formaldehyde resins, Hexane Methylene Tetramine, Phenol Formaldehyde resins, concrete improvers,
Methanol, Carbon monoxide, Di-methylamine, Mono-methylamine, Tri-mon-methylamine, Di-methyl
Formamide, Di-methyl carbon, Penta Aritheretol, Sodium Formate and Acetaldehyde.

The Company is a joint stock company registered in Kingdom of Saudi Arabia and operating under Commercial
Registration (CR) No. 2050057828 issued in Dammam on 30 Dhu al-Hijjah 1428-H (January 9, 2008). The
accompanying interim financial statements include the accounts of the Company and its branch registered in
Dammam under CR No. 2055001870 dated 28 Dhu al-Hijjah 1409-H (August 1, 1989). The registered address
of the Company is P.O. Box 2101, Jubail 31951, Kingdom of Saudi Arabia.

The accompanying interim financial statements were authorized for issue by the Company’s Board of Directors
on July 27, 2016.

2. Summary of significant accounting policies

The principal accounting policies applied in the preparation of interim financial statements are set out below.
These policies have been consistently applied to all periods presented, unless otherwise stated.

2.1 Basis of preparation

The accompanying interim financial statements have been prepared under the historical cost convention on the
accrual basis of accounting and in compliance with the Standard of Accounting for Interim Financial Reporting
issued by the Saudi Organization for Certified Public Accountants. Significant accounting policies adopted by
the Company for preparing such interim financial statements are consistent with the accounting policies
described in the 2015 annual audited financial statements of the Company.

The interim financial statements for the three-month and six-month periods ended June 30, 2016 have been
prepared in accordance with SOCPA’s Standard of Accounting for Interim Financial Reporting, on the basis of
integrated periods, which views each interim period as an integral part of the financial year. Accordingly,
revenues, gains, expenses and losses of the period are recognized during the period. The accompanying interim
financial statements include all adjustments comprising mainly of normal recurring accruals considered
necessary by the Company’s management to present fairly the statements of the financial position, results of
operations and cash flows. The interim results of the operations for the three-month and six-month periods
ended June 30, 2016 may not represent a proper indication for the annual results of operations. These interim
financial statements and notes should be read in conjunction with the annual audited financial statements and
the related notes for the year ended December 31, 2015.

2.2 Critical accounting estimates and judgments

The preparation of interim financial statements in conformity with generally accepted accounting principles
requires the use of certain critical estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the reporting date and the reported amounts of
revenues and expenses during the reporting period. Estimates and judgments are continually evaluated and are
based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The Company makes estimates and assumptions concerning the future.
The resulting accounting estimates will, by definition, seldom equal the related actual results.

2.3 Foreign currency translations

(a) Reporting currency

These interim financial statements are presented in Saudi Riyals which is the reporting currency of the
Company.

(b) Transactions and balances

Foreign currency transactions are translated into Saudi Riyals at the exchange rates prevailing at the dates of
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and
from the translation of monetary assets and liabilities denominated in foreign currencies at period end exchange
rates are recognized in the income statement. Net amount of such foreign exchange gains and losses for the
three-month and six-month periods ended June 30, 2016 and 2015 were not significant.
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2.4 Cash and cash equivalents

Cash and cash equivalents include cash in hand and with banks and other short-term highly liquid investments
with maturities of three-months or less from the purchase date.

2.5 Accounts receivable

Accounts receivable are carried at original invoice amount less provision for doubtful debts. A provision against
doubtful debts is established when there is objective evidence that the Company will not be able to collect all
amounts due according to the original terms of the receivables. Such provisions are charged to the income
statement and reported under “General and administrative expenses”. When account receivable is uncollectible,
it is written-off against the provision for doubtful debts. Any subsequent recoveries of amounts previously written-
off are credited against “General and administrative expenses” in the income statement.

2.6 Inventories

Inventories are stated at the lower of cost or net realizable value and net of provision for slow moving and
obsolete items.

Cost is determined using weighted average method. The cost of finished products include the cost of raw
materials, labor and production overheads.

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

Provision for slow-moving and obsolete inventory is made considering various factors including age of the
inventory items, historic usage, expected utilization in future and evaluation from the internal technical teams.

2.7 Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation, except for capital work-in-
progress which is carried at cost. Depreciation is charged to the income statement, using the straight-line
method, to allocate the costs of the related assets to their residual values over the following estimated useful
lives.

Number of years

 Buildings and leasehold improvements 5 - 33

 Plant, machinery and equipment 10 - 20

 Furniture, fixtures and office equipment 7 - 10

 Vehicles 4

Gains and losses on disposals are determined by comparing sale proceeds with carrying amount and are
included in the income statement.

Maintenance and normal repairs which do not materially extend the estimated useful life of an asset are charged
to the income statement as and when incurred. Major renewals and improvements for betterments, if any, are
capitalized and the assets so replaced are retired.

Planned turnaround costs are deferred and depreciated over the period until the date of the next planned
turnaround. Should an unexpected turnaround occur prior to the previously envisaged date of planned
turnaround, then the previously undepreciated deferred costs are immediately expensed and the new
turnaround costs are depreciated over the period likely to benefit from such costs.

Capital spare parts that are considered essential to ensure continuous plant operation are classified under
property, plant and equipment, and are depreciated using the straight-line method using depreciation rates
relevant to the corresponding plant and equipment. Spare parts are capitalized if they are not readily available
in the market or unavailable, and their manufacturing requires an extended time to complete.
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2.8 Intangible assets

Intangible assets represent costs related to the purchase of computer software and payment to acquire
contractual rights to use the pipeline owned by third party for the supply of raw material. Such assets are
amortized over the useful lives as follows:

Number of years

 Computer software 4 - 8

 Payment to acquire contractual rights of pipeline 20

2.9 Impairment of non-financial assets

Non-financials assets (other than goodwill) are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. Goodwill, if any, is reviewed for
impairment at the end of the reporting period. An impairment loss is recognized for the amount by which the
carrying amount of the asset exceeds its recoverable amount which is the higher of an asset’s fair value less
cost to sell and value in use. For the purpose of assessing impairment, assets are grouped at lowest levels for
which there are separately identifiable (cash-generating units). Non-financial assets that suffered impairment
are reviewed for possible reversal of impairment at each reporting date. Where an impairment loss subsequently
reverses, the carrying amount of the asset or cash-generating unit is increased to the revised estimate of its
recoverable amount, but the increased carrying amount should not exceed the carrying amount that would have
been determined, had no impairment loss been recognized for the assets or cash-generating unit in prior years.
A reversal of an impairment loss is recognized as income immediately in the income statement. Impairment
losses on goodwill are not reversible.

2.10 Borrowings

Borrowings are recognized at the proceeds received net of transaction cost incurred. Borrowings are
subsequently carried at amortized cost. Any differences between the proceeds (net of transaction costs) and
the redemption value is recognized in the income statement over the period using effective interest method.
Borrowing costs that are directly attributable to the acquisition, construction or production of qualifying assets
are capitalized as part of those assets until such time as the assets are ready for their intended use. Other
borrowing costs are charged to the income statement.

2.11 Accounts payable and accruals

Liabilities are recognized for amounts to be paid for goods and services received, whether or not billed to the
Company.

2.12 Provisions

Provisions are recognized when the Company has a present legal or constructive obligation as a result of a past
event; it is probable that an outflow of resources will be required to settle the obligation; and the amount can be
reliably estimated.

2.13 Zakat and taxes

The Company is subject to zakat in accordance with the regulations of the Department of Zakat and Income
Taxes (the “DZIT”). Provision for zakat for the Company is charged to the income statement. Additional amounts
payable, if any, at the finalization of assessments are accounted for when such amounts are determined.

The Company withholds tax on certain transactions with non-resident parties in the Kingdom of Saudi Arabia as
required under the Saudi Arabian Income Tax Law.

2.14 Employee termination benefits

Employee termination benefits required by Saudi Labor and Workman Law are accrued by the Company and are
charged to the income statement. The liability is calculated at the current value of the vested benefits to which the
employee is entitled, should the employee leave at the balance sheet date. Termination payments are based on
employees’ final salaries and allowances and their cumulative years of service, as stated in the laws of Saudi
Arabia.
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2.15 Revenue

Revenues from third parties are recorded at the time of delivery of the products. Certain product are sold to third
parties (the “Marketers”) under the marketing agreements. Upon delivery of the products to the Marketers, sales
are recorded at provisional selling prices which are later adjusted based on actual selling prices received by the
Marketers from third parties, after deducting costs of shipping, distribution and marketing. Adjustments are
recorded as they become known to the Company.

2.16 Selling, distribution and general and administrative expenses

Selling, distribution and general and administrative expenses include direct and indirect costs not specifically
part of production costs as required under generally accepted accounting principles. Allocations between selling,
general and administrative expenses and production costs, when required, are made on a consistent basis.
Selling expenses are primarily for freight and storage of the Company’s products.

2.17 Statutory reserve

In accordance with the Regulations for Companies in the Kingdom of Saudi Arabia, the Company transfers 10%
of the net income for the year to a statutory reserve until such reserve equal 30% of its share capital. Such
allocation is made at the end of the fiscal year. This reserve currently is not available for distribution to the
shareholders of the Company.

.
2.18 Operating leases

Rental expenses under operating leases are charged to the income statement over the period of the respective
lease.

2.19 Insurance recoveries

Insurance recoveries are recognized as an asset when it is virtually certain that an inflow of economic benefits
will arise to the Company with the corresponding impact to the income statement of the period in which the
recoveries become virtually certain.

2.20 Segment reporting

(a) Business segment

A business segment is group of assets, operations or entities:

(i) engaged in revenue producing activities;
(ii) results of its operations are continuously analyzed by management in order to make decisions related to

resource allocation and performance assessment; and
(iii) financial information is separately available.

The Company is primarily engaged in manufacturing of petrochemicals and related products which is viewed by
management as one business segment.

(b) Geographical segment

A geographical segment is group of assets, operations or entities engaged in revenue producing activities within
a particular economic environment that are subject to risks and returns different from those operating in other
economic environments.

The Company’s operations are conducted principally in Saudi Arabia.
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3 Long-term borrowings

June 30, 2016 June 30, 2015

(Unaudited) (Unaudited)

Saudi Industrial Development Fund (“SIDF”) 385,000,000 385,000,000

Project Murabaha Facility 267,685,000 352,245,000

Working Capital Murabaha Facility 369,300,000 45,000,000

1,021,985,000 782,245,000

Less: unamortized transaction costs (24,307,797) (17,338,989)

997,677,203 764,906,011

Long-term borrowings are presented as follows:

Current maturity under current liabilities 45,565,740 222,976,505

Long-term borrowings 952,111,463 541,929,506

997,677,203 764,906,011

Movements in unamortized transaction costs are as follows:

2016 2015

(Unaudited) (Unaudited)

January 1 14,608,242 20,069,737

Additions 12,430,303 -

Less: amortization (2,730,748) (2,730,748)

June 30 24,307,797 17,338,989

Related to:

Current maturity shown under current liabilities 4,434,260 5,461,495

Shown under long-term borrowings 19,873,537 11,877,494

24,307,797 17,338,989

The above borrowings bear financial charges at prevailing market rates based on Saudi interbank offered rates.
The covenants of the borrowing facilities require the Company to maintain certain level of financial conditions,
limiting the dividends distribution and annual capital expenditure above certain limits. The carrying values of the
long-term borrowings are denominated in Saudi Riyals.

During the six-month period ended June 30, 2016, the Company has restructured its short-term and long-term
borrowings and finalized the restructuring agreements with its lender institutions. The aggregate maturities of
these loans, based on their respective revised repayment schedules, are now spread in 2017 through 2022.

4 Loss per share

Loss per share for the three-month and six-month periods ended June 30, 2016 and 2015 has been computed
by dividing the loss from operations and net loss for such periods by weighted average number of 120.6 million
shares outstanding during such periods.
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5 Other, net

For the three-month periods
ended June 30,

For the six-month periods
ended June 30,

2016 2015 2016 2015

(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Insurance recoveries 28,461,613 - 28,461,613 -
Property, plant and equipment

written-off - (6,303,212) - (6,303,212)

Other 232,892 769,142 175,027 84,782

28,694,505 (5,534,070) 28,636,640 (6,218,430)

During the three-month period ended June 30, 2016, the Company has recorded insurance recoveries of Saudi
Riyals 28.5 million against a claim related to a fire incident that occurred at the Company's plant site in 2014.
The insurance company has accepted the claim and has paid Saudi Riyals 10.0 million of such claim in cash
and confirmed that the remaining amount will be paid in due course which is recorded by the Company as a
receivable and is included under “Prepayments and other receivable” as of June 30, 2016.

6 Reclassifications

Following 2015 comparative financial information have been reclassified to conform to 2016 presentation:

Balance sheet as of June 30, 2015

Balance as
previously reported Reclassification

Balance after
reclassification

(Unaudited) (Unaudited) (Unaudited)

Property, plant and equipment* 2,117,557,472 7,694,464 2,125,251,936

Inventories* 179,624,139 (17,722,543) 161,901,596

Intangible assets 11,812,500 10,028,079 21,840,579

Income statement for the three-month period ended June 30, 2015

Previously
reported Reclassification

After
reclassification

(Unaudited) (Unaudited) (Unaudited)

Cost of sales* 171,622,594 (1,221,195) 170,401,399

Selling and distribution expenses 19,205,040 1,221,195 20,426,235

Income statement for the six-month period ended June 30, 2015

Previously
reported Reclassification

After
reclassification

(Unaudited) (Unaudited) (Unaudited)

Cost of sales* 344,465,134 (3,192,676) 341,272,458

Selling and distribution expenses 35,702,661 3,192,676 38,895,337

*See Note 7 in relation to restated amounts.
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7 Restatement of comparative figures

During the six-month period ended June 30, 2016, the Company has restated the comparative financial
information for the three-month and six-month periods ended June 30, 2015 and as of that date to restate certain
items of property, plant and equipment which were earlier classified as inventories and recording of related
depreciation of such items. The consequential impact on the relevant accounts is summarized as follows:

Balance sheet

Balance as of
January 1, 2015

before restatement Restatement

Balance as of
January 1, 2015

after restatement

(Unaudited) (Unaudited) (Unaudited)

Retained earnings 218,303,635 (1,861,215) 216,442,420

Balance as of
June 30, 2015

before restatement Restatement

Balance as of
June 30, 2015

after restatement

(Unaudited) (Unaudited) (Unaudited)

Property, plant and equipment 2,125,251,936 7,249,095 2,132,501,031

Inventories 161,901,596 (9,384,870) 152,516,726

Retained earnings 181,890,778 (2,135,775) 179,755,003

Income statement

Three-month period
ended June 30, 2015

before restatement Restatement

Three-month period
ended June 30, 2015

after restatement

(Unaudited) (Unaudited) (Unaudited)

Cost of sales 170,401,399 137,280 170,538,679

Loss from operations 6,797,080 137,280 6,934,360

Net loss for the period 21,410,900 137,280 21,548,180

Loss per share (Saudi Riyals):

Loss from operations (0.06) - (0.06)

Net loss for the period (0.18) - (0.18)

Six-month period
ended June 30, 2015

before restatement Restatement

Six-month period
ended June 30, 2015

after restatement

(Unaudited) (Unaudited) (Unaudited)

Cost of sales 341,272,458 274,560 341,547,018

Loss from operations 13,060,431 274,560 13,334,991

Net loss for the period 36,412,857 274,560 36,687,417

Loss per share (Saudi Riyals):

Loss from operations (0.11) - (0.11)

Net loss for the period (0.30) - (0.30)
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8 Contingencies and commitments

(i) At June 30, 2016, the Company was contingently liable for bank guarantees and letter of credit in the
normal course of business amounting to Saudi Riyals 64.4 million and Saudi Riyals 0.6 million,
respectively (2015: Saudi Riyals 56.9 million and Saudi Riyals 3.3 million).

(ii) The capital expenditure contracted by the Company but not incurred till June 30, 2016 was approximately
Saudi Riyals 9.7 million.


