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INDEPENDENT AUDITOR’S REPORT
To the shareholders of
Saudi Cement Company — Joint Stock Company
Dammam — Kingdom of Saudi Arabia

Opinion
— We have audited the financial statements of Saudi Cement Company (a Saudi Joint Stock Company) (*the
Company™) which comprise the statement of financial position as at 31 December, 2018 and the statement of
income and other comprehensive income, statement of changes in equity and statement of cash flows for the

year then ended, and notes to the financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial

_ position of the Company as at 31 December, 2018 and its financial performance and its cash flows for the

' year then ended in accordance with International Financial Reporting Standards (“IFRS™) endorsed in the

— Kingdom of Saudi Arabia and other standards and pronouncements issued by Saudi Organization for
Certified Public Accountants (“SOCPA™).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) endorsed in the
Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the
Company in accordance with the professional code of conduct and ethics that are endorsed in the Kingdom
of Saudi Arabia that are relevant to our audit of the financial statements, and we have fulfilled our other
= ethical responsibilities in accordance with its requirements. We believe that the audit evidence we have

obtained is sufficient and appropriate to provide a basis for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the financial statements for the year ended 31 December, 2018. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. The key audit matters are as follows:

- Existence and valuation of inventories |

Refer to note 6 for the accounting policy and note 9 for the related disclosures.

= Key audit matter How the matter was addressed in our audit

The inventory of the Company mainly | Our audit procedures to assess the existence and
comprises Clinker, Bauxite, limestone, and | valuation of inventory included the following:
gypsum, which are stored in stockpiles. As the - attended physical inventory counts

weighing of these inventories is not practicable, performed by the Company;

management appoints external surveyor to | . assessed management’s measurements of stockpiles
assess the reasonableness of the quantities on during the physical count and reviewing the

— hand _b}’ obtaining measurements of the | conversion volumes and density to total weight and
stockpiles and converting these measurements to | then to value:

- unit of volumes by using angle of repose and
bulk density.

- obtained and reviewed the inventory count report of
management’s external surveyor on sample basis;
- Reviewed the cost and net realizable value of

Due to the significance of inventory balances inventory on sample basis.

and related estimations involved, this is
considered as a key audit matter.
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Revenue recognition and implementation of IFRS 15 “Revenue from contracts with customers”

Refer to note 6 for the accounting policy and note 18 for related disclosures

Key audit matter

How the matter was addressed in our audit

The Company adopted IFRS 15”Revenue from
contracts with customers™ with effect from 1
January 2018  which  superseded the
requirements of IAS 18 “Revenue”.

Management performed a detailed analysis of
each type of revenue contract to identify
differences between the requirements of the two
standards, identify the changes required to be
made to existing accounting policies, disclosures
and transition adjustments.

Our audit procedures to assess the recognition of
revenue included the following:

- Reviewed management’s detailed analysis of its
revenue recognition as per IFRS 15 and the related
impacts on the Company;

- inspected customer contracts, on a sample basis, to
identify terms and conditions relating to the transfer
of control of the products sold and assessed the
Company’s timing of recognition of revenue with

reference to the requirements of IFRS 15;
We identified the recognition of revenue as per

requirements of IFRS 15 as a key audit matter
because revenue is one of the key performance
indicators of the Company and the application
of IFRS 15 may require judgments and the use
of significant assumptions by the management.

- Tested a sample of products sold for the proper
application of revenue recognition policy:

- Reviewed the adequacy of Company’s disclosure
included in the accompanying financial statements
in relation to the implementation of IFRS 15.

Other information

Management is responsible for the other information. The other information comprises the information
included in the annual report of the Company but does not include the financial statements and our
auditor’s report thereon. Our opinion on the financial statements does not cover the other information and
we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
when it becomes available and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise appears to
be materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to communicate the matter to those charged with
governance.

Responsibilities of management and Those Charged with Governance (“TCWG?”) for the financial
statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with IFRS endorsed in the Kingdom of Saudi Arabia, other standards and pronouncements
endorsed by SOCPA and Regulations of Companies requirements, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.
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Those Charged with Governance are responsible for overseeing the Company’s financial reporting process.
Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with International Standards on Auditing that are endorsed in the Kingdom of Saudi Arabia, will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are

considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing that are endorsed in the
Kingdom of Saudi Arabia, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

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

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

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Company to express an opinion on the financial statements. We are responsible for the
direction, supervision and performance of the Company audit. We remain solely responsible for our audit
opinion.
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We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in

internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse consequences of doing so
would reasonably be expected to outweigh the public interest benefits of such communication.

For Dr. Mohamed Al-Amri & Co.
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Saudi Cement Company
(Saudi Joint Stock Company)

STATEMENT OF FINANCIAL POSITION

As at 31 December 2018

ASSETS

Non-current assets

Property, plant and equipment
Investments in associates
Total non-current assets

Current assets

Inventories

Trade receivables

Prepayments and other receivables
Cash and cash equivalents

Total current assets

TOTAL ASSETS

EQUITY AND LIABILITIES
Equity

Share capital

Statutory reserve

General reserve

Retained earnings

Total equity

LIABILITIES
Non-current liabilities
Employees’ benefits

Current liabilities

Islamic financing

Trade payables

Dividend payable

Accruals and other payables

Provision for zakat
Total current liabilities

TOTAL LIABILITIES

TOTAL EQUITY AND LIABILITIES

| Gait

Designated Member / CEO

Note

10
1

13

14

15

16
17
21

2018 2017
SR '000 SR '000
2,612,392 2,739,808
56,909 59,838
2,669,301 2,799,646
810,439 741,454
310,465 237,283
67,428 37,509
69,556 119,876
1,257,888 1,136,122
3,927,189 3,935,768
1,530,000 1,530,000
459,000 459,000
798,143 888,867
2,787,143 2,877,867
74,615 78,919
620,000 550,000
79,811 91,744
219,183 196,601
130,498 107,558
15,939 33,079
1,065,431 978,982
1,140,046 1,057,901
3,927,189 3,935,768

The accompanying notes from 1 to 30 form integral part of these financial statements.




Saudi Cement Company
(Saudi Joint Stock Company)

STATEMENT OF INCOME AND OTHER COMPREHENSIVE INCOME

For the Year ended 31 December 2018

Sales

Cost of sales
GROSS PROFIT

Selling and distribution expenses
General and administrative expenses
OPERATING PROFIT

Other income

Share in net results of associates
Islamic financing charges
INCOME BEFORE ZAKAT

Zakat
NET INCOME FOR THE YEAR

Other comprehensive income
Item that will not be reclassified to profit or loss
Re-measurement gain / (loss) on defined benefit plan

TOTAL COMPREHENSIVE INCOME

Earnings per share (Saudi Riyals)

Basic and diluted earnings per share attributable
to the equity holders of the Company

(i

esignated Member / CEO

Note

18

19
20

21

14

22

2018 2017
SR 000 SR '000
1,119,564 1,184,531
(581,572) (615,733)
537,992 568,798
(60,410) (28,013)
(60,779) (67,266)
416,803 473,519
9,142 3,042
(602) 1,347
(20,663) (12,913)
404,680 464,995
(4,170) (11,546)
400,510 453,449
6,016 (159)
406,526 453,290
2.62 2.06

Finance Manager

LX/Z>/LW\

The accompanying notes from 1 to 30 form integral part of these financial statements.




Saudi Cement Company
(Saudi Joint Stock Company)

STATEMENT OF CHANGES IN EQUITY

For the Year ended 31 December 2018

Balance at 1 January 2017

Net income for the year

Other comprehensive income
Total comprehensive income
Transferred to retained earnings
Dividend (note 16)

Balance at 31 December 2017

Balance as at 01 January 2018
Net income for the year

Other comprehensive income
Total comprehensive income
Dividend (note 16)

Balance at 31 December 2018

!
pr LY,

Designated Member / CEQ

Share capital Statutory reserve  Retained earnings Total
SR '000 SR '000 SR'000 SR '000
1,530,000 765,000 894,577 3,189,577
2 - 453,449 453,449

4 - (159) (159)

- - 453,290 453,290

- (306,000) 306,000 -

- - (765,000) (765,000)
1,530,000 459,000 888,867 2,877,867
1,530,000 459,000 888,867 2,877,867

- - 400,510 400,510

- " 6,016 6,01 GJ

- - 406,526 406,526

- - (497,250) (497,250)
1,530,000 459,000 798,143 2,787,143

The accompanying notes from 1 to 30 form integral part of these financial statements.




Saudi Cement Company
(Saudi Joint Stock Company)

STATEMENT OF CASH FLOWS

For the year ended 31 December 2018

CASH FLOWS FROM OPERATING ACTIVITIES
Income before zakat

Adjustment to reconcile income before zakat to net cash

generated by operating activities:

Depreciation of property, plant and equipment
Gain on disposal of property, plant and equipment
Share in net results of associates

Employees’ benefits, net
Islamic financial charges

Working capital changes:
Inventories

Trade receivables

Prepayments and other receivables
Trade payables

Accruals and other payables

Islamic financial charges paid
Zakat paid

Net cash generated from operating activities
CASH FLOWS FROM INVESTING ACTIVITIES

Additions to property, plant and equipment
Proceeds from disposal of property, plant and equipment

Dividend received from associates
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net movements in islamic financing

Dividend paid

Net cash used in financing activities

Net change in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

) gnated Member / CEO

2018 2017
SR '000 SR '000
404,680 464,995
200,959 208,281

(497) (84)
602 (1,347)
1,712 (8.691)
20,663 12,913
628.119 676.067
(68,985) (18,310)
(73,182) 22,074
(29,919) 2,630
(11,933) (12,214)
45,522 (38,892)

(138,497) (44.712)
(20,663) (12,913)
(21,310) (15,661)
447,649 602,781
(73,552) (53,425)

506 91
2,327 1,609
(70,719) (51,725)
70,000 150,000

(497,250) (765,000)

(427,250) (615,000)
(50,320) (63,944)
119,876 183,820

69,556 119,876

o~

ents.

Finance Manager
Z (G

L 2o

The accompanying notes from 1 to 30 form integral part of these financial statem
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Saudi-Cement Company
{Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

Forthe year ended 31 December 2018
1 Corporate information

Saudi Cement Company ("the Company") is & Saudi Joint Stock: Company incorporated under Royal
Decree number 6/6/10/726 dated 8 Rabi" Il 1375 H (corresponding to 23 Novembei 1955) and registered
in the Kingdom of Saudi Arabia, in the city of Dammam under Commercial Registration number
2050000802 dated 6 Dhul Qaidah 1377 H (corresponding to- 24 May 1958). The Company is engagéd in
manufacturmg and selllng cement and its related products.

The Company obtained under the Royal Decree number 10/6/6/8500 dated 26 Rajab 137CH.
corresponding to 3 May 1951) the right of the mining concession for the extraction of limestone, gypsum
and clay and all the necessary materials for the manufacture of cement in Al Hassa for 30 years period.

Thereafiér, the Company obtained the licenses for the existing quarries under the Royal Decree number
/11 dated 29/04/1405H (correspondmg to 22/01/1985) which gives:-mining concession forthe extraction:
of limestorie; gypsum and clay and all the necessary materials for the manufacture of cement-for 30 years
petriod. In the year 1985, a Saudi Bahraini Company obtained the right of the ‘mining concession for the

‘extraction of limestone, gypsum and clay under the Royal Decrge number M/12 dated 29/04/1405H
{corresponding to 22/01/1985) which was merged with the Saudi Cement. Company in 1990. Accordingly,
. the Ministry of Petroleum and Miheral Resources resolved on 04/01/1412H (corresponding to 15/07/1991)
to transfer all quarries -and refated licenses: of Saudi Bahraini Company to the Saudi.Cement Company.

Currently, the Company has obtained the consent of all the concerned parties, with regards to the
renewal of the rights of mining concession and the rénewal process for another peried is in place.

'2 Basis of preparation

‘2.1 Statement of compliance

These financial statements have been prepared in accordance with IFRS. as endorsed in the Kingdom of

‘Saudi Arabia and other standards and pronouncements that are issued by the Saudi Organization for-
‘Certified Publlc Accountants ("SOCPA”) (cdilectively referred to as "IFRS as endorsed in KSA?).

2.2 Basis of measurement

These financial statements are prepared under the historical cost convention, using the accruals basis of

-accounting, except for certain employees’ benefits which are measured at present value.

All values are rounded to the nearest thousand (SR ‘000), except when otherwise indicated,

2.3 Functional and presentation currency

These financial statements are presented in Saudi Riyals (SR) which is also the functional currency of the
Company.

10
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Saudi Cement Company
{Saudi Joint Stock Company}

NOTES TO THE FINANCIAL STATEMENTS

For the year'ended 31 December 2018’

3 Significant accounting estimates, assumptions and judgments

The preparation of the Company's financial statements requires management to make judgments,
estimates-and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities,
and the disclosure of contingent liabilities, at the reporting date. Howéver, uhcertainty about these
gssumptions and estimates could result in outcomes. that could require a material adjustment to the
carrying amaunt of the asset or liability affected in: the future. These estimates and assumptions are
based upon experience and various other factors that are believed to be reasonable under the
circumstances and -are- used 10 judge the carrying values of assets and liabilities that are not readily
apparent from other sources. The éstimates and underlying assumptions are reviewed on an ongoing
basis.- Revisions to accounting estimates are recognized in the period in which the estimates are revised
or in the revision period and future periods if ‘the changed estimates affect both current and future:
pericds.

31  Key sources of estimation uncertainty

The key assumptions. coneerning the. future and other key sources of estimation uncertainty at the
reporting date, that have a significant risk of causing a material carrying amounts of ‘assets and liabilities

‘within the financial year include:

» Useful lives of property, plant-and equipment

» Impairment test of non-financial assets

» Provisions.

» Long-term assumptions for employees’ benefits

3.2 Critical judgments in applying accounting standards

The following critical judgmeénts have. the most significant effect on the amounts recognized in the
financial statements:

» Compenent parts of property, plant and eguipment:

e Cash generating unit{CGU)

+ Decommissioning and restoration costs

11




Saudi Cement Cornpany
{Saudi Joint Stock Cornpany)

NOTES TO THE FINANGIAL STATEMENTS
“For the year ended 31 December 2018

4 Standards issued but not yet effective
4.1 IFRS 16 Leases

The International Accounting -S_t_a_ndard Board (I1ASB) has issued & new standard for the’ recognition. of
leases. This standard will replace:

IAS 17 - "Leases” ("IAS 1'7'"__) _

IFRIC 4 - "Whether an arrangement contains a lease"

SIC 15 - "Operating leases - Incentives”

SIC 27 - "Evaluating the substance of transactions involving the legal form of a lease”

Under IAS 17, lessees are required to make a distinction between a finance lease (on batance sheet). and
an operating lease (off balance sheet). IFRS 16 "Leases' ("IFRS 16"} will require lessees to recognize a
lease liability reflecting future lease payments and a 'right-of-use asset' for all lease contracts apart from
an optional exemption for certain short:term leases and low value assets. In addition, under the new
lease standard, a contract is, or contains, a lease if the contract conveys the right to control the use of an
identified asset for a-period of time in exchange for consideration.

‘The Company will adopt IFRS 16 'Leases’ ("IFRS 16") from its mandatory adoption date of 1 January

2019, by applying the modified simplified transition approach’ as permitted under the specific transition
provisions in the standard. As a result, comparatives for the 2018 financial year will.not be restated. The
Company has not used the practical expedient of applying IFRS. 16 to only those contracts that were:
previously identified as leases under IAS 17 ‘Leases'. '

On adoption of IFRS 18, the Company will recagnize lease liabilities and associated right-of-use assets in
relation to contracts that have been concluded as leases under the principles of IFRS 16. The liabilities

'will be measured at the: present value of the remaining lease payments, discounted using the Company's
incremental borrowing rate as of 1 January 2019. The associated rights-of-use dssets will be measured at

the amount.equal to fhe lease liabii_ity, adjusted by the amount of any prepaid &r accrued lease payments
refating to that lease recognised in.the statement of financial position as at 31 December 2018

A preliminary assessment indicates that there would be no material impact of the adoption of the said
standard on the financial statements of the Company.

4.2 Other amendmients and interpretations

There other amendments. and interpretations which were issued but not yet ef_f_e‘_c_:tii:e.- Thesd are not
disclosed in these financial statements as the: management has not considered these relevant to the
Company's operations.

5 Changes in accounting policies
From 01 January 2018, the Company has adopted International Financial Reporting Standard 9 *Financial

Instruments’ (“IFRS 97) and IFRS 15 'Revenue from Contracts with -Customers’ (IFRS 15"). The
Company. has not early adopted any new-standard, interpretation or amendment that have been issued

‘but which are not yet effective. The nature and the impacts are elaborated below:

a. IFRS 9 - Financial Instrumerits

In" July 2014, the IASB issued the final version of IFRS 9 Finahcial Instruments that replaces 1AS .39,
Financial Instruments: Recognition and Measurement and all previous versions of IFRS 9. IFRS @ brings
together all three aspects of the accounting for financial instruments project: classification and
measurement and impairment. The standard was endorsed: by SOCPA without any modification.

12
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Saudi- Cement Compariy
(Saudi Joint Stock Company}

NOTES TO THE FINANGCIAL STATEMENTS

For the year ended 31 December.2018
5 Changes in accounting policies (continued)

The ‘Company has complied with the requirements of IFRS @ in preparation of these financial statements.
The impacts of adopting IFRS 9 on the Comipany are as follows:

» Classification arid measurement. IFRS 9 establishes a principles-based approach fo determining
whether a financial asset should be measured at amoitized cost or fair value, based on the cash flow
characteristics of the asset and the business model in which the asset is held. The' Company concluded.
that the classification and measurement basis for its financial assets remains unchanged under this
model.

< Impairment: Based on the Company’s assessment, the introduction, of '__t_'_he-“expected:_cre_dit toss” model
for the assessment of impairment of financial assets held at amortized cost is- not expected to have a
matérial impact oni the Company’s results, given the low exposure to counterparty default risk as a result
of thé credit risk management processes that are in place,

For accounting policies, refer note 6.
b. IFRS 15 - Revenue from contracts with custoiners

The IASB has issued a new standard for the recognition of revente. This has replaced IAS 18 that
covered contracts for goods and services and IAS 11 that covered construction contracts. The riew.
standard is based on the principle that revenue is recognised when control of a good or service transfers.
to a customer - so the: nation-of control replaces. the existing notion of risks and rewards. The standard
permits a modified retrospective approach for the adopt!on The standard was endorsed by SOCPA
without any modification.

‘The Company has adopted this.standard with effect from 01 January 2018. There are no material impacts

of adoption of the said IFRS on the Company’s financial statements. For accounting policy, refer note 6.
6. Summary of significant accounting policies
Property, plant and equipment

Property, plant-and equipment are stated -at cost, net of accumulated depreciation -and accumulated

impairment losses, if any, Such costs includes the cost of replacing part of the property, plant and

equipment and borrowing costs for long-term construction projects (qualifying .assets), if the recognitior
criteria are met. Where such assets are constructed in-house, their cost includes all amounts necessary-

to bring the assetto the present condition and location t6 be ready for intended use by management and
excludes alt costs such as general and administrative expenses and training costs. Any feasibility study
costs are expensed as incurred unless they relate to specifically identifiable asset being constructed in-

house and are directly attributable to it. Pre-operating costs during startup period net of proceeds from’
sale of trial production, are included -as part of cost of the relevant item of property, plant and equipment,

provided it is a directly attributable cost-which meets the recognition-criteria, and only up to the. point the
asset is in'a condition ready for intended use.

When parts of property, plant and equipment are significant in cost in comparison to the tofal cost of the
item, and where such’ parts/components- have a useful life different than other parts and are required to

be replaced at different infervals, the. Company shall recognize such parts as individual assets with

specific: useful lives and depreclate them accordingly. Likewise, when a major inspection is performed, its'
directly attributable cost is recognized in the camying amount of the property, plant and equipment if the
recognition criteria are satisfied. All other repair and malntenance costs are recognized in the statement

:of income and other comprehénsive income as incurred.

I3
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Saudi Cement Company
{Saudi Joint Steck Company;)

NOTES TO THE FINANCIAL STATEMENTS

‘For the year ended 31 December 2018
6 Summary of significant accounting policies (continued)
Property, plant and equipment (continued)

The present value of the expected cost for the decommissioning of an asset 'after-its-_use is included in the
cost of the respective asset if the recognition criteria for a provision are metf. The Company will
periodically assess the expectation and estimation for the.decommissioning liability.

Environment, health, safety and security (EHS&S) related expenditures, including contamination
treatment costs; are capitalized if they meet the recognition criteria, mainly, that such costs are required
by prevailing applicable legislation and are required fo continue the licénse to operate or is imposed by
the Company’s own mandatory requirements relating to EHS&S. These are capitalized together with the

cost of the relevant item of property, plant and equipment to which they relate.

Depreciation is calculated from the date the item of property; plant and -equipment are available for its
intended use or in respect of self-constructed assets; from the date such asscts are ready for the
intended use.

Depreciation is calculated on.a straight-line basis over the. useful life of the asset as follows:

Buildings and civil works 13 to 33 years.
Plant and equipment . 3 1o 30 years
Tools and fransportation equipment 410 10 years
Furniture; fixtures and office equipment 410 10 years

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

Land and assets under construction, which are not ready for its infended use, are not depreciated.

An item of property, jplant and equipment and any significant part initially-recognized is derécognized

‘upon disposal or when no future economic benefits are expected from its use. Any gain orfoss arising on

de-recognition of the asset (calculated as the difference between the net disposal proceeds and the:

‘carrying amount of the-asset) is included in the statement of income and other comprehensive incomie.

An asset’s carrying amount is written down immediately to its récoverable amount if the asset's carrying
amount is greater than its estimated recoverable amount.

Associates

Associates are. entities over which the Company has significant influence, Significant influence is the
power to participate in the financial ard operating policy decisions of the investee, but is not control or
joint control over those policies. This is. generally the case where the Company holds between 20% and
50%. of the voting rights. '

Equity method of accounting is used for the investment in -associates. Under the equity method of
accounting, the investments are- initially recognized at cost and adjusted thereafter to recognize the
Company’s:share of the post-acquisition. profits or losses of the investeg in the statement of income; and
the Company's share of movements in other comprehensive income (OCI) of the investeée in other
cemprehensive income,

Dividends received or receivable from -associate. are recognized as a reduction in the carrying amournit of
the investment.

When the Company’s share of losses in an equity-accounted investment equals or exceeds its 'interest- in
the entity, including any other unsecured long-term receivables, the Company does not recognize further
losses, unless it has incurred obligations or made payments on behalf of the associate.
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Saudi Cement Company
(Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
Forthe year ended 31 December 2018

6 Summary of significant accounting policies {continued)
Associates _(continued)_

Unrealized gains on fransactions between the Comparny and its associates are eliminated to the extent of
the Company’s interest in the associates. Unrealized. losses arealso eliminated unless the transaction
provides evidence of an impairment of the asset transferred.

After application of the equity method, the Company determines whether it is necessary to recognize an
Impairment. loss on its investment in its associate. At each reporting date, the Company determines
whether there is ‘objective evidence that the investment in the associate is impaired. If there is such
evidence, the Company calculates the amount of impairment as the difference between the recoverable
amount of the associate and its carrying value, then recognizes the loss as ‘Share in nét result of

associates’ in the statement of income and other comprehensive income.

Impairment of non-financial assets

The Company assesses at each repoiting date whether there is -an indication that an asset may be
impaired. If any indication exisis, or when annual impairment. testing: for an asset is required, the
Company estimates the assets recoverable amount. An assef's recoverable amount is the higher of an
asset's or CGU's fair value less costs to-sell and its value-in-use and is determined for an individual
asset, uriless the asset does not generate cash inflows that are largely independent of those from othér
assets or groups of assats. Where the. carrying amount of an asset or CGU exceeds its recoverable
amount, the asset.or GGU is considered impaired and is written down to its recoverable amount. In
assessing the value-in-use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate {pre-zakat) that reflects. current market assessment of the tima value of money and’
the risks specific to the asset.

The Company's impairment calculation is. based on detailed budgets and forecast calculations which are.
prepared for the Campany as whole, as the Company considered ‘as single CGU. These budgets and
forecast calculations are generally covering a five-year period. For longer pericds, a fang-term growth rate

is calculated and applied to project future cash flows after the budget period.

Impairment Iosses of continuing operations, including impairment on-working capital, i applicable, are
recognized in the statement of income and other comprehensive income in those expense categories:
consistent with the funiction of the impaired asset.

Irrespective. of whether there is any indication. of impairment, the Company ._sha!lﬁ .also test intangible
assets with an indefinite useful life (including goodwill) for impairment on @nnual basis..

For assets other than above, an assessment is made at each financial year-end as to whether there is.

‘any indication that previously recognized impairment losses may no longer exist or may have decreased.

If such: indication exists; the Company estimates the asset's or CGU’s recoverable amount. A previously
recognized. impairment loss is reversed only if there has been a change in the assumptions used to
determine the asset's recoverable amount since the last impairment loss was recognized. This reversal is
limited such that the recoverable amount doesn't exceed what the carrying. amount would have been, net
of depreciation, had no-impairment loss been recognized for the asset in prior years. Such reversalis
recognized in the statement of income and other comprehensive income.
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NOTES TC THE FINANCIAL STATEMENTS

For the year ended 31 Decenibér 2018

6 Summary of significant accounting policiés (continued)

Inventories

Inve_n'toriesi._ including raw materials, finished goods and consumables (sp_ares)"._are'va_liied at the- |_o_wer-of'
cost i.e. historical purchase prices based on the weighted average principle plus directly atiributable costs

{primarily duty and transportation), or the net realizable value.

Inventories of finished goods include cost of materials, labor and an appropriate proportion of variable.
and fixed direct overheads. '

The cost of inventories is assigned by using weighted average cost formula. The Company is using the
same cost formula for all inventories having a similar nature and use o the Gompany. For inventories with
a different nature or use, different cost formulas are used.

Abnormal inventory losses due to quality or other issues and overheads incurred -during unplanned

maintenance / shut down period are excluded from inventory costs. The allocationt of overheads at period:
end for the purpose of inventory valuation are based on the higher of normal capacity or actual productich
for the period. Costs are assigned to.individual items of inventory on the basis of weighted ‘average costs.
Costs of purchased inventory are determined after deducting rebates and discounts. Net realizable value

s the estimated selling price in the qrd_i"nary- course of business, less estimated costs of completion and
the estimated costs necessary ta complete a sale.

Cansumable spare paris

Consumables are ancillary materials which are consu_med in the production.of semi-finished and finished.
products. Consumables may include engineering materials, one-fime packaging materials and. certain

-catalysts.

Spare parts are the interchangeable parts of property, plant and equipment, which are considered to be:

essential to support routine-.ma_intenance, repair and overhaul of plant and equipment or to be used in
emergency situations for repairs. The Company maintains the following different types of spare parts:

* ‘Stand-by equipment ifems acquired together with the plant/production fine or purchased subsequently
but related to a. particular plant or production ine and will rarely be required -are critical to plant
operation and must be available at stand-by at all times. These are capitalized as part of property,
plant and equipment ‘and depreciated from purchase date over a period which ‘is shorter of the
component's useful life or the remaining useful life of tha plant i which it is to be utilized. These do
not form part.of inventory provided capitalization criteria under property; plant and equipment is. met.

¢ Repairable items that are plant/production-line specific with long ilead times and will be replaced and
refurbished frequently (mostly during turnarounds). These are capitalized as part of property, plant
and equipment where the capitalization criteria .are- met. Depreciation is started from day of
installation of these items in the plant; and the depreciation period is the shorter of the useful life of
the ¢omponent and the remaining useful life of the related property, plant.and equipment in which it is
installed. These do not ferm part of inventory.

= General spares and other consumables items which are not of a critical nature and are of a.general
hature, i.e., not plant specific and can be used in multiple plants or production fines and any other
items which may be required at any time for facilitating plant operations. They are generally classified
as 'consumables and spare parts’ under inventory, unless they exceed the capitafisation threshold
and have a useful life of more than one year, under which case they are recorded under property,
plant and equipment. ltems recorded under inventory are subject to assessment for obsolescence.
provision and are charged to the statement of income and other comprehensive upon their installation
or use. Where such items meet critefia for capitalization, their depreciation method is simiilar to
repairable itemns as noted above,
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Saudi Cement Company
{Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

- For the year ended 31 December 2018

6 Su’mmar_y’ of significant accounting policies (continued)

‘Cash and cash equivalents

Cashiand ¢ash equivalents. include bank balances and short:-term deposits with original maturities of
three months or less that are readily convertible to known amounts of cash and which are subject.to an
insignificant risk.of changes in value.

Statutory reserve

In accordance with the Regulations: for Companies in the Kingdorm of Saudi Arahia and the _Co_mpany’-s
Articles of Association, the: Company established a statutory reserve by the appropriation of 10% of net
income until the reserve equaled 30% of the share capital.

Employees’ benefits.

Shori-term obligations

Liabilities for wages and salaries, including non-monetary benefits and ‘accumulating leaves, air farg,
child education allowance, furniture allowance that dre expected to be settled wholly within twelve months
after the end of the period in which the employees render the related service are recogriized in respect. of
employees’ services up to the end of the reporting period anhd are measured at. amounts expected to be
paid when the liabilities: are settled. The liabilities are presented as current employee benefit obligations
in statement of financial position.

Employees’ terminal benefits

The liability or asset recognized in the statement of financial position in respect of the defined end of
service benefit plan is the present value of the defined benefit obligation at the end of the reporting
period. The defined benefit obligation is calculated by independenit actuaries using the projected unit:
credit method.

The net interest cost-is calculated by applying the discount rate to the net balance of the defined end of
service benefit obligation. This cost is included in employee benefit expense in the statement of income-
and other comprehensive income. Re-measurement gains and losses arising from- experience.
adjustmerits and: changes in actvarial assumptions are recognised in the period in which they oceur,
directly in other comprehensive income. Changes in the present value of the defined benefit obligation
resulting from plan amendments or curtailments are. recagnised immediately in statement of income and
other comprehensive income as past service costs.

Emplovees’ saving fund

The Company operates a saving plan-to encourage its employees to make savings in & manner-that will
warrant an increase in their income and contribute to-securing their future according to the established
plan. The saving contributions from the participants are deposited in a separate bank account other than
the Company’s normal operating bank accounts (but not in any separate legal entity). This cash is a
restricted balance and for purpose of presentation in the financial statements, it is offset with the related
liability under-the savings plan and net liability to. employees is reported under the employee benefits
liability..

Trade and other payables

These amounts represent liabiiities for goods and services provided to the Company -prior to the end of
financial year which are unpaid. The amounts-are unsecured and are usually paid within 30 to 60 days of
recognition. Trade and other payables are presented as current liabilities unless payment is-not due
within 12 months after the reporting period. They are recognized initially. at their fair valug and
subsequently measured at amortized cost using the effective interest method.
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NOTES TQ THE FINANCIAL STATEMENTS

For the year ended: 31 December 2018
6 Summary of significant accounting policies (continued)
Provisions

Provisions ‘are recognized when the Company has a present obligation (legal or constructive) as a resuit
of a past event, it is probable that an outflow of resources embodying economic benefits. will be required
1o settle the obligation and a reliable estimate can be made of the amount of the obligation. Whera
‘management of the Company expécts some or all of a provision to be. reimbursed, for exam ple under an
insurance contract, the reimbursement s recognized as a ‘separate asset but only when the
reimbursement is virtually certain. The expense relating to any provision is presented ‘in: statement of
income and other comprehensive income net of any reimbursement. If the effect of the time value of
money is material, provisions are discounted using a current pre-tax rate that reflects, where appropriate,
the risks specific fo the liability. Where discounting is used, the increase in the- provision due to the
passage of fime is recognized as a finance cost.

Zakat
Zakat is provided in accordance with the Regulations of the General Authority of Zakat and Tax ("GAZT")

in the Kingdom of Saudi Arabia. The provision is charged to the statement of income- and other
comprehensive income. '

Financial instruments

Financial instruments-are recognised when the Company becomes a party to the contractual provisions of

the instrument. A financial instrument is any contract that gives rise 1o a financial asset of one entity'and a

financial liability or equity instrument of ancther entity.
Financial assets

The Company determines the classification of its financial assets at initial recognition. The classification
depends on the entity’s business rmodel for managing the financial assets and the contractual terms of the

.cash flows.
LInitial recognition and measurement

At'initial recoghnition, the Company measures. a financial asset at its fair value plus, in the case of a

financial asset not at fair value through profit or loss, transaction costs that are directly atributable to the

acquisition of the financial asset. Transaction costs of financial assets carried at fair value through profit.

or loss are expensed in the statement of income and other compreheénsive income as.incurred.

ii.Subsequent measurement

The financial assets are tlassified inthe following measurement categories for the purpose of subsequent
measurement: '

a} Those to: be measured subsequentfy at fair value (either through other cOm‘preh_e_n_sive_'Zincome,' or

through statement of income), and

'b) Those to be measured at amortized cost.

For assets measured at fair valu_e, gains and losses will either be recorded in the statement of income or

other comprehensive income. For investments in equity instruments, this will depend on whether the:
Company has made an imevocable election at the. time of initial recognition to account for the equity

investment at fair value through other comprehénsive iricome.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2018

8 Summary of significant accounting policies (continued)
Financial instruments {continued)

Financial assets at amortized cost

Subsequent measurement of financial assets. at amortized cost depends on the Company's business
model for managing the asset and the. cash flow characteristics of the asset. The Company classifies’
financial assets at amortised cost based on the below:;
a) The asset is held within a business model with the objective of collecting the contractual cash
flows, and ’ _
b) The contractual terms give rise on-specified dates to cash flows that are. salely payments of
principal and interest on the principal dutstanding.

Amortized cost is calculated by taking into account any discount or premiurn -on acquisition and fees or
costs that are an integral part of the EIR. Sharehoider ioans. o joint venture entities are: caried at’
‘amortized cost.

The Company’s financial assets at amortized cost include. trade” receivables, due from related parties.
and cash and cash equivalents.

Trade receivables are stated at the amortized cost; which generally correspond to face value (original
invoice amount), do not bear interest, and generally have a 30 to 90 days term, less any provision for
doubiful debts and impairment. An allowance -for doubtful debts is ‘made based upon Company's best
estimate of expected credit losses related fo those receivables. Such ‘estimate-is based. on customers’
financial status and historical wiite-off expefience. Account balances are written off against such
allowance after all means. of collection have been exhausted and potential of recovery is remote. Bad
debts written :off as such are recorded in the statement of income and other comprehensive income as
incurred.

ili.De-recognition of financial assets
The. Company derecognizes a financial asset when the contractual rights to the cash flows from the

assets expire, or when it transfers the financial asset and substan_’_tiaily all the risks and rewards of
ownership of the asset to another parly. If the Company neither transfers nor retains substantially all the

risks and rewards of ownership and contiriues to confrol the transferred asset, the Company recognises.

its retained interest in the asset and associated liability for amounts it may have to pay. If the Company
retains substantially all the risks and rewards of ownership of the transferred financial asset, the
GCompany continues to recognize the financial asset and also recognises a ¢ollateralized borrowing for
the proceeds received.

iv. Impairment of financial assets

The Company applies expected credit loss (ECL) model for measurement and recognition of impairment
loss on the financial assets and credit risk exposure that are debt instruments and are measured at

'arr'jort_ized cost e.g., advances to affiliates, Murabaha deposits and certain long-term investments.

Expected credit losses are the probability-weighted estimate of credit losses (i.e. present value of all
cash shortfalls) over the expected life of the financial asset: A cash shortfall is the difference between
the cash fiows that are due in accordance with the contract and the cash flows that the Company
expects to receive. The expected credit losses corisider the amount and timing of payments.and hence,
a credit loss ‘arises even if the Company expects to receive the payment in full but later than when
contractually due. The expected credit loss method requires assessing credit risk, default and timing of
collection since initial recognition. This requires recegnizing allowance for expected credit losses in the
statement of income and-other comprehensive income even for receivables that are newly originated or
acquired.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 Decembér 2018

6 Summary of significant accounting policies {coritinued)
Financial assets at amortized cost (_debt instruments)
iv.mpairment of financial assets (continued)

Impairment of financial assets is measured a2s sithér 12 month expected credit losses or life time
expected credit losses, depending on whether there has been a significant increase in credit risk- since
initial recognition. “12 month expected credit losses’ represent the ‘expected credit losses resuiting from:
default events that are possible within 12 morniths after the reporting date. ‘Lifetime expected credit Iosses’
represent the expected credit losses that result from all possible default events over the expected life of
the financial asset.

Trade receivables are of a short duration, normally less than 12 mienths and hence the loss allowance
measured as lifetime expected credit losses does not differ from that measured as 12 month expected,
credit losses. The Company applies simplified approach for measuring expected credit losses for trade,
receivables: using a provision matrix based on ageing of receivabies.

Financial liabilities

The Company determines the classification of its financial liabififies at initial recognition,

All financial liabilities are recagnised initially at fair value. Financial fiabilities accounted at amortized cost
like borrowings are accounted at the fair value determined based on the effective interest rate method
(EIR) after considering the directly attributable transaction costs.

The financial liabilities are classified in the following measurement categories:

a)Those to be measured as financial liabilities ‘at fair-value through profit or loss, and
b)Those to be measured at amertized cost.

‘The Company classifies all financial liabilities as subsequently measured at amorfized cost, except far

financial ligbilities at fair value through profit or loss: Such liabilities, including derivatives that are
liabilities, shall be subsequentiy measurad at fair value.

The eﬁecﬁve-int'erest rate ("EIR”) method calcuiates the amortized cost of a debt instrument by-allocating
interest charge over the relevant effective interest rate period. The effective interest rate is the rate that
exaclly discounts estimated future cash outflow (including all fees and points paid.or received that form

‘an integral part of the effective interest rate, transaction costs and other premiums ordiscounts) through.

the expected life of the debt instrument, or, where appropiiate, a shorter period,. to the net carrying
amount on initial recognition. This category generally applies to borrowings and-trade payables.

The Company’s financial liabilities include trade and other payables, borrowings including bank overdrafts

and amounts due to related parties. The Company measuifes financial liabilities (except derivatives) at
-amortized cost.

A financial liability is derecognized 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 fliability, and
the differénce in the respective carrying -amounts is recognised in the statement of income and other
comprehensive income..
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NOTES TC THE FINANGIAL STATEMENTS

For the year ended 31 December 2018

6 Summary of significant accounting policies {continued)

Finangial instruments (continued)

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial position
when there is a legally enforceable right to offset the recogrised amounts and. there is an interition to
settle-on a net basis or realize the asset and settle the liability - sumultaneously The legally enforceable
nght must not be contingent on future events -and must be enforceable in the normal course of business
and in the event of default, insolvency or bankruptcy of the Company or the counterparty.

Transactions and balahces in foreign currency

Transactions in foreign -currencies are. initially raecorded by the Company at their respective functional
currency-spot rates at the date the transaction first qualifies for recognition. Monetary assets and liabilities

denominated in foreign-currencies are translated at the functional currency spot rates of exchange at the-
reportifng date.

Differences arising on settlement or translation of monetary items are recognized in the statement of

ncome and other comprehensive income.

Fair value measurement

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

» _In the principal market for. the asset or liability, or

'+ In the absence ofa principal market, in the most advantagecus market for the asset or liability

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

All-assets and liabilities for which fair valtie is measured or disclosed in the financial statements are

categorized within the fair value hierarchy, described as follows, based on the iGwest level input that is

significant to the fair value measuremerit as.a whole:

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

sLevel 3 —Valuation techniques for which the lowest level input that is significant to the fair value

measurement is unobservable.

Management believes that the fair values of the financial assets and liabilities are not materially different
from their carrying values. As of 31 December 2018 and 31 December 2017, none of the financial
instrumerits of the ' Company have been carried at fair value.

Revenue recognition

‘Revenue from corntracts with customers-is recognized when control of the goods: are transferred to. the

customer at an amount that reflects the consideration to which the Company expects to be entitled in

-exchange forthose goods.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31-December 2018

6 Summary of significant accounting policies (continued)

Revenue recognitiont (Continted)

Reveniue from sale of goods is recognized at the point in time when control of the asset is transferred to
the customer, generally on ‘delivery of the cement and clinkers. The normal credit term is 60 to 90 days
upon delivery. The Company considers whether there are ofhier promises in the contract that are separate

performance -obligations i.e. transportation; to which a portion of the transaction price needs to be
allocated. In determining the transaction price for the sale.of cement and clinkers, the Company considers

the effects of variable consideration, the existence of sngmfcant financing components, non-cash

cansideration, and consideration payable to the customer (if any).

If the consideration in a contract includes & variable amourit, the Company estimates the amount. of

consideration to which it will- be enfitled in ‘exchange for transferring the goods to the customer. The

variable consideration is estimated at contract inception and constrained until it is highly probable that a
significant revenue reversal in the amount of cumulative revenue recognized will not. occur when the

associated uncertainty with the variable consideration is stubsequently resolved. No element of financing
components.is deemed present as the sales are either made on cash or credit terms with less than 12

months. The Company acts as principal and record sale on gross basis:

Expenses
Cost of sales

All-expenses are recognized on an accrual basis. Operating costs are recognized on a historical cost
basis. Production costs and direct manufacturing expenses are classified as cost of sales. This includes
raw material, direct labor and other atfributable overhead costs. Other costs such as selling costs are
recorded as selling and distribution expenses while all remaining other costs are presented as general
and administrative expenses.

‘Selling and distiibution expenses

These include any costs incurred to carry out or facilitate all selling activities at the Company. These
costs typically include marketing -and distribution and logistics expenses: as welt as commissions. These
also include allocations of certain general overheads.

General and administrative expenses

These pertain to operation expenses which are not. directly refated-to the production of any goods or

services. These also include allocations of general overheads which are not specifically attributed to cost
of-sales or selling and distribution expenses.

Allocat_'ion of overheads beitween cost of salés, seling and’ distribution expenses, and general :and
‘administrative expenses, where required, is made on a consistent basis based. on predetermined rates as
appropriate by the Company.

Finance income

For all financial instruments measured at amortized cost, interest income. is recorded using the effective
interest rate (EIR). EIR is the ratethat exactly discounts the estimated future cash payments ar receipts
over the expected life of the financial instrument or .a shorter period, where appropriate, to the net
carrying amount of the financial asset or Ilablllty Interest income is included in finance income in the
statement of income and other comprehensive income. Earnings on time deposits are recognized -on an
accrual basis.
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2018

6 Summary of significant accounting policies (continued)
Earnings per share

Basic earnings per share are calculated by dividing:

s the net income attributable to equity-holders of the Company; excluding any costs of senncmg equity.
other than ordinary shares:

e by theweighted- average number of ordinary shares outstanding during the financial period, adjusted
for bonus elements in ordinary shares issued during the year and excliding treasury shares, if any..

Diluted EPS is. calculated by diVidin'g the net profit attributable to ordinary shareholders of the Company
(after adjusting for interest on the convertible: preference shares, if any) by the weighted average number
of ordinary shares outstanding during the period plus the weighted average number of ordinary shares
that would be issued on conversion, (if any) of all the dilutive potential ordinaty shares into ordinary
shares.

Dividend
Interim dividends are recorded as liability in the period in. which these are approved by the Board of

directors. Final dividends are recorded in the financial statements in the period in which these are
‘approved by the sharehalders.
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NOTES TQ THE FINANCIAL STATEMENTS

For the year ended 31 December 2018

7 Property, plant and equipment-

Furniture,
_ _ ~ Toolsand fixtures and Construction
Buildings and Plant and transportation office work in Total
Land civilworks  equipment equipment  equipment progress 2017
SR'000 SR 000 SR 000 SR 000 SR '000 SR'000 SR 000
Cost:
Atthe beginning of the year 69,607 1,868,008 5,039,166 294, 344 856,270 182,372 7,540,758
Additionis - 612 18,499 1,051 1,491 51,899 73,552
Traisfer from construction work in° - - 27,360 - - (27,360) -
progress ' :
Disposals . - - - {1,450 (1,467} - __(2917)
At the end of the year 69,607 1,869,611 5,085,025 293,945 86,204 206,911 7,61 1,_393
Accumulated depreciation:
At the beginning of the year - 1,214,051 3,256,422 265,988 64,489 - 4,800,950
Charge for the year - 34,004 153,142 7,059 6,754 - 200,959
Disposals - . - {1,447) {1,461) - (2,908)
At the end of the year “ 1,248,055 3,409,564 271,600 69,782 - 4,999,001
Net book value:
At 31 December 2018 69,607 621,556 1,675,461 22,345 16,512 206,911 2,612,392
At 31 December 2017 69,607 654,948 1,782,744 28,356 21,781 182,372 2,739, 808

7.1 Certain property, plant and equipment are constructed.on the land provided under the right.of the: mining concession provided by the gavernment {note 1).

7.2 Construction-work in progress represents the ongoing construction work of a bulk railway loading facility and its railway link which are expected to be
finalized-in 2019, in addition to other construction projects.
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8 Investment in associates

The movemant of investments in associated companies was as follows;

~ Cement Product
United Industry Total Total
Cement Company_ 2018 2017

‘Company. Limited

SR '000- SR 000 SR 000 SR 000

Percentage of ownership 36% 33.33%
At the beginning of the year 27,257 32,581 59,838 80,100
Share in net income 1,957 (2,559) {(602) 1,347
Dividends received from associates {2,327} - (2,327} {1,608)
At the end of the year 26,887 30,022 56,909 59,838

United Cement Company is a Bahraini ‘ciosed joint stock company registered and. operatmg in the
Klngdom of Bahrain, The company is engaged in the import, storage and selllng of cement in different

forms:

Cement Product Industry Company Limited is a limited liability company registered. and operating in
the Kingdom of Saudi Arabia. The company is engaged in the: manufacturing of cement derivative
products and other products necessary for manufacturing and packing cement.

‘9 Inventories

Bpare parts _
Less: provision for slow moving and obsolefe
spare parts.

Raw materials
Work in progress
Finished goods
At 31 December:

25

2018 2017
SR '000 SR 000
138,987 110,815

{1,082) (1,082)
137,905 109,733
82,051 122,665
568,920 496,882
20,563 12,174
810,439 741,454
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For the year ended 31 December 2018

10 Trade receivables.

Trade accounts receivable due fram third
parties. _

Trade accounts receivable due from.a
related party (note 23)

As at 31 December, aging of trade receivables are as follows:

‘Not due'yet
Past due but not imipaired-1 to 120 days
Past:.due but not impaired- 121 days or more

11 Prepayments and other receivables

Advances to suppliers

Custom deposits

Advance to a related party (note 23)
Prepaid expenses

Others

12 Cash and cash equivalent

Cash at banks
Cash in hand

26

2018 2017
SR 000 SR 000
298.043 237,283
12,422 -
310,465 237,283
2018 2017
SR '000 SR ‘000
175,863 176,644
131,678 57,433
2,924 3,206
310,465 237,283
2018 2017
SR'000 SR 000
44,478 15,820
1,659 1,077
3,450 3,450
393 3.179
17,448 13,983
67,428 37,508
2018 2017
‘SR ‘000 SR '000
69,221 119,556
335 320

69,556 119,876
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NOTES TO THE FINANGIAL STATEMENTS

For the year ended 31 December 2018

13 Share-capital

‘The authorized issued and paid up share capital is SR 1,530 million, which is divided .into 153 million

shares (31 December 2017; 153 million shares).of SR'10 each

14 Employees’ benefits

The following table represents the movement of the employees’ benefits:

Atthe beginning of the year
Current service cost
Interest.cost

Payments during the year
Re-measurement (gain)/loss
At the end of the year

(i) The significant actuarial assumptions are as follows:

Discount rate- used for calculation of interest

cost-per annum

Salary increment rate-per annum.
Yeari-4

Mortality rates _

Long term salary increase rate for the fifth

year and onwards-per annum

Rate of employee turnover

2018 2017

SR 000 SR-'000

78,919 87,451

8,003 6,502

2,453 2,848

(6,744) (18,041)

{6,018) 159

74,615 78,919

2018 2017
4.30% 3.05%
. - 2.00% 2.00%
WHO SA16-75% WHO SA 15-75%
 4.30% 3.50%
Moderate Moderate

(ii) The weighted average duration of the defined benefit obligation is 7.66 years (2017: 9.41 years).

(iil) The sensitivity of the defined benefit-obligation to changes in the weighted principal assumptions for

year ended 31 December, 2018.is as follows:

Discount rate +0.5%

Discount rate -0.5% _

Long term salary increases +0.5%
Long term salary increases -0.5%

15 Islamic financing

2018 2017
71,847,389 75,206,891
77 568 809. 82,924,686
76,419,845 81,288,625
72,897,489 76,678:428

The Istamic faciities have been obtained from various local banks fo meet the working capltal
requirements with a total amount of 31 December 2018: SR 1,800 million (31 December 2017: SR 1 ,300
million)., The utilized balance as of 31 Deceriber 2018: ‘SR 620 milflion (31 December 2017: SR 550
million). These Islamic facilities carry varying financial costs in excess.of SIBOR and are consistént with

carry charges agreed with the facilifies’ providers.

27

‘the terms of each facility agreémient that are secured by promissory notes issued by the Company and
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For the year ended 31 December 2018

15 Islamic financing (continued)

The. outstandmg islamic financing is classified under current liabilities in the statement of financial position
as it is repayable within 12-months from the financial position date.

The facility agreements contained: certain covenants, which réquires-among cother things, certain finarcial
ratios to.be maintained.
16: Dividends

On 13:Ramadan 1439H (corresporiding to 28 May 20 18), the Board of Directors has resolved to distribute

interim -cash dividends amounting to SR 1.50 per share (SR.228.50- million) for the fitst half of 2018.

Payment of this dividend distribution was corhmencad on 18 Shawwal 1439H {corresponding to 02 July

2018},

On. 29 Rajab 1439H (corresponding to 15 April 2018), the General Assembly approved the Board of
Directors' proposal to distribute cash dividends amounting to SR 1.75 per share (SR 267.75 million) for

the second half of 2017.

On 28-Shaban 1438H (comesponding to 24 May 2017), the Board of Directors. has resolved to distriblite

‘interim cash dividends amounting to SR 2.25 per share (SR 344.25 million) for the-first half of 2017.

On 12 Rajab 1438H (corresponding to 9 April 2017), the General Assembly approved the Board of
Directors’ proposal to distribute cash dividends amounting to SR.2.75 per share (SR 420.75, million) for

the second half of 20186.

'Subsequent to the year end on 01 Jamiada. II 1440 (6 February 2019) the Board of Dlrectors proposed to

17 Accruals and:other payables

2018 2017

SR 000 SR ‘000

Accrued expenses 99,691 76,276
Liability for charitable contribution 20,000 20,000
Advances from customers 10,807 11,282
130,498 107,558,
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18 Revenue

Sales of goods.

18.1 Disaggregation of revenue

A. By prb.duct-'

Cement
Clinker

B. By geography

Local
Export

19 Selling and distribution expenses

Employees’ cost
Depreciation
Transportation fees

Others

20 General and administrative expenses

Ernployees' cost

Depreciation

Board of directors’ remunerations
Professional fees

‘Donation

Publication fees
Tréining
Other:

2018 2017
SR '000 SR ‘000
1,119,564 1,184,531
2018 2017
SR’000 SR’000
1,042,134 1,183,013
77,430 1.518
1,119,564 1,184,531
2018 2017
SR'000. SR'000
932,475 1,157,908
187,389 26,623
1,119,564 1,184,531
2018 2017
SR '000 SR '000
9,381 11,143
6,916 9,747
30,996 4,246
13117 2,877
60,410 28,013
2018 2017
SR '000 SR ‘000
32,623 36,938
6,150 6,480
5,616 11,159
1,032 2,434
1,797 776
222 221
155 181
13,184 9127
60,779 67,266
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21 Zakat provision

A The principal elements of the zakat base are. as follows

2018 2017

SR '000 SR 000

Nan-current assets (2,669,301) {2,799,646)
Non-current liabilities - 74615 78,919
Opening shareholders’ equity 2,877,867 3,189,577
Net income before zakat 404,680 464,995

B The movement in Company’s zakat is-as follows:
2018 2017
SR 000 _SR'000

At beginning of the year _ 33,079 37,194
Provision made during the year 4170 11,546
Paid during the year {21,310) (15,661)
At the end of the year 15,939 33,079

C Status of zakat assessment

The Company has submitted ifs zakat declarations and obtained certificates till the year 2017. The

last Zakat assessment received by the Comipany was for the year2016.

22 Earnings per share

Basic-earnings per share amounts are calculated by dividing net income for the year attributable to
ordinary equity holders of the Company by the weighted average number of ordinary shares outstanding

during the year:

The: following reflects: the income and share- data used in the basic and diluted earni"ng's' per share

cormputations:

2018 2017
SR 000 SR '000
Nét Income attributable to equity 400,510 453,449
holders
Number of shares outstanding 153,000 153,000
Earnings per share 262 286

‘There has been ho item of dilution  affecting the weighted average number of ordinary shares.
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23 Related party transactions and balances

Amount of Ending balance
transaction _ _
Related party  Relationship Nature of kL] 31 31 31
transaction December December December December
- 2018 2017 2018 2017
} SR'000 SR 000 SR'000 -SR'000
i) Trade receivables due.from a rélated party
United Associate. Sales 42957 18,040 12,422 -
Cement '
Company

i

Advances to a related party.

Cement Advance
Product Assocciate ‘paid - - 3,450 3,45Q
Industry
Company
Limited
Trade payables due to a related party
Cement Purchases’
Product _ of raw. _ _
Induistry Associate material 22,077 23.835 491 1,361
Company
Limited
Wataniva Insurance on
Insurance _ propeity
Company Affiliate plant and 6,185 6,706 79 -
equipment

Terms and conditions of transactions with related parties

The sales to and purchases from related parties are made in the ordinary course of -business.
Outstanding balances at the year ended 31 Decémber 2018 are unsecured and. settled. in cash. There
have been no guarantees provided (o amounts due to related parties. However, amourts due from
related parties were fully covered by bank guarantees. For the year ended 31 December 2018 the
Company has not recorded any impairment of receivablés relatlng to. amounts owed by related parties
This assessment is underiaken each financial year by exammmg the financial position of the related party
and the market in which the related party operates.

Prices and terms.of payments forthe above tranisactions are approved by the Company's management.

Key management personnel 2018 2017
SR 000 SR 000

Short term erriployment benefits 14,842 16,300
Post-employment benefits 798 823
15,641 17,123
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24 Contingencies and commitments

{(a)The capital expenditure contracted by the Company but not incurred till year end was
approximately SR 117.12 million (2017: SR 10.36 million).

(b)The Company's bankers have given guarantees, on behalf of the Company, amounting to SR 3.66
million (2017: SR 3.25 million) in réspect of performance guarantees..

25 ‘Segment information

A segment is a distinguishable component of the Company that is engaged in providing products ‘of
services (a business segment) or in prowdmg products. or services within a particular econoriic
gnvironment (a geographic segment), which is subject to risks and rewards that are different from those
of other segments.

All of the Company’s operations are related to one operating segment Whith is. cement manufacturing
‘and are substantially sold fo- local customers. Accordingly, segmental anaIySIS by geographical and
operating segment has not been presented.

26 Employees’ saving plans:

The Company has established an employees’ saving plan for its:employees, which was- approved by the
Ministry of Labour on 11 Jurnada' | 1414H (corfesponding to-27 October 1993). The. contributions from
the Company and. the participants are deposited in separate bank accounts as thiift saving accounts.
These: bank accounts with a total balance of SR 17.5 million {2017: SR 16.6 million) do: not forim part of
the Company's-available cash resources and have been accounted for, together with ‘the related liability
against the contributions, in its own' standalone - accounting records, as:required by the saving plan's
by-laws, and has not been integrated with the Company's accounting records.

27 Financial risk management objectives and policies

The Companys prmmpal financial liabilities. comprise Islamic financing, trade payables, ‘and financial
guarantee contracts. The main. purpose of these financial liabilites is to finance the Company's
operations and to provide guarantees to support its operations. The Company’s principal financial assets
include trade and other receivabies, and cash and bank balances that derive directly fromvits

operations. The Company's management reviews and agrees policies for managing each of these risks
which are summarized below.

The Company is-exposed to market risk, credit risk and liquidity risk. The Company s senior management
oversees the management of these risks. The: Company's senior management regularly review the
policies and. procedures to ensure that all the financial risks are identified, measured and managed in
accordance with- the Company's policies and risk objectives. The Company does riot engaged into-any
hedging activities. The Board of Directors reviews and agrees policies for managing each of these risks,
which are summarized hbelow.

Market risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will fluciuate
because of changes in market prices. Market risk comprises three types of risk: commission. rate- rigk,
cufrericy rigk and commodity risk.
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27 Financial risk management objectives and policies (continued)

Commission rate risk

Commission rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because. of changes in market commission- rates. The Company's exposure fo the risk of
changes in market commission rates relates primarily to the Company's islamic financing with floating
commission rates, The Company manages its exposure to this risk by continuously monitoring
movements.in commission rates. The sensitivity of the income to possible changes in commission rate. by
100 basis points, with all other variables held constant, is not considered material by the management.

Foreign currency risk
Foreign currency. risk is the risk that the fair value or future cash flows of a financial instrument will
fiuctuate because of changes. in-foreign exchange rates, The Company deals mainly in US 3 and Saudi

Rlyal (SR).. As the SR is pegged to the US $, balances in SR are not considered to represent significant
currency risk.

Commodity price risk

The Company is exposed to the impact of market ﬂuctuattons of the price of various mputs 1o production
including ‘oil, natural gas and electricity. The Company prépares annua! budgets and periodic forecasts
including senSitlwty analyses in respect of various levels.of crude oil prices to manage the risk.

Credit risk

Gredit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause
the other parly to incur a financial ioss. The Company is exposed to credit risk on its bank balances,
deposits and receivables as foliows:

2018 2017

‘SR '000 SR000

Cash-and cash equivalent. 69,556 419,876
Trade receivables 310,465 237,283
Advances to a refated party 3,450 3,450
Custom duty 1,659 1,077

The Company seeks to manage its. credit risk with respect to customers by ‘setting credit limits for
individual customers, monitoring outstanding receivables and obtaining barik guarantees: from certain

customers.. Funds are placed in banks with sound credit ratings. Financial position of related parties is
stable.

Excessive risk concentration

- Concentrations arise when a number of counterparties are engaged in similar business activities, or

activities in the same geographlca[ region, or have -economic féatures that would. cause their ability to
meet contractual obligations to be similarly affected by changes in economic, political or cther conditions.
Concentrations indicate the relative sensitivity of the Company's performance to developments affecting @
particular industry. Trade receivables outstanding balance comprises of 93% in KSA, 5%.in GCGC (other
than KSA) and 2% in other Countries. The five largest customers: account approximately for 86.27% of
outstandlng trade receivables at 31 December 2018 out of which 86%. are secured by bank guarantees
and 14% is receivable from a government entity and therefore considered as secured.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in- raising funds to meet commitments
associated with financial instruments. Liquidity. risk may result from an inability to sell a financial asset
quickly at an amount close 1o its fair value. The Company manages its: liquidity risk by ensuring bank
facilities are available when required. The Company's terms of sales require amoéunts to be paid within 60
1t 90. days of the date of sale. Trade payables are normally settied” within 60 to- 120 days of the date of
purchase.
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27 Financial risk management objectives and policies (continued)
Liquidity risk (continued)

The tab[e’,- below summarizes the maturities of the Company's undiscounted financial liabilities at 31
December 2018, based on contractual payment dates and current market interest rates:

Less than 3 3to 12 Total 2017

months months

SR 000 SR 000 SR ‘000 SR,000
Istamic - 620,000 620,000 550,000
financing : .
Dividends - 219,183 219,183 196,601
payable _ _ _
‘Trade payablés 33,728 46,083 79,811 91,744
Accrued 30,917 99,581 130,498 107,558
axpenses

64,645, 984,847 1,049,492 945,903

‘Capital management

For purpose of the Company’s capital management capital includes issued capital and all other equity

reserves atiributable to the equity holders of the Company. The primary objective of the Company's

--capltal management is to maintain healthy capital ratios in-order to support its business. objectives and
maximize shareholders' value,

The Company manages its capital requirements by assessing-shortfalls between reported and required
capital levels on a regular basis. Adjustments to current capital levels are made in light of changes in
market conditions and risk characteristics of the Company’s activities. In order to maintain or adjust the
capital structure, the Compahy may adjust the amount of dividends paid to shareholders or issue- shares.
In the opinion of the' Board of Directors; the- Company has fully complied with' the externaily imposed

-capital requirements dunng the reported financial period.

28 Fair values of financial instruments

As of 31 December 2018, 31 December 2017, all of the Company’s finahcial instruments have been
carried at amortized cost’ and the Company does not hold any ﬁnancnal mstruments measured at fa:r

posmon apprommates to-their fair value.
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'29 Subsequent events

There have been no significant subsequent events since the year ended 31 December 2018 that would
have a material impact on the finaricial position of the Company as reflected in these financial statements
except as mentioried in note 16.

30 Approval of financial statements

These financial statements were authorized for issue and approved on February 24, 2019 G by the Board
e of Directors.of the Company.
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