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Inapendent auditors report

To the Shareholders of

Saudi Ground Services Company
(A Saudi Joint Stock Company)
Jeddah, Kingdom of Saudi Arabia

Opinion

We have audited the financial statements of Saudi Ground Services Company (“the Company”) which
comprise the statement of financial position as at 31 December 2017, the statements of profit or loss and
other comprehensive income, changes in equity and cash flows for the year then ended, and notes,
comprising significant accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Company as at 31 December 2017, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards that are 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) that are endorsed in
the Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the Auditors’
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 these 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 of the current year. 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.

KPMG Al Fozan & Partners Ceriified Public Accountants, s registerad
compsany in the Kingdom of Saudi Arabla, and a non-partner member firm
of the KPMG network of independent fims afffisted with KPMG
Imemational Coaperative, & Swiss entity.



Impairment assessment of intangible assets and goodwill

I%

Refer to note: 3 {g) for the accounting policy relating to intangible assets and goodwill and note: 7 for the

related disclosure.
Key audit matter

At 31 December 2017, the carrying value of the
Company's intangible assets and goodwill
amounted to SR 887 million (2016: SR 911
million}. Intangible assets and goodwill were
recognized by the Company as a result of
business combinations in prior years.

For impairment testing assets are grouped
together into the smallest group of assets that
generates cash flow from continuing use (cash
generating unit or CGU) that are largely
independent of cash flows of other assets or
other CGUs,

The Company’s assessment of the recoverable
amount of CGU involves use of modelling
techniques, requiring a significant amount of
judgement and estimation uncertainty. It also
requires estimates of future cash flows and
associated discount and growth rates based on
management’s view of future business
prospects at the time of assessment.

We considered impairment assessment of
intangible assets and goodwill as a key audit
matter due to involvement of significant
judgements and estimation uncertainty.

Recoverability of trade raceivables

How the matter was addressed in our audit

Our sudit procedures included the following:

= Asgsessed the Company's process in respect of
impairment assessment of intangible assets and
goodwill;

= Assessed the appropriateness of key assumptions used
in the management's value in use calculation and
performed sensitivity analysis on key assumptions
through use of our valuation specialists;

« Compared key assumptions against industry
benchmarks, applied our understanding of the future
prospects of the business from internal and external
sources. and compared forecasts to historical
performance;

= Checked the accuracy and completeness of the
information used for the basis of the impairment
assessment; and

» Assessed adequacy of the financial statement
disclosures, including disclosures of key assumptions,
judgements and sensitivities.

Refer to Note: 3 (e} for the accounting poficy refating to trade receivables and note: 9 for the related disclosure.

Key audit matter

At 31 December 2017, the Company's gross
trade receivables including related party
receivables amounted to SR 1,169 million,
against which allowances for doubtful debts of
SR 109 million were recorded.

The Company's allowances for doubtful debts
are based on management's best estimate
which is estimated by taking into account the
credit history of the Company's customers and
current market and customer specific
conditions.

How the matter was addressed in our audit

Our audit procedures included the following:

* Assessed the design and implementation and tested
operating effectiveness of management’s key internal
controls relating to credit monitoring control and
determining allowances for doubtful debts;

» Assessed appropriateness of management policy for
determining allowance for doubtful debts;

» Evaluated the reliability of trade receivables ageing
report used by management in its assessment of
allowance for doubtful debts through use of our IT
specialists;



Recoverability of trade receivables {continued)

r

Key audit matter

We identified assessing the recoverability of
trade receivables as a key audit matter because
estimating the recoverable amount involves
inherent uncertainty and requires exercising
significant management judgement.

Change in financial reporiing framewaork

How the matter was addressed in our audit

= For a sample of receivables; discussed and challenged
management's understanding of the debtors’ financial
condition and the industry in which the debtors operate;

= Requested confirmations from major customers for year
end balances and tested reconciliations performed by
the management;

= For a sample of receivables, reviewed post year-end
cash receipts to corroborate management’s view on
recoverability of these receivables; and

» Checked the mathematical accuracy of the allowance for
doubtful debts using the methodology adopted by the
management, assumptions used and trade receivables
ageing report.

Refer to Note: 2 for basis of preparation of financial statements relating to IFRS adoption and note: 29 for the

related disclosure of effects of IFRS adoption.

Key audit matter

For all periods up to and including the year
ended December 31, 2018, the Company
prepared and presented its statutory financial
statements in accordance with generally
accepted accounting standards in the Kingdom
of Saudi Arabia issued by SOCPA.

For the financial periods commencing 1 January
2017, the applicable regulations require the
Company to prepare and present its financial
statements in accordance with International
Financial Reporting Standards as issued by the
International Accounting Standards Board and
endorsed in the Kingdom of Saudi Arabia and
other standards and pronouncements that are
issued by SOCPA (IFRS as endorsed in Kingdom
of Saudi Arabia).

Accordingly, the Company has prepared its
financial statements, for the year ended 31
December 2017, under IFRS as endorsed in
Kingdom of Saudi Arabia using IFRS 1 - “First
time Adoption of International Financial
Reporting Standards” (IFRS 1).

How the matter was addressed in our audit

We performed the following procedures in relation to
change in financial reporting framework:

= Considered the Company's governance process around
the adoption of IFRS as endorsed in Kingdom of Saudi
Arabia, especially, in relation to matters requiring
management to exercise its judgment;

» QObtained an understanding of the analysis performed by
management to identify all significant differences
between previous reporting framework and IFRS as
endorsed in Kingdomn of Saudi Arabia which can impact
the Company's financial statements;

= Evaluated the results of management's analysis and key
decisions taken in respect of the transition using our
knowledge of the relevant requirements of the IFRS as
endorsed in Kingdom of Saudi Arabia and our
understanding of the Company's business and its
operations;

» Tested the transition adjustments by considering
management's gap analysis, the underlying financial
information and the computation of these adjustments;
and

= Evaluated the disclosures made in relation to the
transition to IFRS as endorsed in Kingdom of Saudi
Arabia by considering the relevant requirements of IFRS
1
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Change in financial reporting framework {continued)

Key audit matter How the matter was addressed in our audit

As part of this transition to IFRS as endorsed in
Kingdom of Saudi Arabia, the Company's
management performed a detailed gap analysis
to identify differences between previous
reporting framework and IFRS as endorsed in
Kingdom of Saudi Arabia, determined the
transition adjustments in light of this gap
analysis and relevant requirements of IFRS 1,
and assessed the additional disclosures
required in the financial statements.

We considered this as a key audit matter as the
transitional adjustments due to change in
framework and transition related disclosures in
the financial statements required additional
attention during our audit.

Other Information

Management is responsible for the other information. The other information comprises the information
included in the annual report but does not include the financial statements and our auditors’ report thereon.
The annual report is expected to be made available to us after the date of this auditors’ report.

Our opinion on the Financial Statements does not cover the other information and we will not express any
form of assurance or conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
identified above 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.

When we read the annual report, if we conclude that there is a material misstatement therein, we are required
to communicate the matter to those charged with governance.

Responsibilities of Management and Thase Chargad with Govemnance for the Financial Statements.

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with International Financial Reporting Standards as endorsed in the Kingdom of Saudi Arabia and other
standards and pronouncements issued by SOCPA, the applicable requirements of the Regulation for
Companies and Company's By-laws and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstaternent, whether duse 1o 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 has no realistic alternative but to do so.

Those Charged with Governance are responsible for overseeing the Company’s financial reporting process.
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Auditors’ 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 auditors' report that includes our
opinion. 'Reasonable assurance' is a high Ieve! of assurance, but is not a guarantee that an audit conducted
in accordance with ISAs that are endorsed in the Kingdom of Saudi Arabia will always detect & material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the agagregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financia) statements.

As part of an audit in aceordance with International $tandards on Auditing that are endorsed in the Kingdom
of Saudi Arabia, we exercise profassional judgment and maintain professional skepticism throughout the
audit. Whe also:

* Identify and assess the risks of matsrial misstatement of the financial staterents, whether due 1o fraud
or arror, dasigr  d perform audit procedures responsive to those risks, and ebiain audit evidence that is
sufficient 4 approptiate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resuiting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the averride of Intemat control.

= Obtain an understanding of intarnal 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 intemal conirol,

= Evaluste the appropriatensss of accounting policies used and the re  nableness of accounting estimates
and related disclosures made by the management.

» Conciude on the appropriateness of managament's use of the going eoncem 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 1o continug as a going concern. If we conclude
hat a material uncertainty exists, we are required 1o draw attention in our suditors' report to the ralated
disclosures in the financial statements or, if such disclosures are inedequate, to modify our opinion. Qur
conclusions are hased on the audit evidence obtained up to the date of our auditors' report. Howaever,
future events or conditions may cause the Company 1o cease to continus as a going concerm.

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

We comrmunicate 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 of Saudi Ground Services Company.

We also provide thosa charged with governance with a statement ihat we have complied with relevant ethical
requiremenis regarding independence, and communicate with them all relationships and other matters that
may reasonably be thought 1o 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 year and are therafore the
key auditm ~  s.We describe these matters in our auditors’ report unless law or regulation precludes public
disclosure apout the matter or when, in extrernely rare circumstances, we determine that a matter should not
be communicated in our report because the adverse censequences of daing so would reasonably be expectad
to outweigh the public interest bensdits of such communication.

For KPMG Al Fozan & Partner
[L3]-]

License No; 382

Rajab 11, 1439H
Corresponding 1o March 28, 2018



SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

STATEMENT OF FINANCIAL POSITION
Asat 31 December 2017

{Expressed in thousands of Saudi Arabian Rival unless otherwise stated)

31 December 31 December 1 January

Note 2017 2016 2016
ASSETS
Property and equipment 6 615,791 479,573 473,140
Intangible assets and goodwill 7 887,324 010,748 934,172
Equity accounted investee ] 121,780 98,337 76,201
Prepayments and other receivables 10 5,961 16,366 16,018
Nom-current assets 1,630,856 1,505,024 1,499,531
Invemtories - - 289
Trade receivables 9 1,060,362 1,071,720 309,437
Prepayments and other receivables 10 390,393 201,243 154,496
Investment - held for trading 11 655,804 454,306 -
Short term bank deposits 12 - 404,821 -
Cash and cash equivalents 13 36,363 97,804 779,438
Current assets 2,142,922 2,320,394 1,743,660
Total assets 3,773,773 3 ,825,41 8 3,243, 191
EQUITY
Share capital 16 1,880,000 1,880,000 1,880,000
Statutory reserve 17 419,847 369,697 301,114
Retained eamings 572,218 727,014 449,790
Total equity 2,872,065 2,976,711 2,630,904
LIABILITIES
Employee benefits 24 432,280 383,230 332,122
Non- current tability 432,280 383,230 332,122
Trade payables 14 67,748 28,233 51,792
Other payables 15 336,097 389,928 202,514
Accrued Zakat 23 65,588 47,316 25,859
Current liabilities 469,433 465,477 280,165
Total liabilities 901,713 848,707 612,287
Total equity and liabilities 3,773,778 3,825,418 3,243,191

/  Chief Financial Officer

The notes on pages from § to 48 form an intogral
part of these financial statements.



SAUDI GROUND SERVICES COMPANY
(A Saundi Joint Stock Company)

STATEMENT OF PROFIT OR LOSS AND COMPREHENSIVE INCOME
For the year ended 31 December 2017
{Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

Notes 2017 2016
Revenue 2,585,531 2,726,673
Operating costs {1,713,271 (1,802,435)
Gross profit 872,254 024,238
Administrative cxpenses 19 {382,423} (248,821)
Operating profit 489,831 675,417
Finance income - net 20 16,433 14,764
Share of profit of equity accounted investee, net of
Zakat 8 23,443 22,136
Other income 21 5,193 7,583
Profit before Zakat 534,900 719,800
Zakat expense 23 (33,400) (34,132)
Profit fur the year - %01,500 685,768
Other comprehensive income;
Ttems that will not be reclassified to profit or logs
Re-measurernents of defined benefit obligation 24 4,854 319
Total comprehensive income for the year 506,354 686,087
Earnings per share:
Basic and diluted earnings per share 18 2.67 3.85
-

Chief Financial Officer an

/

The notes on pages from 5 to 48 form an integral
part of these financial statements.



SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2017
{Expressed in thousands of Saudi Arabian Riyal unless otherwise staied)

Statutory Retained Total
Share capital reserve earnings ecuify

Balance at 1 Janmary 2016 1,880,000 301,114 449,790 2,630,904
Total comprehensive income

Profit for the year - - 685,768 685,768
Other comprehensive income - - 319 319
Total comprehensive income - - 686,087 686,087

Transactions with owners of the Company _
Dividend (note 22) - -~ (340,280)  (340,280)

Other transactions
Transfer to statutory reserve

68,583 {68,583) -

Balance at 31 December 2016 1.880,000 369,697 727,014 2,976,711
Balance at 1 Janeary 2017 1,880,000 369,697 72714 2,976,711
Total comprehensive income

Profit for the year - - 501,500 501,500
Other comprehensive income - - 4,854 4,834
Total comprehensive income - - 506,354 506,354
Transactions with owaers of the Company

Dividend {note 22} -— - {811,000) {611,000}
Other transactions

Transfer 1o statutory reserve - 50,150 _ (50,150 -
Balauce at 31 December 2017 1,880,000 419,347 572,218 2,872,065

W..:;\
Chief Financial Officer cmw—&\

The notes on pages from 5 to 48 form an integral
part of these financial statements.



SAUDI GROUND SERVICES COMPANY
{A Saudi Joint Stock Company)

STATEMENT OF CASH FLOWS
For the year ended 3| December 2017
(Expressed in thousands of Saudi Arabian Riyal uniess otherwise stated)

Notes 017 2016
Cash flows from operating activities
Profit before Zakat 534,900 719,900
Adjustments for:
Depreciation 6 98,116 96,222
Amortization 7 23,424 23,424
Share of profit of equity accounted investee, net of Zakat 8 (23,443) (22,136)
Gain on disposal of property and equipment 21 {120} 1)
Impairment loss on trade receivables 9 130,250 29,056
Unrealizedirealized gain on investment - held for trading 20 (16,336) {4,806)
Changes in; 746,791 841,589
Inventories - 289
Trade receivables (118,892) (291,339)
Prepayments and other receivables (88,745) (137,095)
Trade payables 39,515 (23,55%)
Other payables (53.831) 187414
Employee benefits 24 53,904 51,427
Cash generated from operating activities 578,742 628,726
Zakat paid 23 (15128) (12,675
Net cash from operating activities 563,614 616,05}
Cash flows from investing activities
Proceeds from sale of property and equipment 201 103
Acquisition of property and equipment 6 (234,415)  (102,689)
Investruent - held for trading i1 (1,227,007)  {(950,000)
Redemption/(investiment) in short term bank deposits 12 404,821  (404,821)
Proceeds from disposal of investment-held for trading 1,042,345 300,000
Net cash used in investing activities (14,035) {957,403)
Cash flows from financing activities
Dividends paid 22 (611,000  (340.280)
Cash used in financing activities {611,000y (340,280}
Net decrease in cash and cash equivalents (61,441)  (681,634)
Cash and cash equivalents at beginning of the year 97,804 779,438
Cash and cash equivalents at the end of the year 13 36,363 97,804

¥
J%\% )
7 Chief Financial Officer ChieWr \

The notes on pages from 5 to 48 form an imegral
part of these financial staternents.
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SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
{Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

1.

11

1.2

1.3

1.4

1.5

1.6

REPORTING ENTITY

Saudi Ground Services Company (“the Company™) was registered as a limited liability company
in the Kingdom of Saudi Arabia under Cormmercial Registration number 4030181005 dated Rajab
11, 1428H, {corresponding to July 14, 2008). The Company was formed by Saudi Arabian Airtines
Corporation (“Saudia™), a 100% Government owned entity, in 2008 to consolidate the ground
support services business (GSS) in the Kingdom of Saudi Arabia.

On February 7, 2010, Sandia signed a Sharcholders’ Agreement (the “Agreement” or the
“Sharcholders’® Agreement™) with Attar Ground Handling and Attar Travel (collectively referred
as “Attar”) and the sharcholders of National Handling Services (“NJHS”) to acquire their ground
handling businesses. As a result of this agreement, the Company acquired the Ground Supporting
Services Division of Saudia, ground handling business of Attar and the 100% issued capital of
NHS. NHS is liquidated and accordingly not consolidated in these financial statements. The
amended Articles of Association reflecting the sbove changes were approved by the Ministry of
Commerce and Industry on Muharram 23, 1432H {December 29, 2010). The effective date of the
above-mentioned acquisition and transfer was agreed between the sharcholders as of January 1,
2011. The legal name “Saudi Airlines Ground Services Company” was changed to “Saudi Ground
Services Company” under the same commercial registration number 4030181005 on Safar 20,
1432H, {corresponding to January 24, 2011).

The Company on Jamadul Thani 17, 1435H, corresponding to April 17, 2014, has converted from
a limited liability to a closed joint stock company pursuant to Ministerial resolution nuwnber 171/R
on Jumadul Thani 17, 1435H, corresponding to April 17, 20i4,

As decided by the sharebolders of the Company, the Company offered 56.4 million shares, with a
nominal value of SR 10 each, representing 30% share capital of the Company, to public during
subscription period from June 3, 2015 (vorresponding to Shabaan 15, 1436H) to June 9, 2015
{corresponding to Shabaan 21, 1436H) afier oblaining required approval from the Capital Market
Authority. The Company’s shares started trading on the Saudi Stock Exchange (Tadawul} on June
25, 2015, corresponding to Ramadan 8, 1436H. Accordingly, after successful completion of Initial
Public offering (IPQ), the Company was declared as a Saudi Joint Stock Company.

The Company is engaged in providing aircraft cleaning, passenger handling, baggage and ground
handling services to Saudi Arabian Airlines, other local and foreign airlines at all airporis in the
Kingdem of Saudi Arabia.

The Company’s registered office is located at the following address:

Saudi Ground Services Company
Nahda District, Henaki Business Centre
Prince Sultan Street

P. O. Box 48154

Jeddah 21572

Kingdom of Saudi Arabia.



SAUDI GROUND SERVICES COMPANY
{A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year cnded 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

2

21

22

2.3

24

BASIS OF PREPARATION

Statement of compliance

Saudi Organization for Certified Public Accountants (SOCPA) requires all listed companies with
reporting period beginning on or after 1 January 2017 to prepare and present their first IFRS
financial statements in accordance with International Financizl Reporting Standards that are
endorsed in the Kingdom of Saudi Arabia and other standards and pronouncements that are issued
by SOCPA with early adoption permiited. Resultantly, the Company has prepared these IFRS
financial statements as at and for the year ended 31 December 2017 in accordance with
International Financial Reporting Standards. Morcover, IFRS 1 First-time Adoption of
Interational Financial Reporting Standards (“IFRS 1”) has been applied in the preparation of these
IFRS financial statements. Accordingly, 1 January 2016 is the first date of convergence to IFRS
for the purpose of these financial staternents.

An explanation of how the transition to TFRS has affected the previously reportod equity as at 31
December 2016 and 1 January 2016; and comprehensive income of the Company for the year then
ended, including the nature and effect of significant changes in accounting policies from those used
in the Company’s financial statements for the year ended 31 December 2016 and 1 January 2016
is provided in Note 29.

Basis of measarement

The financial statements has been prepared under the historical cost basis, using the accruat basis
of accounting and the going concem concept.

Functional and presentation carrency

The accompanying financial statements is presented in Saudi Arabian Riyals (SR) which is the
functional currency of the Company. All numbers are rounded off to the nearest thousand uniess
otherwise stated.

Use of estimates and judgments

In preparing these financial stateinents, management has made judgments, estimates and
assumptions that affect the application of the Company’s accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates
are recognized prospectively.

i} Judgments
Information about judgments made in applying accounting policies that have the most
significant effect on the amounts recognized in the financial statements, is included in the
following notes:

a}  Note 3 (c) - whether the Company exercises joint control over an investee
b)  Note 3 (h) - lease classification



SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017

(Expressed in thousands of Sandi Arabian Riyal unless otherwise stated)

2.  BASIS OF PREPARATION {continued)

2.4 Use of estimates and judgments (continued)

ii) Assumptions and estimation uncertainties
Information about assumptions and estimation uncertainties is included in the following notes:

a) Note3(j) - impairment in financial and non-financial assets.

b) Note 3 (m) - measurement of defined benefit obligations

¢) Note3{f) -useful lives and residual values of property and equipment
d) Note 3 (2) - usefirl lives and residual values of intangible asscts

3. SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently in the preparation of these
financial statements.

(a) Business combinations

The Company accounts for business combinations (other than business combinations under
common control) using the acquisition method when control is iransferred to the Company. The
consideration transferred inr the acquisition is generally measured at fair value, as are the
identifiable assets acquired. Any goodwill that arises is tested annually for impairment. Any gain
on a bargain purchase is recognized in profit or loss immediately. Transaction costs are expensed
as incurred, except of related to the issue of debt or equity securities.

{b) Business combination pnder common conirol

Business combinations including entities or businesses under common control are accounled for
using book value accounting and measured at book value. The assets and liabilities acquired are
recognized at the carrying amounts as transferred from the parent company’s books of accounts.
The components of equity of the acquired entities are added to the same components within the
Company’s equity and any gain / (Joss) arising is recognized directly in equity.

(<) vestments in jointly controlled entity (“equity-accounted investee”
The Company’s interest in equity-accounted investes comprise interest in a joint venture,

A joint venture is an arangement in which the Company has joint control whereby.the' Compar'ly
has rights to the net assets of the arrangement, rather than rights to its assets and obligations for its
liabilities.

Investments in joint ventures are accounted for using the equity method and are recognized init'ially
at cost, which includes transaction costs. The Company’s investment includes goodwill identified
on acquisition, net of any accumulated impairment losses. The financial statemenils inleude the
Company’s share of the income and expenses and equity movements of equity accounted investees,
after adjustments to align the accounting policies with those of the Company, from the date that
significant influence commences until the date that significant influence ceases.



SAUDI GROUND SERVICES COMPANY
(A Sandi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

3.

SIGNIFICANT ACCOUNTING POLICIES (continued}

(¢} Investments in jointly controlled entity (“equity- ted invest continued

When the Company’s share of Josses exceeds its interest In an equity accounted investee, the
carrying amount of that interest, including any leng-term investments, is reduced to nil, and the
recognition of further losses is discontinued except to the extent that the Company has a
corresponding obligation.

() Foreign currency

Transactions in foreign currencies are translated to the respective functional currencies of the
Compatty at exchange rates prevailing ai the dates of the respective transactions, Monetary assets
and liabilities denominated in foreign currencies at the reporting date are retranslated to the
functional currency at the exchange rate at that date. Non-monetary assets and liabilities
denominated in foreign currencies that are measured at fair value are retranslated to the functional
currency at the exchange rate at the date that the fair value was determined. Foreign currency
differences arising on retrapsiation are recognized in profit or loss. Non-monetary items that arc
measured in terms of historical cost in a foreign currency are translated using the exchange rate at
the date of the transaction.

(e) Fingncial instruments
The Company classifies financial assets into the following categories:

- financial assets at fair value through profit and loss
- held-to-maturity financial assets
- loans and receivables

The Company classifies financial liabilities into other financial liabilities.
Financial assets and financial liabilities ~ recogaition and derecognition

The Company initially recognizes loans and receivables issued on the date when they are
originated. All other financial assets and financial Habilities are initially recognized on the trade
date when the Company becomes a perty to the contractual provisions of the instrument.

The Company derecognizes a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which
substantially all of the risks and rewards of ownership of the financial asset are transferred, or it
neither transfers nor retains substantially all of the risks and rewards of ownership and does not
retain control over the transferred asset. Any interest in such derecognized financial assets that is
created or retained by the Company is Tecognized as a scparate asset or liability.

The Company derecognizes a financial liability when its contractual obligations are discharged or
cancelled, or expire.



SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Sandi Arabian Rival unless otherwise stated)

3

SIGNIFICANT ACCOUNTING POLICIES (continued)
(&) Financial instruments (continued)

Financial assets and financial liabilities are offset and the net amount presented in the statement of
financial position when, and only when, the Company currently has a legaily enforceable right to
offset the amounts and intends either to settle them on a net basis or to realize the asset and seftle
the liability simultaneously.

Financial assets — Measurement

Financial assets at fair value through profit and loss

A financial asset is classified as at fair value through profit or loss if it is classified as held for
trading or designated as such on initial recognition. Directly attributable transaction costs are
recognized in profit or loss as incurred. Financial assets at fair value through profit or loss are
measured at fair valve and changes therein, including any interest or dividend income, are
recognized in profit or loss,

Held-to-maturity financial assets

These assets are initially measured at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, they are measured at amortized cost using the effective interest
method.

Loans and receivables )

These assets are initially measured at fair value plus any direcily attributable transaction costs.
Subsequent to initial recognition, they are measured at amortized cost using the effective interest
method.

Financial liabilities - Measurement

Financial liabilities are initially measured at fair value less any directly attributable uan§acti0n
costs. Subsequent to initial recognition, these liabilities arc measured at amortized cost using the
effective interest method.

i) roperty and equipment

Recognition and measurement o
Items of property and equipment are measured at cost less accurulated depreciation and
accumulated impairment losses.

Cost includes purchase price and any costs directly attributable to bringing the asset to the location
and condition necessary for it to be capable of operating in the manner intended by management.
The cost of self-constructed assets inclndes the cost of materials and direct labor and any other
costs directly attributable 1o bringing the assets 1o a working condition for their infended use.

When significant parts of an item of property and equipment have diffe.reut useful lives, they arc
accounted for as separate items (major components) of property and equipment.



SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(i Pro a ipment {continned

Gains or losses on disposal of an item of property and equipment are determined by compariog the
proceeds from disposal with the carrying amount of property and equipment, and are recognized
net within other income in profit or loss,

Subsequent cosis

The cost of replacing a part of an item of property and equipment is recognized in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part will
flow to the Company, and its cost can be measured reliably. The carrying amount of the replaced
part is derecognized. The costs of the day-to-day servicing of property and equipment are
recognized in profit or loss as incured,

Depreciation

Depreciation represents the systematic allocation of the depreciable amount of an asset over its
estimated useful life. Depreciable amount represents cost of an asset, or other amovnt substiluted
for cost, less its residual value. Depreciation is recognized in profit or loss on a straight-line basis
over the estimated useful lives of each part of an item of property and equipment.

The estimated useful lives of property and equipment for the current and comparative periods are
as follows:

Years
Leaschold improvements 5-10
Airport equipment 7-10
Motor vehicles 3
Furniture, fixtures and equipment 4-10
Computer equipment 4

Depreciation methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

(g) Intangible assets and goodwill
Recognition and measurement
i) Goodwill

Goodwill arising on business combinations is measured at cost less accumulated impairment
losses.

10
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(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

3

SIGNIFICANT ACCOUNTING POLICIES (continned)
(g) Intangible agsets {continned)
ii) Other intangible assets

Other intangible assets represent the customer contracts and customet relationships acquired by the
Company and have finite useful lives. These are measured at cost less accnmulated amortization
and any accumulated impairment losses.

Subsequent expenditure

Subsequent expenditure is capitalized only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other expenditure, including internally
generated goodwill, is recognized in profit or loss as incwrred.

Amortization )
Amortization is calculated to write off the cost of intangible assets using the straight line method
over their estimated nseful lives, and is recognized in profit or loss, Goodwill is not amortized.

The estimated useful lives for the current and comparative periods are as follows:

Years
Customer contracts s
Customer relationships 20

Amertization methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

{(h) Leases

Agreements with third parties are classified as Ieases when the arrangement is dependent on the
use of a specific asset or assets, and, the arrangement conveys a right to use that asset. The
assessment of whether an arrangement contains a lease is made at the inception of the arrangement,
being the earlicr of the date of the arrangement and the date of commitment by the parties to the
principal terms of the amangement, on the basis of all of the facts and circumstances. A
reassessment of whether the arrangement contains a lease afier the inception of the arrangement is
made only if there is a change in the contractual {erms, unless the change only renews or extends
the arrangement, or, there is a change in the detcrmination of whether fulfilment is dependent on a
specified asset, or, there is a substantial change to the asset,

Operating leases

A lease is classified as an operating lease if it does not transfer substantially all the risks and
rewards incidental to ownership of the asset or assets subject to the lease arrangement. Payments
made under operating leases are charged to the statement of profit or loss and other comprehensive
income on a straight-line basis over the period of the lease. When an operating lease is terminated
before the lcase period has expired, any payment required to be made to the lessor by way of
penalty, is recognized as an expense in the period in which termination takes place.
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(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
{Expressed in thousands of Saudi Arsbian Riyal unless otherwise stated)

3.

SIGNJFICANT ACCOUNTING POLICIES (cogtinued)
(h) Lesases (contipued)
Lease payments

Payments made under operating leases are recognized in profit or loss on a straight-line basis over
the term of the leasc. Lease incentives reccived are recognized as an integral part of the total lease
expense, over the term of the lease,

(i) Inventories

Inventories represent spare parts and other supplies. These are measured at lower of cost and net
realizable value. Net realizable value is the estimated selling price in the ordinary course of
business, less the estimated costs of completion and selling expenses. The carrying amount of
inventeries is recognized as an expense when the inventories are sold.

The cost of spare parts and supplies is based on weighted average principle. Other costs are
included in the cost of spare parts and supplies only to the extent that they are incurred in bringing
them to their present location and condition.

Allowance for inventory losses

The Company recognizes an allowance for inventory losses due to factors such as obsolescence,
technical faults, physical damage etc. The estimation of such losses includes the consideration of
factors including but not limited to introduction of new models or technology by the specific
manufacturer, past sales trends and both existing and emerging market conditions.

() Impaigment
Non derivative fingncial gssets

A financial asset not carried at fair value is assessed at each reporting date to determine whether
there is objective evidence that it is impaired. A financial asset is impaired if there is objective
evidence of impairment as a result of one or more events that occurred after the initial recognition
of the asset, and that the loss event(s) had an impact on the estimated future cash flows of that asset
that can be estimated reliably.

Objective evidence that financial assets are impaired can include default or delinquency by a debtor,
restructuring of an amount due to the Company on terms that the Company would not consider
otherwise, indications that a debtor or issuer will enter benkruptcy and adverse changes in the
payment status of borrowers or issners.

Financial assets measured at amortized cost

The Company considers evidence of impaimment for financial assets measured at amortized cost
(loans and receivables) at both a specific asset and collective level. All individually significant
assets are assessed for specific impairment. Those found not to be specifically impaired are then
collectively assessed for any impairment that has been incurred but not yet identified. Assets that
are not individually significant are collectively assessed for impairment by grouping together assets
with similar risk characteristics.

12
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3

SIGNIFICANT ACCOUNTING POLICIES (continued)

0 Im n¢ {continved

In assessing collective impainnent, the Company uses historical trends of the probability of default,
the timing of recoveries and the amount of loss incurred, adjusted for management’s judgment as
to whether cwrrent economic and credit conditions are such that the actual losses are likely to be
greater or less than suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the
difference between its carrying amount and the present value of the estimated future cash flows
discounted at the asset’s original effective interest rate. Losses are recognized in income statement
and reflected in an allowance account against loans and receivables, When an event occurring after
the impairment was recognized causes the amount of impairment to decrease, the decrease in
impairment loss is reversed through profit or loss.

Non-financial assets

At each reporting date, the Company reviews the carrying amounts of its non-financial assets (other
than inventories) to determine whether there is any indication of impairment. If any such indication
exists, then the asset’s recoverable amount is estimated, Goodwill is tested annually for impairment.

For impairment testing, assets are grouped together into the smallest group of assets that generates
cash inflows from continuing use that are largely independent of the cash inflows of other assets or
CGUs. Goodwill arising from a business combination is allocated to CGUs or groups of CGUs that
arc expected to benefit from the synergies of the combination,

The recoverable armount of an asset or CGU is the greater of its value in use and its fair value less
costs to sell. Value in use is based on the estimated future cash flows, discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time value of
mioney and the risks specific to the asset or CGU.

An impairment loss is recognized if' the carrying amount of an asset or CGU exceeds its recoverable
amount. Impairment losses are recognized in profit or loss. They are allocated first {0 reduce the
carrying amount of any goodwill allocated to the CGU, and then to reduce the catrying amounts of
the other assets in the CGU on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment loss is
reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortization, if no impairment loss had
been recognized.

(k} Cashandca ivalen
Cash and cash equivalent comprise cash on hand, cash with banks and other short-term bank

deposits with banks with an original maturity of three months or less, if any, which are available to
the Company without any restrictions.

1
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3

SIGNIFICANT ACCOUNTING POLICIES (continued)
(I  Semmpent reporting

A segent is a distinguishable component of the Company that is engaged in providing products
or services, which is subject to risks and rewards that are different from those of other segments.
The Company’s primary format for segmental reporting is based on business segments. The
business segments are determined based on the Company's management and internal reporting
structure. The Company is principally involved in providing ground handling services to airlines
in the Kingdom of Saudi Arebia. Accordingly, the management believes that, the Company’s
business activity falls within a singie business segment which are subject to same risks and retums.

(m} Employee benefits

Shori-term lovee benefl

Short term employee benefits are expensed as the related services are provided, A liability is
recognized for the amount expected to be paid if the Company has a present legal or constructive
obligation to pay this amount as 2 result of past service provided by the employee and the obligation
can be estimated reliably.

Long-term ¢ruplovee benefits
i} Defined benefit plans

The Company’s obligation under employee end of service benefit plan is accounted for as an
unfunded defined benefit plan and is caleulated by estimating the amount of future benefit that
employees have camed in the current and prior periods and discounting thet amount. The
calculation of defined benefit obligations is performed annually by a qualified actuary using the
projected unit credit method. Remeasurements of the net defined benefit liability, which comprise
actuarial gains and losses are recognized immediately in OCI. The Company determines the net
interest expense on the net defined benefit liability for the period by applying the discount rate used
to measure the defined benefit obligation at the beginning of the annusl period to the then-net
defined benefit liability, taking into account any changes in the net defined benefit liability during
the period as & result of benefit payments. Net interest expense and other expenscs related to defined
benefit plans are recognized in personnel expenses in profit or loss.

i) Other long-term emplovee benefits
The Company’s net obligation in respect of other long-term employee benefits is the amount of
future benefit that employees have earned in return for their service in the current and prior

periods. That benefit is discounted to determine its present value. Remeasurements are recognized
in profit or Ioss in the period in which they arise.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
{Expressed in thousands of Saudi Arabian Rival unless otherwise stated)

3.

SIGNIFICANT ACCOUNTING POLICIES {continued)
(m) Emplovee benefits (continued)
#i) Termination benefits

Termination benefits are recognized as an expense when the Company is committed demonsteably,
without realistic possibility of withdeawal, to a formal detailed plan to either terminate employment
before the normal retirement date, or to provide termination benefits as a result of an offer made to
encourage voluntary redundancy. Termination benefits for voluntary redundancies are recognized
as an expense if the Company has made an offer of voluntary redundancy, it is probable that the
offer will be accepted, and the number of acceptances can be estimated reliably. If benefits are
payable more than 12 months after the reporting period, then they are discounted to their present
value.

(n) PErovjsiops

A provision is recognized if, as a result of a past event, the Company has a present legal or
constmctive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to seitle the obligation. Provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects cwrent market
assessments of the time value of money and the risks specific to the liability. The unwinding of
the discount is recognized as finance cost.

(o) Revenue recognition

Revenue represents the gross inflow of economic benefits arising in the course of the ordinary
activities of the Company when those inflows result in increases in equity, other than increases
relating to contributions from equity participants. Revenue is recorded at the fair value of the
consideration received or receivable

i) dircraft ground handling services

The Company is engaged in providing aircraft cleaning, passenger handling, baggage and ground
handling services to the local and international airlines. Revenues from these services are
recognized in the period in which services are provided.

ii) Income from other services

Income from other services that are incidental to ground handling services are recognized when
these related services are provided and classified as part of revenue from these core operating
activitics,

15
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3

1 ICANT ACCOUNTING ICIES (continned

(») FEinance income and finance costs

Finance incomne mainly includes dividend income, interest income on short term deposits,
realized/unrealized gain on fair valvation of investment-held for trading and unwinding of the
discounts on loans and other financig] assets.

Finance costs mainly include impairment losses recognized on financial assets {other than trade
receivables) and foreign cwrrency losses. Borrowing costs that are not directly attributable to the
acquisition, construction or production of a qualifying asset are recognized in profit or loss using
the effective interest method.

Interest income is recognized using effective interest method. Dividend income is recognized in
profit or loss on the date on which the Company’s right to receive payment is established.

(q) Zakat

The Comypany is subject to Zakat in accordance with the regulations of the General Authority of
Zakat and Income Tax (*GAZT™). Provision for Zakat for the Company is charged to the profit or
loss. Additional amounts payable, if any, at the finalization of final assessments are accounted for
in the period in which these are determined.

The Company withholds taxes on transactions with non-resident parties and on dividends paid to
foreign shareholders in accordance with GAZT regulations, which is not recognized as an expenses
being the obligation of the counter party on whose behalf the amounts are withheld.

(r) Expegses
i} Operating Expenses

Operating expenses represents all expenses directly attributable or incidental to the core pperating
activities of the Company including but not limited to: depreciation of fixed assets, amortization of
intangible assets, directly attributable employee related costs, rents ete.

i} General and administrative expenses

All expenses other than cost of revenue and finance costs are classified as general and administrative
expenses. Allocation of common expenses between cost of revenue and gencral and administrative
expenses, where required, is made on a reasonable basis with regards 1o the nature and circumstances
of the common expenses.

{s) Dividend

Interim dividends are recorded as a liability in the period in which they are approved by the Board
of Directors, Final dividends are recorded in the year in which they were approved by the gencral
assembly of shareholders.
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SAUDI GROUND SERVICES COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

4.

BUSINESS COMBINATIONS
As stated in note 1, the Company had following acquisitions during 2011;

9

i)

Ground Support Services Division of Saudia

On 7 February 2010, Saudi and the Company had entered into a Sale and Purchase
Agreement (SPA) for the GSS buginess unit (SBU) of Saudi.

The assets and liabilities transferred by Saudi, as presented in an independent professional
study and shares issued as consideration are summarized as follows:

Net identifiable assets {at book value) 130,186
Purchase consideration in the form of Company’s shares issued (665,152)
Excess consideration transferred (535,046)

As the GSS§ division was previously 100% owned by Saudia and the Company was also 75%
owned by Saudia on the SPA date, therefore Saudia owned and controlled the GSS division
before this transaction and will continue to control the Company after this transaction.

Under IFRS 3, if a new entity (such as the Company) is formed to issue equity interests o
effect a business combination, one of the combining entities that existed before the business
combination shall be identified as the acquirer. Since Saudia is the largest sharcholder in terms
of size and business value and the transaction involved economic substance from the
perspective of the reporting entity, the management has identified Saudia as the acquirer in
this transaction and adopted "book value accounting”. Accordingly, the net assets transferred
from Saudia are recorded by the Company af their book values and no separate goodwill and
intangibles are recognized by the Company as part of this transaction. Congequently, excess
consideration transferred is presented within equity.

National Handlin o empany Linite

On 7 February 2010, the Company entered into a Sale and Purchase Agreement (SPA) with
the shareholders of NHS for the acquisition of the entire capital of NHS in consideration of
the Company's shares. As the principal shareholder of the NHS and pursuaut to the Transfer
of Operations Agreement ("the Agreement”), the Company resolved to transfer the
commercial activities of NHS to the Company. Consequently the assets and liabilities of the
NHS were transferred to the Company as of 1 Janumary 2011 along with the business
operations.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

4. BUSINESS COMBINATIONS (continued)

ii)

i)

Natignal Handling Services Company Limited (continued)
Net identifiable assets at fair value 110,396
Goodwill {note 7) 519,164
Intangible assets (note 7) 545,441
Total assets 1,175,001
Fair value of consideration 1,175,001

Attar Ground Handling / Attar Travel

On 7 February 2010, the Company entered into Sale and Purchase Agreement (SPA} for the
acquisition of ground handling business of Attar in consideration of the Company’s shares,

The assets, liabilities, intangible assets and goodwill recorded in the hooks of account of the
Company including purchase consideration was as follows:

Net identifiable assets 29,135
Goodwill (note 7) 63,652
Intangible assets (note 7) 76,213
Total assets 169,000
Fair value of consideration 169,000

An independent Purchase Price Allocation Study was conducted in 2011 by an independent
professional firm and the fair value of equity issued by the Company to NHS and Attar was
considered equivalent to the fair value of ground handling business acquired from NHS and
Attar.
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(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

5.

SECONDMENT AGREEMENTS

According to the Sale Purchase Agresment signed between Saudia and the Company, Saudia
employees (SV Employees) have been seconded by Saudia to the Company with effect from 1
January 2011 until the issuance of the Transfer Resolution (the Secondment Period).

During the Secondment Period the Company is responsible for all liabilities and obligations of
Saudia in respect of the SV Exployees pursuant to their terms of employment with Sandia and in
accordance with terms and conditions of the Sale Purchase agreement (including, without
limitation, salary, benefits, and any bonus payment or payments due as a result of a change of the
terms of employment of such an employee during the Secondment Period).

Pursuant to terms of the Sale Purchase Agreement, Saudia shall reimburse to the Company all costs
associated with each SV Employee who is forty-five years of age or older as at the Effective Time
which exceed SR 10,000 per employee per Gregorian calendar menth.

The Company agreed that it will enter into an employment contract with each of the SV Employee
who elects to transfer to the Company at the end of the Secondment Period. SV Employees may at
any time including the Effective Time elect not to be transferred to the Company pursuant to this
Agreement.

Saudia will indemnify the Company in respect of each loss, liability and cost which it may sustain
arising under or in connection with the contract of employment or appointment resolution of a §V
Employee who elects not to transfer to the Company and/or, following such election, the
termination of his or her employment, whether relating to an act or omission that occurred before
or after 1 January 2011 including without limitation in respect of any arrears of salary , any accrued
benefits, any payments in leu of notice, holiday pay, redundancy payments, compensation for
wromngful or unfair dismissal or diserimination or any other order for damages or compensation for
any failure by Saudia to perform any duty imposed under any such SV Employee's contract of
employment {including, without limitation, each loss, liability and cost incurred as a result of
defending or settling a claim alleging such liability) or under applicable law.
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SAUDI GROUND SERVICES COMPANY
(A Baudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2017
(Expressed in thousands of Saudi Arabian Riyal unless otherwise stated)

6. PROPERTY AND EQUIPMENT {continued)
b} Depreciation charge for the year is allocated as follows:

2017 2016
Operating costs 90,746 87,589
Administrative expenses (note 19) 7,370 8,633
98,116 96,222
¢) Capital work in progress refates to the progress payments made towards purchase of airport
equipment committed and ordered.
7. GI ETS AND GOODWILL

Reconciliation of carrying amounts;

Customer Customer
Goodwill contracts relationships Total

Cost:
Balance at ! January 2016, 31 December

2016 and 31 December 2017 582,816 153,179 468,475 1,204,470
Accumulated amortization:
Balance at 1 January 2016 - 153,179 117,119 270,298
Amortization -- - 23,424 23,424
Balance at 31 December 2016 - 153,179 140,543 203,722
Balance at 1 January 2017 - 153,179 140,543 293,722
Amortization - - 23,424 23,424
Balance at 31 December 2017 - 153,179 163,966 317,146
Carrying amounts
At 1 January 2016 582,816 - 351,356 934,172
At 31 December 2016 582,816 - 327,932 910,748
At 31 December 2017 582,816 - 304,508 887,324

7.1  Refer note 4 for details regarding initial recognition of intangible assets and goodwill during business
combinations.
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SAUDI GROUND SERVICES COMPANY
{A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2017
{Expressed in thousands of Sandi Arabian Rival unless otherwise stated)

7. INTANGIBLE ASSETS AND GOODWILL (continued)

7.2 The Company has reviewed the carrying amounts of its non-financial essets including goodwill
to determine whether their carrying values exceeds the recoverable amounts. The latest
impairment study was finalized by an independent firm on 25 February 2018, For the
impairment testing, assets are grouped together into the smallest group of assets that generates
cash inflows from continuing use thar are largely independent of the cash inflows of other
assets or CGUs (i.e. Company as a single cash-generating unit). The management reviews
good will for impairment annually for the purpose of impairment testing.

The recoverable amount of a non-financial asset or CGU is the greater of its value ity use and
its fair value less costs to sell. The value in use has been estimated based on the income
approach to valuation using the discounted cash flow method. Value in use is based on the
estimated future cash flows based on 5-year management’s approved business plan projected
up to the year 2022, discounted to their present value using the following key assumptions:

Kev assumptions Percentage
Revenue growth rate 1.67%
Projecied EBITDA growth rate -4.2%
Discount rate (weighted average cost of capital) 11.5%
Terminal valuc growth rate 3%

Management believes that such growth rate does not exceed the long-term average growth rate
for the market in which it opcrates.

The calculation of value-in-use is most sensitive to the following key assumptions used:

»  Future performance improvements
»  Discount rate applied to cash flows projections
* Service

8. EQUITY ACCOUNTED INVESTEE

a) Saudi Amad for Airport Services and Transport Support Company (“SAAS™) is a Jjoint venture
in which the Company has a joint control and 50% ownership interest. SAAS is one of the
Company’s strategic supplier and is principelly engaged in providing transportation services for
passengers, deportees and crew in Kingdom of Saudi Arabia.

SAAS is structured as a separate vehicle and the Company has rights to the net assets of SAAS,

Accordingly, the Company has classified its interest in SAAS as a joint venture. The investment
in SAAS as at 31 December 2017 is as follows:
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8. EQUITY ACCOUNTED INVESTEF {(contigued}
Counfry of Effective ownership
Name incorporation interest (%) Carrvipg value
31 December 31 December 1 January
017 2016 2017 2016 2016
SAAS Kingdom of
Saudi Arabia 50% 50% 121,780 98,337 76,201

b} The movement surmmary of an equity accounted investee is as follows:

2017 2016
Balance at the beginning of the year 98,337 76,201
Share in pet income 23,443 22,136
Balance at the end of the year 121,780 98,337

c) The following table summarizes the fipancial information of SAAS as included in its own
financial statements, adjusted for fair valve adjustments at acquisition and differences in
accounting policies. The table also reconciles the summarized financial information to the
carrying amount of the Company’s interest in SAAS,

31 December 31 December 1 January

2017 2016 2016
Non-cutrent assets 99,630 96,918 110,513
Cutrent assets 213,598 148,427 56,584
Non-current liabilities (1,733) (1,297 (719)
Current liabilities (64.287) {47,147) (17,454)
Net assets (100%) 247,208 196,901 148,924
Company’s share of net assets (50%) 123,604 98,450 74,462
Difference due to provisional share of profit
recorded pre w {1.824) (113) 1,739
Carrying amount of interest in joint venture 121,780 98,337 76,201
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2,

lot

10.1

T CEIV 8
31 December 31 December 1 January
2017 2016 2016
Trade reccivables due from related parties (note
25(a)) 785,208 888,292 641,101
Other trade receivables 384,149 301,759 257,611
1,169,357 1,190,051 898,712
Less: allowance for impairment losses {108,995) {118,331) (89,275)
1,060,362 1,071,720 809,437
The movement in impairment losses is as follows:
2017 2016
Balance at beginning of the year 118,331 89,275
Charge for the year (note 19) 138,250 20,056
Allowance written off (139,586) -
Balance at end of the yesr 108,995 118,331
PREPAYMENTS AND OTHER RECEIVABLES
31 December 31 December { January
2017 2016 2016
Receivables from related parties {note 25 (b)) 286,329 203,799 64,187
Prepaymenis 61,054 35,364 43,698
Employee loans at amortized cost 37,504 39,546 28,098
Deposils at amortized cost 217 11,127 15,078
Advance to suppliers 3,312 8,764 11,860
Others 7,878 9,009 7,593
396,354 307,609 170,514
Less: non-current (note 10.1) {5,961) (16,366) (16,018)
Current receivables 390,393 291,243 154,496

This represents bank guarantee deposits and employee loans which are long term in nature and hence
disconnted at market borrowing rates on the date of origination to determine the amortized cost at the

reporting date.
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11, INVESTMENT- HELD FOR TRADING

Investinent - held for irading mainly comprises of invesiment in money market - mutnal fand.

Balance at beginning of the vear
Investment made

Disposal of investment

Unrealized fair value gain (note 20)

Balance at the end of the year

31 December 31 December 1 Januvary
2017 2016 2016
454 806 - --
1,227,007 950,000 -
(1,034,609) (497.426) -
8,600 2,232 -
655,804 454,806 -

Investment-held for trading have stated interest rates 1.5% to 2 % and mature with in one year,

12. ORT DEPOSI

Short-term bank deposits represent time deposits placed with commercial banks and yield financial

income at prevailing market rates.

13. CASH AND CASH EQUIVALENTS

Cash in hand

Cash at bank in current acconnts
Short-term bank deposits, with original
maturity of less than 90 days (note 12)

14, TRADE PAYABIES

Trade payables due o related parties {note
25(ch)
Other irade payables

31 December 31 December 1 Jarmary
2017 2016 2016
3N 380 364
35,991 94,317 775,967
- 3,107 3,107
36,363 07,804 779,438
31 December 31 December 1 January
2017 2016 2016
48,035 22,233 44,713
19,713 6,000 7,077
67,748 28,233 51,792
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i5.

16.

17

OTHER PAYABLES
31 December 3) December 1 January
2017 2016 2016

Employee related accruals 102,149 98,177 84,598
Related party payables (note 25(d)) 118,828 202,358 48,799
Accrued rent and charges 23214 18,919 19,695
Accrued outsourced service charges 34,664 28,811 19,482
Other accruals 44,240 30,257 17,343
Advances from customers and others 13,005 11,406 12,597

336,097 389,928 202,514
SHARE CAPITAL

At 31 December 2017, the authorized, issued and paid up share capital of SR 1,880 inillion consists
of 188 million fully paid shares of SR 10 each (31 December 2016 and 1 January 2016: SR 1,880
million consist of 188 million shares of SR 10 each) (refer note 4).

31 December 2017 31 Decomber 2416 1 January 2016
Number Number Number

ofshares %  Amount ofshares % Amount  of shives % Amount

Founding
sharc holders 131,600,000 70 1,316,000 131,600,000 70 1316000 131,600,000 70 1,316,000
General public 56,400,000 30 _ 564,000  56.400,000 30 564,000 56,400,000 30 564,000

Totai 188,000,000 200 1880,000 188,000,000 100 1,880,000 188,000,000 100 1,880,000

STATUTORY RESERVE

In accordance with the Company's Byelaws, the Company sets aside 10% of its net income in each year
to a statutory reserve until such rescrve equals to 30% of the share capital. This reserve is not available
for distribution.
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18.

19,

EARNINGS PER SHARE

Basic earnings per share for the year ended 31 December 2017 has been computed by dividing the
profit for the period atiributable to the ordinary shareholders of the Company for such period by the
weighted average number of shates outstanding during the petiod. The calculation of diluted
eatnings per share (‘EPS”) is not applicable to the Company. In addition, no separate eaming per
share calculation from continuing operations has been presented since there were no discontinved

operations during the period.

ADMINISTRATIVE EXPENSES

Employees’ related expenses

Rent, motor vehicle expenses and other office costs
Amortization of infangible assets (note 7)
Allowance for impairment losses {note 9)
Depreciation (note 6 (b))

EINANCE INCOME / T-NET

Finance income:

Interest income on short term deposits

Unwinding of discounts on interest free employees®
loans

Unrealized gain on fair valuation of investment-held
for trading (note 11)

Realized gain on disposal of investment-held for
trading

Finance cost:
Bank charges
Exchange ioss

Finance income — net
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2017 2016

112,883 106,961
198,496 80,747
23,424 23,424
130,250 29,056
7,370 8,633
382,423 248,821

2017 2016

2,339 11,363
279 258
8,600 2,232
1,736 2,574
18,954 16,427
(1,026} {949)
(1.,495) (714)
(2,521) {1,663)
16,433 14,764
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21. OTHER INCOME

2017 2016
Human Resource Development Fund claims received 2,287 4,862
Penalty for delayed services 1,758 1,834
Gain on disposal of property and equipment 120 71
Miscellaneous income 1,628 816
5,193 7,583

22. DIVIDEND DISTRIBUTION

During the year, the Company declared a cumulative dividend of SR 611 million (2016 SR 340
million) out of retained eamings and the profits of 2017. The dividend was approved by the Board of

Directors as stated below.
2017 2016
Annual dividend for 2015 - 95,880
Interim dividend for 2016 - 244,400
Annual dividend for 2015 244,400 -
Interim dividend for 2017 366,600 -
611,000 340,280
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13. ZAKAT
a) Zakat expense for the year

The significant components of Zakat base as per relevant GAZT regulations are as follows:

2017 2016

Share capital 1,880,000 1,880,000
Statutory reserves 369,697 301,114
Retained ezamings 727,014 522,737
Adjusted net profit 712,215 790,816
Provisions made during the year 340,516 340,998
Dividend paid {611,000) (340,280)
Deduction against written down value of property

and equipment (2,301,295) {2,173,992)
Zakat base 1,117,147 1,321,393
Zakat @ 2.5% higher of adjusted net profit or Zakat

base 27,929 33,035
Excess provision made 5471 1,097
Zakat expense for the year 33,400 34,132

The differences between the financial and the Zakatable results are due to certain adjustments
in accordance with the relevant GAZT regulations,

B) Accrned Zakat

‘The movement in the accrued Zakat during the year is analysed as under:

2017 2016
Balance at the beginning of the year 47,316 25,859
Charge for the year 33.400 34,132
Payments during the year (15,128) (12,67%)
Balance at the end of the year 65,588 47,316
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23. ZAKAT (continued}

¢)

Status of Zakat

The Company has filed declaration up to financial year end 31 December 2016 with the General
Authority of Zakat and Income Tax (GAZT). The Company also obiained Zakat certificate
valid until 30 April 2018. The GAZT has issued the final Zakat asscssment order for 2008 to
2011 subject to an additional Zakat lability of SR 900,000. Howeves, the Company has filed
an objection against this assessment.

24. EMPLOYEES' BENEFITS

2}

b)

General Description of the plan

The Company operates an approved unfunded employees’ end of service benefits scheme / plan
for its penmanent employees as required by the Saudi Arabian Labour law

The amount recognized in the statement of financial position is determined as follows:

December 31, December 31, January 1,

2017 201 2016
Present value of defined benefit
obligation 432,280 383,230 332,122
Movement in net defined benefit liability

Net defined benefit liability comprises only of defined benefit obligation. The movement in the
defined benefit obligation over the year is as follows:

2017 2016

Balance at beginning of year 383,230 332,122
Included in profit or loss .
Cuirent service cost 51,764 47,769
Interest cost 18,746 16,280

70,510 64,059
Included in other comprehensive income
Actuarial gain (4,854) (319
Benefits paid _ {16,606) {12,632)
Balance at end of year 432,280 383,230
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24,

25.

YEES® BENEFITS (continu

¢) As described in accounting policy note 3 (m) the valuation for end of service liability is prepared

by an independent external firm of actuaries using the following key assumptions at the reporting
date

Key assumpitions 2017 2016
Discount rate 4.35% 5%
Future salary growth / Expected rate of salary increase 4.5% %
Mortality rate 0.1% 0.1%
Employee turnover / withdrawal rates 92.5% 13%
Retirement age 60 years 60 years

An independent actuarial exercises have been conducted as at 1 January 2016, 31 December
2016 and 31 December 2017 1o ensure the adequacy of provisions for employees’ end of service
benefits in accordance with the rules stated under the Saudi Arabian Labour and Workmen Law
by using the Projected Unit Credit Method as required under International Accounting
Standards 19: Employee Benefits.

d) The sensitivity of EOSB to changes in the weighted principal assumptions is as follows:

2017 2016
Change in Imcreasein  Decreasein Increasein  Decreasein
Assimptions assumptionby [iability by  lability by  liabilityby  liability by
Discount rate %% 62,921 {51,897 52,367 (43,504)
Future salary
growth 1% 64,461 (54,041) 53,296 (45,067)

The weighted average duration of the defined benefit obligation is 13.28 years (2016 12.43 years)

RELATED PARTY

The Company, in the normal course of business, enters into transactions with other entities that fall
within the definition of a related party contained in International Accounting Standard 24. These
transactions are carried out at terms agreed with the related parties:
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18,

RELATED PARTY (continued}
(a) Due related parties - und de receivable:
Amount of Closing belance
trapsactions for the year
Mature of ended 31 Deceinber 31 December 31 December | January
Neme Belstionship  framsaction 247 2016 17 206 2016
Saudi Arabian Pzrent Bervices
Airlines Corporation Company provided 1,268,158 1,328,705 15,971 721,353 552,869
National Air Services  Affiliate Services
provided 261,990 251,461 153,832 78,327 18,584
Saudi Airlines — Affiliate Sexvices
Cargo Company provided
Lirnited 17377 22,152 29,904 22,381 21,600
Baudi Acrospace Affiliate Services
Engineering provided
indusiries G676 131 497 - 2
Sandi Airlines Affiliate Services
Catering provided 117 %3 o £71 3
Saudi Private Affiliate Services
Aviation provided 17,036 36,240 35,740 49,006 36,179
Royal Fleet Sarvices Affjliate Services
provided 41,777 16,213 43,880 17,052 11,798
National Aviation Affiliare Services
Ground Suppoti provided 22 - 2 2 2
Fly adeal Affiliate Services
provided £196 - 5,082 .-
785,208 $88,292 641,101
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23,

RELATED PARTY {continued)

(b) Dne from reiated parfies - under prepayments and other receivables
Amouritof Closing balance
transaglions
for the year
Nature of ended 31 Decomber 31 December 24 Docember 1 January
Ngme Reloionship  fransactions 2017 215 2017 2016 2016
Recharge of
Saudia Arabian Parent seconded
Afrlines Corporation  Company staff cost 273,001 347337 267,005 187,545 53,876
Sandi Aerospace
Engincering GACA rent
Industries Affiliate recharge 1,424 1,424 - 996 2420
Sandi Amad for
Airport Services and Minpower &
Transport Support Operational
Company Joint Venture  Services 2510 3,017 18,740 14,675 7,308
Recharge of
Attar Travals Affiliate expenses - - 584 583 583
286329 203,799 64,187
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25. RELATED PARTY {continued)

(¢) Due io related parties - upder trade payables:
Amount of . e
transactions for the Closing balance
year ended
Nature of 31 Decembes 31 December  31December L January
Saudi Arabian Parent Expenses incurred
Aithnes Corporation Company on behalf of
company 18,995 19,650 15,253 13,883 12,512
Expsnses incurred
Saudi Airlines Catering ~ Affiliate on bebalf of
company 62,008 54232 4811 - 3,671
Saudis Expenses incurted
Aerospace on behalf of
Engineering Industries  Affiliale company 83836 82225 21,689 6,177 28,532
Saudi Amad for
Aitport Services and Expenses incurred
Transport Suppart on behalf of
Company Affiliale company 7,085 5,076 5,982 2,041
Sandi Airlines Real
Estate Developers Affiliate Expenses incutred 996 . 7% - -
Sandia Airlines Cargo
Limited affitiate Services 02 132 224 132 -
48,035 22,233 44,713
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25,

RELATED PARTY {continued)

(d) Dus to related parties - under other payables:

Name
Saudi Arubian Airlines

Corporation

Saudi Amad for Airport
Services and Transport
Support Company

Saudi Airlines Catering
Company

Saudi Aeraspace
Engineering Industries

National Air Services

Saudia Airlines Cargo
Limited

Saudi Private Aviation
Royal Fleet Services

Saudi Arabis Real
Estate Drevelopment

Relatiopshi

Parent

Company

Affiliae

Affiliate

Affiliate

Affitiate

Affiliate
Affiliate

Affiliste

Affiliate

Natore of
jansactions

Sandia staff
pensicn
Payment
Teceived on
behalf of the
compary

Services
received

Services
received

Expense claims

Expense claims

Bervices

Scrvices

Services

Amount of transactions

for the year ended
31 December

2017 2016

46,930 36,635

12,637 36,136

- 600

- 3,000

- 3,000

- 1,520
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Closing balange
31 December 31 Decamber I .lappary
2017 2016 2018
67,582 141,615 31,195
29,388 32,420
11,112 13,314 17,235
2,064 8,303 -~
600 600 -
859 BG 9
3,000 3,000 -
3,000 3,000 -
920 - 160
118,528 202,358 48,799
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25, RELATED PARTY (coptinued)

(¢} Remuneration:

Namne Nature of transactions 2017 2016
Key management personnel  Remuneration 12,916 3,050
Board of Directors Meeting attendance fec 3,528 4,206
16,444 12,256
Following is the breakup of key management personnel’s remuneration:
2017 2016
Short term 16,080 11,857
End of service benefits 364 399
16,444 12,256

The Company's revenues derived from services rendered to Saudi Arabian Airlines Corporation
(“Saudia™) amounted to approximately 49% (2016: 49%) of the total revenue. During the year, SR
140 million worth of receivables from Saudia were written off against the available provision
balance.

26. CONTINGENT LTARILITIES AND COMMI NTS

As at 31 December 2017 the Company has provided, in the normal course of business, bank
guarantees amounting to SR 0.05 miltion (2016: SR 20.33 million) to the Ministry of Finance, Saudi
Airlines, TATA and General Authority of Civil Aviation (“GACA™), in respect of Haj visa, tickets,
airline ticket sales and rentals. The Company’s bank has marked bank balances in the same amount
as lien againgt these guarantees.

As at 31 December 2017, the commitments under non-cancelable operating lease rentals are SR
10.58 million (2016: SR 10.66 million). Commitments amounting to SR 40.77 miltion (2016: SR
37.16 million) are in respect of capital expenditure committed but not paid.

During the year ended December 31, 2017, Saudi Ministry of Labour had levied a fine amounting
to SR 23.6 million on the Company due to delay in submission of required documents related to
temporary visas of the staff for Haj operations. The Company had accrued SR 5 million against this
fine consideting the maximum outflow to settle this liability based upon the legal apinion received.
Currently, Company has filed an appeal against this fine with Administrative court of Appeals and
awaiting final decision.
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27.

FINANCIAL RISK MANAGEMENT
The Company has exposure to the following risks arising from financials instruments:

- Credit risk
- Liquidity risk
- Market risk

The Company’s activities expose it to a variety of financial risks: market risk {including
currency risk, fair value and cash flow interest rate risks and price risk), credit risk and liquidity
risk,

The Company’s overall risk management program focuses on robust liquidity management as
well as monitoring of various relevant market variables, thereby consistently secking to
minimize potential adverse effects on the Company’s financial performance.

Risk management framewaork

Risk management is carried out by senior management under policies approved by the Board of
Dhirectors. Scnior management identifies, evaluates and mitigates financial risks in close co-
operation with the Company’s operating units. The types of risk that would require to be
analyzed and disclosed are market risk, credit risk and liquidity risk. -

The Board of Directors has overall xesponsibility for establishment and oversight of the
Company’s risk management framework. The exccutive management team is responsible for
developing and monitoring the Company’s risk management policies. The team regularly meets
and any changes and compliance issues are reported to the Board of Directors through the audit
committes,

Risk management systems are reviewed regularly by the executive management team to reflect
changes in market conditions and the Company’s activities. The Company, throngh its training
and management standards and procedures, aims to develop a disciplined and constructive
control environment in which all employees understand their roles and obligations.

The avdit committee oversees compliance by management with the Company’s risk
management policies and procedures, and reviews the adequacy of the risk management
framework in relation to the risks faced by the Company.

Financial instriments carried on the statement of financial position include cash and cash
equivalents, short term bank deposits, investment — held for trading. trade and other receivables,
trade payable and other payables. The particular recognition methods adopted are disclosed in
the individual policy statements associated with each item.
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27.  FINANCIAL RISK MANAGEMENT (sontinued)

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices. Market risk is represented by: interest rate risk,
currency risk and other price risk.

Interest rate risk

Interest rate risks are the exposures to various risks associsted with the effect of fluctuations
in the prevailing interest rates on the Company’s financial position. The Company manages the
interest rate risk by regularly monitoring the interest rate profiles of its interest bearing financial
instruments.

Currency risk .
Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates. The Company’s transactions are principally in Saudi Riyals, Buros,
United States dollars and United Kingdom pounds. Due to fixed parity between Saudi Riyals
and United States dollars exposure to currency risk is minimal, hence not exposed to currency
risk.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty (o a
financial instrument fails to meet its contractual obligations, and arises principally from the
Company’s trade receivables, other receivables, cash at bank, investment- held for trading and short
term bank deposits.

Trade and other receivables (including related parties)

The Company has established a credit policy under which new customers arc analyzed individually
for creditworthiness before the Company’s standard payment and service terms and conditions are
offered, Credit limits are established for customers, which represents the maximum open amount
withont requiring forther approval from the management; these limits are reviewed periodically.
Customers that fail to meet the Company’s benchmark creditworthiness may transact with the
Company only on advance payment basis.

The Company establishes an allowance for impairment that represents its estimate of incurred losses
in respect of trade and other receivables. The main components of this allowance are a specific loss
component that relates to individually significant exposures, and a collective 10ss component
established for groups of similar assets in respect of losses that have been incurred but not yet
identified. The collective loss allowance is determined based on historical data of payment statistics
for similar financial assets.

Cash at banks
The Company’s cash is placed with banks of tepute.
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27. FINANCIAL RISK MANAGEMENT (soutinued)
Credit risk

The Company’s gross maxirnum exposure to credit risk at the reporting date is as follows:

31 December 31 December 1 lanuaty
2017 2016 2016
Financial assets
Trade receivables 1,169,357 1,190,051 898,712
Other receivables (excluding advances) 293,924 243,697 86,860
Investment — held for trading 655,804 454,806 -
Short term bank deposits - 407,928 3,107
Cash at banks 35901 94,317 775,967
2,155,076 2,390,799 1,764,646
The maximum exposure to credit risk for rade receivables including related parties by geographical
region at the reporting date was:
31 December 31 December 1 January
2017 2016 2016
Gulf counirtes 927,751 1,003,072 736,306
Qther Asian conntries 124,313 79,149 69,803
Europe 8,528 7,381 17,412
Other regions 108,463 100,449 75,191
1,169,357 1,190,051 898,712

At 31 December 2017, trade receivables are mainly due from Saudia (note 25 (a)} and other foreign airlines
and are stated a1 their estimated realisable values, 53 % (2016: 45%) of accounts receivable from other

customers comnprise of ten customers.

Immpairment losses
The ageing of trade receivables including related parties at the reporting date was:
31 December 2017 31 December 2016 1 Januery 2016
Imapairment Impairment Impairment
Gross loss Grosg loss Gross loss
Not past due 540,712 - 725,296 - 491263 -
Past due 0-90 days 242,704 - 151,153 - 130,040 .
Past due 91-180 days 118,720 7,244 45,547 3,295 140,651 3,750
Past due 181-365 days 61,318 16,892 50,917 5,593 136,758 85,525
Past due 3635 — days 205,905 84,859 217,138 109,443 - -
Total 1,169,357 108,995 1,190,051 118,331 898,712 89,275
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?7.  EINANCIALRISKMANAGEMENT (continued)

Credit risk (continued)
Impairment losses (contitued)
Tmpairment losses are calculated as follows:

31 December 31 December 1 January

2017 2016 2016
[mpairment - individually significant customers 58,780 93,302 64,246
Impairment - collective basis S0, 218 25,029 25,029
168,995 118,331 89,275

Interest rate risk

The interest rate profile of the Company's interest-bearing financisal instrments as reported to the
management of the Company is as follows:

31 December 31 December 1 Jamuary

2017 2016 2016
Fixed rate instruments
Financial assets
~Short term bank deposits - 404,821 -
‘Variable rate instruments
Financial assets
= Investment — held for trading 655,804 454,806 -

Fair value sensitivity analysis for fixed interest rate instrnments

The Company does not account for any fixed rate financial assets and liabilities at fair value through
profit or loss, therefore, a change in interest rates at the reporting date would not affect the statement
of profit or loss and other comprehensive income.

Cash flow sensitivity analysis for variable rate Instruments
A change of 100 basis points in interest rates at the reporiing date would have increased/{decreased)

profit or loss by SR 6.56 million (2016 :SR 4.55 million). This analysis assumes that all other
variables, in particular foreign currency rates, remain constant.
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27. FINANCIALRISK MANAGEMENT (continued)

Liquidity risk

Liquidity risk is the risk that the Company wiil encounter difficulty in meeting the obligations
associated with its financial liabilities that are settled by delivering cash or another financial asset.
The Company’s approach to managing liquidity is to ensure, as far as possible, that it will have
sufficient liquidity to meet its liabilities when they are due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Group’s reputation.

Exposure o liquidity risk
The following contractual maturities of financial liabilities at the reporting date:
Non-derivative financial Habilities Carrying Contractual Less than six
amount cash flows months
At 31 December 2017
Trade payables 67,748 67,748 67,748
Other payables (excluding advances) 323,092 323,092 323,092
Accrued Zakat 65,588 65,588 65,588
456,428 456,428 456,428
At 31 December 2016
Trade payables 28,233 28,233 28,233
Other payables (excluding advances) 378,522 378,522 378,522
Accrued Zakat 47316 47,316 47,316
454,071 454,071 454,071
At 1 January 2016
Trade payables 51,792 51,792 51,792
Other payables (excluding advances) 189,918 189,918 139,918
Accrued Zakat 25,859 25,859 15,859
267,569 267,569 267,569

Capital risk management

The Company’s objective when managing capital is to safeguard the Company’s ability to
continue as a going concern so that it can continue to provide retumns for shareholders and
benefits for other stakeholders; and to maintain a strong capital base to support the sustained
development of its businesses. The Company manages its capital structure by monitoring returm
on net assets and makes adjustments to it in the light of changes in economic conditions.

Apart from requirements of the Regulations for Companies, the Company is not subject to
any other externally imposed capital requirements.
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27. EINANCIAL RISK MANAGEMENT (continucd)

Fair value of assets and liabilities

Fair valug is the price that would be received 1o sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date in the principal or, in
its absence, the most advantageous market to which the Company has access at that date. The
fair value of a liability reflects its non-performance risk.

A financial instrument is regarded ag quoted in an active market if quoted prices are readily
and regularly availabie from an exchange dealer, broker, industry group, pticing service, or
regulatory agency, and those prices represemt actual and regularly occurring market
transactions on an arm's length basis.

When measuring the fair value the Company uses market observable data as far as possible.
Fair values are categorized into different levels in a fair valie hierarchy based on the inputs
used in the valuation techniques as follows.

Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities that can
be accessed at the measurement date

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

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

As at 31 December 2017, the fair values of the Company’s financial instruments are estimated
to approximate their carrying values. No significant inputs were applied in the valuation of
trade receivables as at 31 December 2017. Investment — held for trading falls under level 1 in
the fair value hierarchy.
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EW ST AND NOT YE

Following are the new standards effective for annual periods beginning after 1 January 2018 and
earlier application is permitted; however, the Company has not early adopted them in preparing
these financial statements.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 establishes a comprehensive framework for determining whether, how much and when
revenue is recognised. It replaces existing revenue recognition guidance, including IAS 18 Revenue,
1AS 11 Construction Contracts and IFRIC 13 Customer Loyalty Programmes. IFRS 15 is effective
for annual periods beginning on or after 1 January 2018. There is not going to be a significant impact
on Company’s revenue recognition policy.

IFRS 9 Financial Instriomenis

In July 2014, the International Accounting Standards Board issued the final version of JFRS 9
Financia] Instruments. IFRS 9 is effective for annual periods beginning on or after 1 January 2018,
with early adoption permitted.

Classification — Financial assets

IFRS 9 contains a new classification and measurement approach for financial assets that reflects the
business model in which assets are managed and their cash flow characteristics. IFRS 9 contains
three principal classification categories for financial assets: measured at amortised cost, fair value
through other comprehensive income (FVOCY) and fair value through profit or loss (FVTPL). The
standard eliminates the existing IAS 39 categories of held to maturity, loans and receivables and
availabie for sale,

Impairment — Financial Assets and Contract Assets

IFRS 9 replaces the ‘incurred loss” model in IAS 39 with a forward-looking ‘expected credit loss’
(ECL) model. This will require considerable judgement as to how changes in economic factors affect
ECLs, which will be determined on a probability-weighted basis.

The new impairment model will apply to financial assets measured at amortised cost or FVOCL,
except for investments in equity instruments, and to contract assets. Under IFRS 9, loss ellowances
will be measured on either of the following bases:

- 12-month ECLs are those that result from possible default events within the 12 months after the
reporting date;

- and Lifetime ECLs are those that result from atl possible defavlt events over the expected life of
a financial instrument.

Lifetime ECL measurement applies if the credit risk of a financial asset at the reporting date has
increased significantly since initial recognition and 12-month ECL measurement applies if it has
not. An entity may determine that a financial asset’s credit risk has not increased significantly if the
asset has low credit tisk at the reporting date. However, lifetime ECL measursment always applics
for trade receivables and contract assets without a significant financing component; an entity may
choose to apply this policy also for trade receivables and contract assets with a significant financing
component.
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28. PROSPE E CCO ING IC tinued
IFRS 9 Financial Insiruments (continved)

Classification — Financial Liabilities
IFRS 9 largely retains the existing requirements in 1AS 39 for the classification of financial
liabilities. Howsever, under [AS 39 all fair value changes of liabilities designated as at FVTPL are

recognized in profit or loss, whereas under IFRS 9 these fair value changes are generally presented
as follows:

- the amount of change in the fair value that is atiributable to changes in the credit risk of the
liability is presented in Other Comprehensive Income
- the remaining amount of change in the fair value is presented in profit or loss.

Disclosures

IFRS 9 will require extensive new disclosures, in particular about credit risk and expected credit
losses,

Transition
Changes in accounting policies resulting from the adoption of IFRS 9 will generally be applied
retrospectively, except as described below.

The Company plans to take advantage of the exemption allowing it not to restate comparative
information for prior periods with respect to classification and measurement (including impairment)
changes. Differences in the carrying amounts of financial assets and financial labilities resnling
from the adoption of IFRS 9 generally will be recognised in retained earnings and reserves as 8t
Januwary 2018.

IFRS 16 Leases

IFRS 16 introduces a single, on-balance sheet lease accounting model for Jessees. A lessee
recognises & right-of-use asset representing its right to use the underlying asset and a lease liability
representing its obligation to make lease payments. There are optional exemptions for short-term
leases and leases of low value items. Lessor accounting rexsains similar to the current standard —1.e.
lessors continue to classify lcases as finance or operating leases.

IFRS 16 replaces existing leases guidance including ‘IAS 17 — Leases’, ‘IFRIC 4 - Determining
whether an Arrangement contains a Lease’, *SIC-15 - Operating Leases — Incentives’ and ‘SIC 27 -
Evaluating the Substance of Transactions lnvolving the Legal Form of a Lease’. The standard is
effective for annual perieds beginning on or after January 2, 2019. Early adoption is permitted for
entities that apply IFRS 15 Revenue from Contracts with Customers at or before the date of initial
application of IFRS 15.

Determining whether an arrangement contains a lease
On trangsition to IFRS 16, the Company can choose whether to:

- Apply the IFRS 16 definition of a lease to all its contracts; or
- Apply a practical expedient and not reassess whether a contract is, or contains, a lease.
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8.

29,

PROSPE (2] C continued
IFRS 16 Leases {continued)
Transition

As a lessee, the Company can cither apply the standard using a:

- Retrospective approach; or
Modified retrospective approach with optional practical expedients.

The lessee applies the election consistently to all of its leases. The Company currently plans to apply
IFRS 16 initially on 1 January 2019, The Company has not yet determined which transition approach
to apply. As a lessor, the Company is not required to make any adjustments for leases in which it is
a lessor except where it is an intermediate lessor in a sub-lease,

EXPLANATION OF TRANSITION TO IFRS

As stated in note 2,1, this is the Company's first financial statements prepared in accordance with
the requirements of IFRS 1.

The accounting policies set out in note 3 have been applied in preparing the financial statements for
the year ended 31 December 2017, 31 December 2016 and in the preparation of an opening IFRS
statement of financial position as at | January 2016 (the Company’s date of transition).

In preparing its opening IFRS statement of financial position, the Company has adjusted amounts
reported previously in financial statements prepared in accordance with SOCPA standards. An
explanation of how the transition from SOCPA standards (pre-converpence GAAP) to IFRSs has
affected the Company’s financial position, is set out in the following tables and the notes that
accompany the tables,
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29. EXPLANATION OF TRANSITION TO [FRS (continued)

ASDETS

Pruperty and equipment
Intangible asscts and geodwill
Equity aceounted investee

Prepeyments and other

recejvables
Nob-current assets

[nventories
Trade receivabies

Prepayments and other

receivables

Investment — held for trading
Short term deposits

Cash and rash equivalents
Current assets

Total assets

EQUITY

Shere capital
Statutory regerve
Retained earnings
Tuots) eguity

LIABILITIES
Enmployess' benefits
Non- current lisbifity

Trade payables
Other payables
Accraed Zakat
Current labilities

Tota! liabilitles

Total equity and liabilities

EFRS IFRS
Notey SOCP4 ipact IFRS SOCPA impact IFRS
as at L Jannary 2016 as at 31 December 2016

473,140 - 473,140 479,573 - 479,573
934,172 - 934,172 910,748 - 910,748
76,201 - 76,201 98,337 - 98,337
29(b) - 16,018 16,018 - 16,364 16,366
1,483,513 16,018 1,499,831 1,488,658 16,366 1,505,024
289 289 - - -
200,437 - 809,437 1,071,720 - 1,071,720
290 176,607 {22,111} 154,496 313,449 (22,201} 291,243
- - . 454,806 — 454,806
- - - 404,821 - 404,821
779438 - 779438 97,804 - 97,804
1,765,771 {22,111} 1,743,660 2,342,595 (22201) 2,520,394
3,249,284 (6,093) 3,243,191 3,831,253 (5835 3825413
1,880,000 - 1,880,000 1,880,000 - 1,880,000
301,114 - 301,114 369,697 - 369,697
29(a} 522,737 (72,947) 449,790 799,703 (72,689) T27014
2,703,851 (712,047 2,630,904 3,049,400 (72,689 1,976,711
29(c) 265,268 66,854 332,122 316,376 66,854 383,230
265,268 66,854 332,112 316,376 66,854 333,230
51,792 - 51,792 28,233 - 28,233
202,514 202,514 389,028 - 389,928
25,859 - 25,859 47,316 - 47,316
180,165 - 280,163 465,477 - 465,477
$45,413 66,854 612,287 781,853 66,854 848,707
3,249,284 (6,093) 3,243,191 3,631,253 (5835 3825418
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29. EXPLANATION OF TRANSITION TO IFRS (continned)
Reconciliation of comprehensive income jor the year ended 31 December 2016

‘or the year ended ber 201
IERS IFRS as at

SOCpA impact 31 Decenber 2016
Revenue 2,726,673 - 2,726,673
Operating costs (1,802,116) 319 (1,802.435)
Gross profit 924,557 (319} 924,238
Administrative expenses {248,821 - {248,821}
Operating Profit 675,736 (319) 675,417
Ocher income 7,583 - 7583
Share of profit from an equity accounted investee 22,136 - 22,136
Finance income, nat 14,506 258 14,764
Profit before Zakat 719,961 {61) 719,900
Zekat (34,132) - (34,132
Profit for the year 685,829 {61) 685,766
Other comprehensive income
Acinaria) gein on abligation - 319 319
Total comprebensive income 685,829 258 686,087
Earning per share 3.65 - 3.65

Notes to the reconciliations

2) Details of decrease in the retained earnings resulting from transition to IFRS are as follows:

31 December 1 Yanuary
Note 2016 2016
Retaimed earnings under SGCPA 799,703 £22,737
Interest free loans to employees 29 {b) (5,835) (6,093)
Employees' end of service benefits 29 (c) (66,854) (66,854)
Decrease in retained carnings (72,689) (72,947}
Retained earnings under IFRS 727,014 449,790
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28,

30.

- / “Chief Financial Officer Chief E\xesquﬁEQr

E 0 T ITION TO IFRS (continued
Notes to the reconciliations (continued)

b) Prepayments and other receivables

Bank guarantee deposit

Bank guarantees have been provided to different parties such as Civil Aviation Authority, various
Ministries and others which are carried forward continuously on a rolling basis. In order to issue
the bank guarantees, an amount was held by banks in margin accounts under lien. The Company
does not have any maturity period for these deposits/margin accounts since these are to be carried
forward for business continuity and the same shall be released to the Company, only if there is a
discontinuance of business dealings with the respective parties. These long term guarantee
deposits/margin accounts were reclassified as non-current which was originally recorded under
“Prepayments and other receivables” in the statutory financial statements prepared under SOCPA.

Interest free loans te employees

The Company has granted interest free long term loans to certain employees against their end of
service benefits which are repayable by way of single instalment on the retirement date, hence these
loans are fair valued using a discount rate of 5% and retirement age of 60 years at the reporting
date. Accordingly, these employee loans were reclassified as non-current which were originally
recorded under “Prepayments and other receivables™ in the statutory financial statements prepared
under SOCPA.

31 December | January
2016 2016
Long term bank guarantee deposits 9,374 8,921
Long term interest free loans to employees 12,827 13,190
Reclassified from prepayments and other receivables 22,201 22,111
Amortised cost adjustment (5,335) (6,093)
Shown as long term assets 16,366 16,018

¢} Employee benefits

Under SOCPA, the Company accounted for employees' end of service benefit obligations
("EOSB") with reference to the mode of computation stipulated under the Saudi Arabian Labor
law, Upon transition to [FRS, the Company accounts for EOSB as a defined benefit obligation.
Accordingly, the Company had appointed an independent actuary for the computation of the I[FRS
transitional defined benefit liability as at | January 2016 and onwards, As at 31 December 2016, a
difference of SR 66.8 million (1 January 2016: SR 66.8 million) was identified between the
obligations computed by the actuary and the liabilities recorded under SOCPA at the reporting date.
Accordingly, an adjustment to that effect was accounted for in the preparation of the opening IFRS
statement of financial position (retained earnings debited by SR 66.8 million).

BOARD OF DIRECTORS’ APPROVAL

The financial statements were approveddn
11, 1439H, corrgsponding to March 28, 2018.

07

horized for issue by the Board of Directors on Rajab
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