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lerna Gontracting WILLLL

REPORT OF THE BOARD O DIRECTORS
As at 31 December 2018 s Babran Dinars

In accordance with Article 286 of the Commercial Companies Law, on behalf of the board of directors.
| have pleasure in presenting the audited financial statements of Terna Coniracting W1 (the
"Company") for the year ended 31 December 2018 as set out cn pages 5 to 30.

Financial highlights 2018 2017
Revenue 11,361,140 13.858.,486
I Gross {loss)/ profit (716,785) 812,574
| (Loss}/ profit for the year {1,341,553) 175,590
| Total assets 17,474,817 16,237,683
\ Total equity 5,042,555 6,384,110
\
L -

Representations and audit

The Company's activities for the year as at 31 December 2018 have been conducted in accordance
with the Commercial Companies Law and other relevant statutes of the Kingdom of Bahrain.

There have been no events subsequent to 31 December 2018, which would in any way invalidate the
financial statements as set out on pages 5 to 30.

The Company has maintained proper, complete accounting records and thesea, together with all other
information and exptanations, have been made freely available {o the auditers, KPMG Fakhro.

On behalf of the board of directers:

Dimitrios Salamanos

Dimitrios Alexandros Xoudis
Director

Managing Direclor

22 March 2019
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS

Terna Contracting WLL
Manama, Kingdom of Bahrain

Report on the audit of the financial statements

Opinion

We have audited the accompanying financial statements of Terna Contracting WLL {the "Company™), which comprise the
statement of financial position as at 31 December 2018, 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 cur opinion, except for the possible effects of the malter described in the Basis for Qualificd Opinion seclion of our
report, the accompanying financial statements present fairly, in all material respects, the financial position of the Company
as at 31 December 2018, and its financia! performance and its cash flows for the year ended in accordance with
International Financial Reporting Standards (IFRS).

Basis for Qualified Opinion

As described in the Other Matter paragraph, the opinion expressed on the financial statements of the Company as at and
for the year ended 31 December 2017 was qualified opinion due to the departure on recognition of revenue and
receivables as a result of a claim the Company has made with a cuslomer. The previous financial statements incivde
revenue and corresponding receivables amounting to BC 2.7 million which have been recognized as a result of a claim
the Company has made against a customer for prolongation and variation costs (Nole 19). This amount have nol been
also recorded in accordance with IFRS 15 (Revenue from contracts with custemers). Accordingly, the Company's rocords
indicate that, had management not recorded the revenue in previous year from the above mentioned claim, revenuc
would have been decreased by BD 2.7 million and the results, equity would have been reduced by the same amount in
the current year.

We conducted our audit in accordance with International Standards on Auditing {ISAs). Our responsibilities under those
standards are further described in the Audifors’ responsibilities for the audit of the financial sfatements section of our
report. We are independent of the Company in accardance with the International Ethics Standards Board for Accountants
Code of Ethics for Professional Accountants {IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obiained is sufficient and appropriate to
provide a basis for our qualified apinion.

Emphasis of a matlter

We draw attention to Note 19 to the financial statements, which describes the uncertainty related to the outcome of an
ongoing arbitration between a customer and the Company. Legal proceedings related to the arbitration are in progress
and the ultimate outcome of the matier cannot presently be determined. Our opinion is not modified in respect of this
matter.

Other matter

The financial statements of the Company as at and for the year ended 31 December 2017 were audited by another auditor
whose expressed a qualified opinion on those statements on 28 March 2018 due to the departure on recognition of
revenue and receivables as a result of a claim the Company has made with a customer.

Other information
The board of directors is responsible for the other information. The other informaticn obtained at the date of this audilors’
report is the report of the board of directors set out on gage 1.

Our opinion on the financial statements does not cover the other information and we do not express any form of assurance
conclusion thergon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing
so, consider whether the other information is malerially inconsistent with the financial statements or our knowledge
obtained in the audit, or otherwise appears to be materially misstated. If, based on the work we have performed on the
other information obtainad prior to the date of this auditors’ report, we conclude that there is a material misstatement of
this other information, we are required to raport that fact. We have nothing to report in this regard.
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INDEPENDENT AUDITORS' REPORT 10 THE SHAREHOLDERS (continued)

Terna Contracting WLL
Manama, Kingdom of Bahrain

Responsibifities of the board of directors for the financial statements

The board of directors is responsible for the preparation and fair presentation of the financial statements in accordance
with IFRS, and for such intemal control as the beard of directors delerming is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or orror.

In preparing the financial statements, the board of directars is responsible for assessing the Company’s ability to continue
as a going concern, disclosing, as applicable, matters related 1o going concern and using the going concern basis of
accounting unless the board of directors either inlend to liquidate the Company or to cease operations, or has no realislic
alternative but 1o do so.

Audifors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonabie 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 level of assurance, but is not a guarantee that an audit conducled in accordance with
ISAs will always detect a material misstatement when it exisls. Misstaterents can anse from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with 1SAs, we exercise professional judgment and mainlain professional skepticism
throughout the audit. We also:

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

= Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

*  Evaluate the appropriatenass of accounting policies used and the reasonableness of accounting estimales and
related disclosures made by the board of directors.

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

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

We communicate with the board of directors 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.

Report on other regulatory requirements

As required by the Commercial Companies Law, we report that:

a) the Company has maintained proper accounting records and the financial statements are in agreement therewith;

b) the financial infoermation contained in the report of the board of directors is consistent with the financial statements;

c) we are not aware of any viclations during the year of the Commercial Companies Law or the terms of the Company’s
memorandum of association that would have had a material adverse effect on the business of the Company or on
its financial position; and

d) satisfactory explanations and information have been provided to us by management in response to all cur reguests.

KPMG Fakhro
Partner Registration No. 136
22 March 2019



Terna Goniraciing Wi.L

STATEMENT OF FINANCIAL POSITION

As at 31 December 2018

ASSETS

Non-current assets
Property and equipment
Intangible assets
Retention receivable

Total nen-current assets

Current assets

Inventaries

Contract assets

Contract and other receivables
Due from related parties

Cash and cash equivalents

Total current assets

Total assets

EQUITY AND LIABILITIES
Equity
Share capital

Investment cantribution from shargholders

Statutory reserve
Retained earnings

Total equity {page 7}

Non-current liabilities

Provision for employees' leaving indemnities
Nen-current portion of retention payable
Nen-current portion cf term loans

Total non-current liabilities

Current liabilities

Bark overdraft

Current porticn of term loans
Trade and other payables
Due to related parties

Total current liahilities

Total liabilities

Total equity and liahilities

Note

W

o~

—_
o T

i

13

10
13
12
9 ¢}

Babraini Dinars
31 December | 1 31 December
2018 2017
286,868 625.604
1,853 2,000
RRLTAR 3.4561,198
760,563 4088802 |
195174 256,467
8,205 419 8341135 |
6,852,509 2102563
42,691 213,113
1,328,461 1235603
16,714,254 | | 12,148,881
17,474,817 16,237,683
4,500,000 | 2,000,000
-1l 2500000
450,926 450,926
91.629 1433184
| 5,042,555 ’ 6.384.110 ¢
L 640236 604,553
112,358 | 631,879
| 58343 158,339
819937 1,394,771
|
; 824,837 689,336
: 99996 195203
L 5.082.547 5936 510
| 3704945 = = 1837.753
" 11,612,325 8,458,802
12,432,262 9.853573
17,474,817 16,237 683

The financial statements were approved by the Board of Directors on 22 March 2019 and signed on its

behalf by:;

Dimitrios Alexandros Xoudis
Managing Director

Dimitrios Salamanaos
Director

The accompanying notes 1 to 21 are an integral part of these financial statements,



Terna Contraciing WLL

STATEMENT OF PROFIT OR LOSS AND OTTHER COMPREHENSIVE INCOME

For the year ended 31 December 2018

Contract revenue
Direct costs

Gross (loss) f profit

QOther income

Foreign exchange loss, net

General and administrative expenses
Finance costs

Gain on disposal of property and equipment
Bad debis

Other expenses

(l.oss) ! profit for the year
Other comprehensive income

Total comprehensive income for the year

Dimitrios Alexandros Xoudis
Managing Director

Noto

14

16
17

20 a}

Bahraini Dinars

Co0te | L 2017
11.361,140 13,858,486
(12,077.925) (13,045912)

(716,785) 412,574

1,409.530 1.663.937

(1,421) (30,385)
(1,829,119) (1,813.310)
(99.354) (457 226)
5.000 -

(52,234) -

o erar2) b

{1,341,555) 175.590

(1,341,555)

Dimitrios Satamanos
Director

The accompanying notes 1 to 21 are an integral part of these financial stataments.

178590



ferna Gontracting WL /

STATEMENT OF CHANGES [N EQUITY

For the year ended 31 December 2018 S N ~ Babrami Dinars
2018 | Share | Investment . Statutory = Retained  Total

1 capital | contribution’ reserve carnings

| |

i 1
\ from |
i |
shareholders

At 1 January 2,000,060 2.500.000 450,926 1.433.184 1 6384110
Total comprehensive 3 : ;
income for the year (page 6) - - - {1.341.558)  {1,341.555)
Additional share capital i
introduced 2,500,000 iWQJVSQQEQQQ)#V - - -
At 31 December 4,566,000 | - _V_E_________fg_s_g_,_g_ze_ i 91629 5,042,555
2017 Share Investment ' Slatufagy“ :/\ccunﬂ.llated ‘ Total
capital ! contribution ! reserve losses

from i

shareholders |
At 1 January 1,000,000 | 1.000,000 = 433.367 12751563 . 3708520
Total comprehensive ‘
income for the year (page 6) - - - 175,590 175,560
Increase in share capital 1,000,000 (1,600,000} - - -
Additional contribution - 2,500,000 - \ - 2,500,000
Transfer to statutory reserve; o ATsse o (178589) . -l

|

At 31 December i 2,000,000 | 2,500,000 450,926 1,433,184 ;| 6384110

The accompanying notes 1 to 21 are an integral part of these financial statements,



Terna Contracting WL

STATEMENT OF CASH FLLOWS
For the year ended 31 December 2018

OPERATING ACTIVITIES

(Loss) f profit for the year {page 6)
Adjustments for non-cash items:
Depreciation

Amortisation of intangible assets

Gain on dispasal of property and equipment
Gain on disposal of intangible assets

Bad debts

Provision for leaving indemnity

Foreign exchange loss

Finance costs

Cperating (loss) / profit before working capital changes

Working capital changes:
Retention receivables
Inventories

Contract assets

Contract and other receivables
Retention payables

Employees end of service paid
Trade and other payabies
Interest paid on bank overdrafts

Net cash used in operating activities
INVESTING ACTIVITIES

Acquisition of property and equipment

Acquisition of intangible assets

Proceeds from disposal of intangible assets
Proceeds from disposal of property and equipment

Net cash used in investing activities
FINANCING ACTIVITES

Additional capital centribution received
Repayment of term loan

Additional term foan availed

Receipts from related parties ,net
Margin deposit

Interest paid

Net cash generated from financing activities

Net {decrease) / increase in cash and cash equivalents

during the year
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Note

i

11

13
13

17

10

BHahraint Dimars

2018 2017
(1,341,555) 175.590
380,551 377735
1,665 1975
(5.000) (82.697)

- (500)

52,234 )
162,271 183,855
(8,461) 30,385

77,644 50,385
(680,651) . 736,628
2,089,356 (2,432)
1,293 290,371
29,945 (5,279.680)
(4,800,697} 3,813,193
(519,521} (764,080}
(117,588) (240,263)
1,061,134 (2.642,945)
{61,750 (41,357)
(1367,828) | | (4.367,193)

(45,318) (425,005) |

(1,517} (2.926) -

- 600 :

8,502 95995

(38,333) (331,336) |

|

; 2,500,000

(195,203) -

- 314,938 !

2,245,266 1,413,740

- 245,769

_ (15,894) = | (9.028) |

| 2,034,169 | 4465419 |
(42,643) 503,518
546,267 42,749

_.903.624 | | 546267 |

The accompanying notes 1to 21 are an integral part of these financial statements.




Terna Contracting WLL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 . .. .. . L Bahraini Lmars

1  REPORTING ENTITY

Terna Contracting WLL (the “Company’) is a limited liability company incorperated in the Kingdom of Bahrain
an 2 April 2008 and registered with the Ministry of Industry, Commerce and Tourism under commercial
registration number 68262-1. The Company is engaged in construction and contracting activities,

The Company’s authorised, issued and fully paid up share capital as at 31 Decambor 2017 was B 2,000.000
comprises of 40,000 shares of BD 50 each and are heid as follows:

| Shareholders ' | Numberof Shareholding l Amount
L L - © shares : () o (BD)

‘ | i |

‘ Terna Bahrain Holding WLL 1 39,996 ! 99.99 1.999,800

}_TemgO_\@rsgask_imit@d " - oot | 200

. * ‘\

Total | 0000 | 100 | 2000000

During the year, the Company increased its share capital to 4.500,000 comprising of §0.000 shares of BD 50
each and are held as fcllows:

‘ Shareholders . Number of 7Sha¥hc§lidimg 777777777 Amount
S i shares | (%} | (BD)
Terna Bahrain Holding WLL ‘ 89,991 | 99.9999 4,499,550

| Terna Overseas Limited | 9 0.0001 450

2 e 9 oooeeead b A0
1
Total N __90@9_9_1 ..o | 4500000 |

The Company is a whoily owned subsidiary of Terna Bahrain Holding WLL (the 'Parent Company), a company
incorporated in and operating under the laws of the Kingdom of Bahrain. The uitimate parent company is GEK
TERNA Societs Anonyme Holdings Real Estate Constructions {{GEK TERNA'}, a company incorporated in and
operating under laws of the Republic of Greece.

The Company also has a branch, Terna Real Estate WLL (the “Branch™}, in the Kingdom of Bahrain which is
registered under commercial registration number 68262-2. The branch was formed to engage in real estate
activities through owning or leasing property. As of 31 December 2018, there were no aperations in the branch.

Investments in joint operations

The Company has 50% interest in the following unincorporated Joint Operations, with the other 50% held by
Combined Group Contracting Emirates L.L.C. ("the Joint Operator"), a company registered in the United Arab
Emirates.

(i) Terna-CGCE JV (AMAS -1)

The Joint Operation was formed on 19 August 2015 and is involved in the construction, testing and
commissioning of the Primary Sewer Testing and TSE networks of the Al Madina Al Shamaliya Project, Northern
Governorate, Kingdom of Bahrain for the Ministry of Housing, Kingdom of Bahrain. The Join Operation initiated
procedures related to liquidaticn as of reporting date.



Terna Contracting WiL.i i

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
1 REPORTING ENTITY {continucd)

Bahran Pinars

(i) Terna-CGCE JV (AMAS -2)

AMAS -2 (the "Joint Operation") was formed on 7 April 2016 for the Construction of Infrastructure and Ulitities
in Al Madina Al Shamaliya, Islands 10, 11 and 12 respectively for the Ministry of Housing. Kingdorn of Bahrain
and the Joint Operaticn commenced its operations on 25 May 2016.

(i) Terna-CGCE JV (AMAS -3)

AMAS -3 (the "Joint Operation"} was formed on 28 June 2018 for the Construction of Bridges, Islands 9 & 10
and 11 & 12 at Madinat Salman respectively for the Ministry of Housing. Kingdom of Bahrain and the Joint
Operation commenced its operations on 26 August 2018.

2 BASIS OF PREPARATION

a) Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) and in compliance with the Commercial Companies Law.

b) Basis of measurement

The financia! statements have been drawn up frem the accounting records of the Company maintained under
the historical cost convention.

¢) Functional and presentation currency

lterns included in the financial statements of the Company are measured using the currency of the primary
aconomic envirohment in which the entity operates (the "functionat currency”}. The financial statements are
presented in Bahraini Dinars {*BD"), which is the Company's functional and presentation currency. Al financial
information presented in the financial statements has been rounded off to the nearest Bahraini Dinars.

d) Use of estimates and judgments

The preparation of financial statements in conformity with IFRSs requires management to make judgements,
estimates and assumptions that affect the application of 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 angoing basis. Revisions to accounling estimates
are recognised in the pericd in which the estimates are revised and in any future pericds affected.

The areas involving a higher degree of judgment or complexity cr areas where assumptions and eslimates are
significant to the financial statements are described in note 4.

3 SIGNIFICANT ACCQUNTING POLICIES

The significant accounting policies applied by the Company in the preparation of the financial statements are
consistent with those applied in the preparation of the Company’s financial statements as at and for the yzar
ended 31 December 2018, except for the changes arising from adoption of IFRS 15 and IFRS 9 on 1 January
2018.



Terna Contracting WLL

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 Bahraini Dinary
3 SIGNIFICANT ACCOUNTING POLICIES {continued)

a) Adoption of IFRS 9

The Company has adepted IFRS 9 as issued by the IASB in July 2014 with a date of transition of 1 January
2018, which resulted in changes in accounting policies and adjustments to the amounts previously recognised
in the financial statements as of and for the year ended 31 December 2017.

As permitted by the transitional provisions of 1FRS 8, the Company elected not to restate comparalive figures.
Any adjustments to the carrying amounls of financial assets and liabilities al lhe date of transition werc
immaterial,

The adoption of IFRS 9 has resulted in changes in the accounting policigs for recognition, classification and
measurement of financial assets and financial liabilities. IFRS @ also significantly amends other standards
dealing with financial instruments such as IFRS 7 'Financial instruments: Disclosures’.

The key changes to the Company's accounting policies resulting from the adoption of IFRS 8 are summarised
below. Since the comparative financial information has not been restated. the accounting policies in respect
of the financial instruments for comparative periods are based on IAS 39 as disclosed in the audited financial
statements as of and for the year ended 31 December 2017,

(i} Classification and measurement of financial asscls and financial liabilitics

IFRS 9 largely retains the existing requirements in 1AS 3¢ for the classification and maasuremoent of financiat
liabilities. However, it eliminates the previous I1AS 39 categaries for financial assets of held to maturity, loans
and receivables and available for sale.

The adoption of IFRS 9 dig not have a significant impact on the classification and measurement of the
Company's financial assets.

The Campany performed a detailed analysis of its business models for managing financial assels as well as
analysing of their cash flow characteristics.

The below table reconciles the ariginal measurement categories and carrying amounts of financial assets in
accordance with IAS 39 and the new measurement categories under IFRS 9 as at 31 December 2017.

Original New " Original  Re-measure-| New carrying!
| classification | classification carrying ment { amount |
under JAS 39 | under IFRS 9 amount l :
Financial assets :
Loans and : : !
Retention receivables " receivables 'Amortised cost . 3,461,198 - 3461198 ‘
Loans and ‘ ‘
Due from related parties . receivables  Amortised cost 213,113 - 213,113
Contract and other | Loans and ‘
receivables ¢ receivables .Amortised cost 2.102.563 - 2.102,563
Cash and balance with Loans and !
banks ‘ receivables Amortised cost 1,235,603 - 1,235,603 .
Loans and :

Contract assets receivables  Amortised cost 8.341.135 - 8.341135

15.383612 - 15353812



i'erna Contracting Wi.L e

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 . ... . . Batiraing Dinars
3 SIGNIFICANT ACCOUNTING POLICIES (continued)

There were no significant changes to the classification and measurement of financial liabilities.

(1) Expected credit ioss / Imipairment allowances

IFRS 9 replaces the ‘incurred lass' model in 1AS 39 with an ‘expected credit loss™ (ECL) model. The new
impairment model applies to financial assels measured at amorlised cost. conlract assets and debt
investments at FVOCI, but not to investments in equity instruments. Under IFRS 9, credit losses are recognised
earlier than under 1AS 39,

The financial assels at amoriised cost consist of contract assets, contract and other receivables, retention
receivables, cash and bank balances and due from related parties at amortised cost.

Measurement of ECL: ECLs are a probabhility-weighted estimate of credit l[csses. The Company applies the
simplified approach of IFRS 9 for the calculation of expected credit losses, according to which the proviston
for impairment is always measured at an amount equal to the expected credit losses aver the life of the financial
asset. In this context, the expected credit losses represent the expected shortfalls in the contractual cash
flows, taking inte account the possibility of default at any point during the life of the financial instrument. In
calculating the expected credit losses, the Company uses a provisioning table by grouping the above financial
instruments based on the nature and maturity of the balances by taking into account available historical data
regarding ihe obligors, adjusted for future factors in relation to tha obligors and the econamic environment.

Presentation of ECL: Loss allowances for financial assets measured at amaortised cost are deducted from the
gross carrying amount of the assets.

b) Adoption of iFRS 15

[FRS 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, IAS 11 Construction
Contracts and IFRIC 13 Customer Loyalty Programmes,

IFRS 15 was effective from 1 January 2018 and adoption of IFRS 15 did not have a significant impact on the
Company's financial statements.

c¢) Financial instruments

(i) Recognition and initial measurement

Trade receivables and debt securities are initially recognised when they are originated. Al cther financial assets
and financial liahilities are initially recognised when the Company becomes a party io the contractual provisions
of the instrument.

A financial asset (unless it is a lrade receivable without a significant financing camponent) or financial liability
is initially measurad at fair value plus, for an item not at FVTPL, transaction costs thal are directly altributable
to its acquisition or issue. A trade receivable without a significant financing component is initially measured at
the transaction price.

(i) Classification and subsequent measurement
Financial assets — Policy applicable from 1 January 2018

On initial recegnition, a financial asset is classified as measured at: amorlised cost, FVTOCI - debt security:
FVTOCI - equity security; or FVTPL.

Financial assets are nol reclassified subsequent to their initial recognition unless Cempany changes its
business mode! for managing financial assets, in which case all affected finrancial assets are reclassified on the
first day of the first reporting period following the change in the business modat.



Terna Contracting WIL.L 3

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2048 L ] ) Gahraini Dinars
3 SIGNIFICANT ACCOUNTING POLICIES (continued}

A financial asset is measured at amortised cost if it meets both of the following conditicns and is not designated
as at FVTPL:

e it is held within a business modei whose objective is to hold assets to collect contractual cash flows; and

¢ its contractual terms give rise on specified dates te cash flows that are solely payments of princinal and
interest on the principal amount outstanding.

A debt securily is measured at FVTOCI if it maats both of the following conditions and is not designated as at
FVTPL:

e itis held within a business model whose objective is achieved by both collacting contractual cash flows and
selling financial assets; and

* ils contraclual terms give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

On initial recognition of an equity security that is nolt held for trading, the Company may irrevocably elect to
present subsequent changes in the investment's fair vaiue in OCI. This election is made on a security-by-
security basis.

All financial assets not classified as measured at amortised cost or FVTOCI as described above are measured
at FVTPL. On initial recognition, the Company may irrevacably designate a financial assat that othcrwise meets
the requirements to be measured at amortised cost or at FVTOCI as at FVTPL if doing so eliminates or
significantly reduces an accounting mismatch that would otherwise arise.

Financial liabilities — Ctassification, subsequent measurement and gains and losses

Financial liabilities are classified as measured at amortised cost or FVTPL. A financial liability is classified as at
FVTPL if it is classified as held-for-trading, it is a derivative ar it is designated as such on initial recognition,
Financial liabilities at FVTPL are measured at fair value and net gains and {osses, including any interest
expense, are recognised in profit or loss.

Other financial liabilities are subsequently measured at amortised cost using the effective interest method.
Interest expense and foreign exchange gains and losses are recognised in profit or loss. Any gain or loss on
derecognition is also recognised in profit or loss.

(i} Derecognition of financial assets and liabilities

Financial assets are derecognised and removed from the statement of financial position when the right to
recaive cash flows from the assets has expired; the Company has transferred its contractual right to receive
the cash flows from the assets, and substantially all the risks and rewards of ownership; or where control is not
retained. Financial liabilities are derecognised and removed from the statement of financial positicn when the
obligation is discharged, cancelled, or expires.

(if) Offsetting

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 legally enforceable right to set off the amounts and
it intends either to settle them on a net basis or to realise the asset and settle the liability simultaneously.

Financial instruments —Policy applicable hefore 1 January 2018

(i) Non-derivative financial assets

The Company initiaily recognizes receivables on the date that they are criginated. All other financial assets are
recognized initially on the trade date, which is the date that the Company becomas a party to the contractuzal
provisions of the instrument.
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The Company derecognises a financial asset when the contractual rights to the cash flows from the asset axpire
or if the Company transfers the financial asset to ancther party without retaining contral or substantially all risks
and rewards of the asset are transferred. Any interest in such transferred financial assets that is created or
retained by the Company is recognized as a separate asset or liability.

Financial assets and fiabilities are offset and the net amount presented in the statement of financial position
when, and only when, the Company has a legal right to offset the amounts and intends either to sellle them on
a net basis or to realise the asset and seltle the liability simultaneously.

The Company classifies non-derivative financial assets as loans and receivables and cash and cash
equivalents.

(i) Loans and receivables

l.oans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognized initially at fair value plus any direct attributable transaction costs.
Subsequent o initial recognition, leans and receivables are measured at amortized cost using the effective
interest method, less any impairment losses. Loans and receivables comprise accounts and other receivables
and due from related parties. Cash and cash equivalents comprise cash in hand and bank balances.

(i) Non-derivative financiaf liabilities

Non-derivative financial liabilities comprise bank overdralls, trade and other payables, retention payables, term
loan and due to related parties. The Company initially recognises liabilities on the dale that they are originated.
The Company derecognises a financial liability when its contractual obligations are discharged or cancelled or
expire.

d) Impairment of financial assets
Policy applicable from 1 January 2018

The Company recognises loss allowances for expected credit losses (ECLs) on financial assets measured at
amortised cost. The financial assets at amoriised cost consist of margin deposit, due from related parties, other
receivables and cash and cash equivalents.

Under IFRS 9, loss ailowances are measured on egither of the following bases:

* 12-month ECLs; these are ECLs that resuit from possible default events within the 12 menths after the
reporting date; and

¢ lifetime ECLs: these are ECLs that result from all possible default events over the expected life of a financial
instrument.

The maximum period considered when estimating ECLs is the maximum contractual period over which the
Company is exposed to credit risk.

The Company measures loss allewances at an amount equal to lifetime ECLs. except for the following. which
are measured at 12-month ECLs:

* debt securities that are determined to have low credit risk at the reporting date; and

¢ other debt securities and bank balances for which credit risk (i.e. the risk of default occurring over the
expected life of the financial instrument) has not increased significantly since initial recognition.

When determining whether the credit risk of a financial asset has increased significantly singe initial recognition
and when estimating ECLs, the Company considers reasonable and supportable information that is relevant
and available without undue cost or effort. This includes both quantitative and qualitative information and
analysis, based on the Company’s historical experience and infarmed credit assessment and including forward-
looking information.



Terna Contracting WLL 3

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 o Valiraind Dinars
3 SIGNIFICANT ACCOUNTING POLICIES (contintiad)

The Company censiders a financial asset to be in default when:

* [he borrower is unlikely to pay its credit obligations to the Company in full. without receurse by the Company
to actions such as realising security (if any is held}.

Measurement of ECLs

ECLs are a prebability-weighted estimate of credit losses. The Company applies the simplified approach of IFRS
9 for the calculation of expected credit losses, according to which the provision forimpairment is always measured
at an amount equal to the expected credit losses over the life of the financial asset. In this context, the expected
credit losses represent the expected shortfalls in the contractual cash flows, laking into account the possibility of
default at any point during the life of the financial instrument. In calculating he expected credit losses, lhe
Company uses a provisioning table by grauping the above financial instruments based on the nature and maturity
of the balances by taking into account available histerical data regarding the obligors. adjusted for future factors
in relation to the obligors and the eccnomic environment.

Credit-impaired financial assets

At each reporting date, the Company assesses whether financial assets carried at amortised cost and debt
securities al are credit-impaired. A financial asset is ‘credit-impaired’ when cne or more events that have a
detrimental impact on the estimated future cash flows of the financial asset have occurrad.

Evidence that a financial asset is credit-impaired includes the following observable data:

significant financial difficully of the borrower or issuer;

a breach of contract such as a default;

it is probable that the borrower will enter bankruptcy or other financial recrganisation; or
the disappearance of an active market for a security because of financial difficulties.

Presentation of allowance for ECL in the statement of financial position
Loss allowances for financial assets measured at amortised cost are deducted from the gross carrying amount
of the assets.

Write-off

The gross carrying amount of a financiat asset is written off when the Company has no reasenable expectations
of recovering a financial asset in its entirety or a portion thereof and is charged to the statement of profit or loss
and other comprehensive income. However, financial assets that are written off could still be subject to
enforcement activities in order to comply with the Company's procedures for recovery of amounts due.

Policy applicable before 1 January 2018

Financial assets not classified as at fair value, are assessed at each reporting date to determine whether there
is an objective evidence of impairment. A provision for impairment is established where there is objective
evidence that the Cempany wil not collect all amounts due, in accordance with the contractual terms of the
investment.

Objective evidence that a financial asset is impaired may include the issuer will enter bankruptcy, the
disappearance of an active market for a security, or other cbservable data relating to a group of assets such as
adverse changes in the payment status of issuers in the group, or econcmic conditions that correlate with
defaults in the group.

Provisions for impairment are determined based on the difference between the net carrying ameount and the
recoverable amount of the financial asset. The recoverable amount is measured as the present value of
axpected future cash flows, including amounts recoverable from guarantees and collateral. discounted based
on the al the current market rate of interest for a similar financial asset.
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e) New standards, amendments and interpretations issued but not yet effective

A number of new standards and amendments to standards are effective for annual periods beginning alter
1 January 2019 and earlier application is permitted; however; the Company has not carly applied the following
new or amended standards in preparing these financial statements.

IFRS 16 Leases
IFRS 16 introduces a single, on-balance lease sheet accounting model for iessees. A lessee recognises a 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 opticnal exemptions for short-term leases and leases of low value items.
Lessor accounting remains similar to the current standard- i.e. lessors continue to classify leases as finance or
operating leases.

IFRS 16 replaces existing leases guidance including TAS 17 Leases, IFRIC 4 Determining whether an
Arrangement contains a Lease, SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of
Transactions Involving the Legal Form of a Lease. The standard is effective for annual periods beginning on or
after 1 January 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 16.

The Company has assessed the estimated impact that initiai application of IFRS 16 will have on its financial
statements, as described below. The actual impacts cf adopting the standard on 1 January 2019 may change
because:

» the Company has nol finalised the testing and assessment of controls cver its new IT systems; and

s the new accounting policies are subject to change until the Company presents its first financial statements
that include the date of initial apolication.

Leases in which the Company is a lessee

The Company will recognise new assets and liabilities for its operating leases of machineries and equipment,
The nature of expenses related to those leases will now change because the Company will recognise a
depreciation charge for right-of-use assets and interest expense on lease liabilities.

Previously, the Company recognised operating lease expense on a straight-line basis over the term of the
lease, and recognised assets and liabilities only Lo the extent that there was a timing difference between actual
lease payments and the expense recognized.

The Company will elect to use the exemplions proposed by the standard on lease contracts for which the lease
terms ends within 12 months as of the date of initial application, and lease conltracts for which the underlying
asset is of low value.

The Company does not expect to have a significant impact on its finance leases as result of adopting IFRS 16.

Based on the information currently available, the Company estimates that it will recognise additional lease
liabilities of BD 314,125 as at 1 January 2019.

Leases in which the Company is a lessor
The Company will reassess the classification of sub-leases in which the Company is a fessor. if any. No
significant impact is expected for other leases in which the Company is a lessor.

Transition

The Company plans to apply IFRS 18 initially on 1 January 2019, using the modified retrospective approach.
Therefore, the cumulative effect of adopting IFRS 16 will be recognised as an adjustment to the opening balance
of retained eamings at 1 January 2019, with no restatement of comparative information.
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The Company plans to apply the practical expedient to grandfather the definition of a lease on transition. This
means that it will apply IFRS 16 to all contracts entered into befere 1 January 2019 and idenlified as leases in
accordance with 1AS 17 and IFRIC 4.

f) Provisions

A provision is recognised in the statement of financial position when the Company has a legal or conslructive
obiigation as a result of a past event, and it is probatle that an oulflow ol economic benefits will be required to
seltle the obligalion.

g) Statutory reserve

In accordance with the Commaercial Companies Law, 10 percent of profit for the vear is appropriated to statutory
reserve, until it reaches 50 percent of the paid up share capital. Statutory reserve is not normally distributable
axcept in the circumstances stipulated in the Cemmercial Companies Law.

h} Revenue recognition

Revenue recognition (applicable before T January 2018)

The Company principally undertakes fixed price contracts. if the customer of such a contract can be measured
reliably, revenue associated with the construction contract is recognised by reference to the slage of completion
of the contract activity at year end (the percentage of completion method).

The outcome of the construction contract can be measured reliably when: (i) the total contract revenue can be
measured reliably; {ii} it is probable that economic benefits associated with the contract will flow to the entity:
{iii} the costs to complete the contract and the stage of completion can be measured reliably; and {iv) contract
costs attributable to the contract can be clearly identified and measured reliably so thal actual contract costs
incurred can be compared with prior estimates. When the cutcome of construction cannot be estimated reliably
{principally during early stages of a contract), contract revenue is recognised only to the extent of costs incurred
that are expected to be recoverabie.

Revenue recognition (applicable from 1 January 2018)

For construction contracts, the Company has assessed that there is only one performance obligation in these
contracts and that construction revenue qualifies to be recognized over time under IFRS 15 because the
Company's performance creates or enhances an asset that the custemer controls as the asset is created or
enhanced. The Company has chosen 1o use input method {on the basis of costs incurred} to measure progress
towards complete satisfaction of the performance obligaticn. Prior to adoption of IFRS 15, the Company’s
construction revenue are recognized over time and measured on the basis of estimated completion of the
physical proportion of the contract work. Upon adoption of IFRS 15, the Company's construction costs are
recognized as incurred except for those costs to fulfill that qualify to be capitalized under IFRS 15. These costs
to fulfill are amortized on a systematic basis that is consistent with the transfer to the customer of the goods or
services to which the assets relate. Moreover, under IFRS 15, any earnad consideration that is conditional
should be recognized as a contract asset rather than receivable. Therefore, upon adoption of IFRS 15, the
Company made reclassifications from costs and estimated earnings in excess of billings on uncompleted
contracts and killings in excess of costs and estimated earnings on uncompleted contracts to contract assets.
Advance payments received from customers are presented as contract liabilities in the statement of financial
poesition.

i) Employee benefits

Short-term employee benefits are recognised in the statement of prefit or loss and other comprehensive income
cn an accrual basis.

Pensions and other social benefits for Bahraini employees are covered hy the Social Insurance Organisation
scheme to which employees and employers contribute monthly on a fixed-percentage-of-salaries basis. The
Company's contribution to this scheme, which reprasents a defined contribution scheme under International
Accounting Standard 19 - Employee Benefits, is expensed as incurred,
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Expatriate employess are entitled to leaving indemnities payable under the Bahrain Labour Law for the Private
Sector - Law no {36) of 2012, based on length of service and final remuneration. Provision for this unfunded
commitment which represents a defined benefit plan under International Accounting Standard-i9 Employee
Benefits has been made by calculating the noticnal liability had all employees lsft at the reporting date.

i} Interest expense

Interest expenses are recognised as expenses in the year in which these are incurred. except the interest
expenses that are directly attributable lo the acquisition or construction of property and aquipment, which are
capitalised as part of the cost of that asset.

k) Foreign currency transactions and balances

Transactions in foreign currencies are translated to Bahraini Dinars at the foreign exchange rates ruling at the
dates of the transactions. Monetary assets and liabilities denominated in foreign currencies atthe reporting date
are translated into Bahraini dinars at the foreign exchange rate ruling at that date. Ail foreign exchange
differences arising on conversion and translation are recognized in the statement of profit or loss and other
comprehensive income,

I} Operating lease

An operating lease is a lease other than a financial lease. Operating lease is recognized on a straight line basis
over the lease term.

m}) Contract assets

The contract assets primarily relate to the Companys' rights to consideration for work completed but not billed
at the reporting date. The contract assets are transferred o receivables when the rights become unconditional.
This usually occurs when the Company issues an invoice to the customer.

4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENT IN APPLYING
ACCOUNTING POLICIES

The areas invalving a higher degree of judgement or complexity or areas where assurmption and eslimates are
significant to the financial statements includes:

a} Provision for expected credit losses

Impairment of financial instruments
Assassment of whether credit risk on the financial asset has increased significantly since initial recegniticn and
incorporation of forward-looking information in the measurement of ECL.

Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased significantly since initial
recognition, the Company considers reascnable and supportable information that is relevant and available
without undue cost or efforl. This includes bath quantitative and qualitative information and analysis, based on
the Companys' historical experience and expert credit assessment and including forward-looking informaticn.

Inputs, assumptions and techniques used for estimating impairment

The estimation of credit exposure for risk management purpeses is complex and requires the use of models,
as the exposure varies with changes in market conditions, expected cash flows and the passage of lime. The
assessment of credit risk of a portfolio of assets entails further estimations as to the likelihood of defaults

occurring, of the associated loss ratios and of default carrelations belween counterparties,
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b) Useful life and residual value of furniture, equipment and vehicles

The Company reviews the useful life and residual value of the furniture. equipment and vehicles at each
reporting date to determine whether an adjustment to the useful life and residual value is required. The useful
life and residual value are estimated based on the similar assets of the industry. and Toture economic benefit
expectations of the management.

c) Write down of inventories to net realizable value

The Company reviews the carrying amounts of the inventories at each reporting date to determine whether
the inventories have to be written down to net realizable value. The Company identifies the inventories, based
on the evaluation of age of the inventory, current selling price, their movement and consumption over the
period and estimate of their future demand for various items in the inventory. If inventories are assessed for a
write down, they are written dewn to their recoverable amount, which are estimated based on past experience
and future expectations of realizaticn by the management. Al the reporting date, gross inventories were
BD 195,174 (2017: BD 256,467) and the management's assessment indicated that no provision for slow
moving inventories is required as of 31 December 2018.

5 PROPERTY AND EQUIPMENT

2018 [Porta cabinsd Equipment | Furniture, | Vehicles . 2018 | 2017
site offices fixtures and i Total | Total
office ' ;
equipment
Cost :
Al 1 January 416,574 2,406,097 318,915 622,742 | 3,764,328 3,547 425
Additions during the |
year - 15,115 26,343 3,859 45,318 425,005
Disposal (1151) | (50,270) | (8,635) S| (60056} | (208,101)
At 31 December 415,423 | 2,370,943 | 336,623 626,601 3,749,590 3,764 329
|
Depreciation
At 1 January 345,981 2,072175 251,106 469,463 | 3,138,725 2,955,793
Charge for the year 33,556 181,228 59,826 105,941 ' 380,551 | 377,735
Disposal o {1180)° (60,223)|  (5181)| - . (36554)| (194803)
At 31 December | 777378,_3_@1__%_ 2,203,180 | 305,751 575,404 3,462,722 3.138,72577:
Net carrying value
at 31 December 37,036 ¢ 167,763 30,872 51,197 286,868 625,604

The depreciation charge for the vear has been included in the staiement of profit or loss and other
comprehensive income as follows:

- 2018 2017
Direct costs (note 14) 363,068 358,610

General and administrative expenses (note 16) S 17483 19125

380,551 377,735
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6 INVENTORIES

Inventories comprise site materials and consumables required for construction purposes. As of 31 December
2018 and 2017, there were no slow moving inventories.

7 CONTRACT ASSETS 2018 2017
| |
Contract cost incurred 1o dale 60785140 | | 64.751.961
Attributable toss f profits ‘ (875,330) i 101,799
Progress billings to date - (51,612,922) {56,612,625) |
Less: allowance for impairment loss %7 (1,469) : - ‘
| 8205419 | | 8341135

Included in the above is an amount of BD 6.5 millions which is subject to a legal case (note 19).

8 CONTRACT AND OTHER RECEIVABLES

2018 2017

|

Contract receivables 1,080,426 | 980,925 -
Retention receivables 4,595,007 j 566,688
Less: allowance for impairment loss (24,744) -
5650,689 1,547,613

Advance to suppliers 700,787 | 190,639 !
Prepayments 118.091 120,869 ‘
Other receivables | 382942 !,,7,,,2,33;6.4.2. j
6852500 2102563

9 RELATED PARTIES

Parties are considered to be reiated if one party has the ability to control the other party or exercise significant
influsnce over the ather party in making financial and operating decisicns. These represent transactions with
companies under the same management and key managsment personnel. The Company enters into
transactions with retated parties in the normal course of business.

a) Significant related party transactions C 2018 2017

Expenses paid on behalf of related parties
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b) Due from related parties

Terna S.A. (Saudi Branch)
Terna Ventures WLL
ferna S.A. {Abu Dhabi Branch)

Less: allowance for impairment loss

c) Due to related parties

Terna Bahrain Holding

Terna 5.A. (Abu Dhabi Branchj
Terna S.A. (Head office)

Terna S.A. (Sharjah Branch)
Terna Qatar

Terna Overseas

Relationship
Affiliate

Affiliate
Affiliate

Relationship

Parenf company

Affiliate
Affiliate
Affiliate
Affiliate
Shareholder

Related party balances will be settled on demand.

d) Transactions with key management personnel

3,123,897

286.372
215,148
50.562
27.889
1,077

————

. 3,704,945

Bahrami Dmars

2017

36.8970
500

175,638

213,113

213,113

2017

1,384,934
202,134
50.685

1837753

Key management personnel are those persens having authority and responsibility for planning, directing and
controlling the activities of the Company. The key management personnel are the board of directors and key
members of the management and the compensation paid during the year are as follows:

Short term benefits
Employees’ leaving indemnities

10 CASH AND CASH EQUIVALENTS

Cash in hand
Cash at bank

Cash and cash equivalents as per statement of financial position

Bank overdraft

Cash and cash equivalents as per statement of cash flow

2018 | 2017 |
| |

147,810 | 118272 |
17175 | 7,730 |

: |

165,015 | 126,002 |

2018 i 2017

2190 | 6.093
1,326,271 I 1.229510
1328461 1 1235603

(824,837) ! (689336)
503,624 546267
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11 PROVISION FOR EMPLOYEES' LEAVING INDEMNITIES

2018 7 2017
At 1 January 604,553 560,961
Charged during the year 162.271 183,855
Paymenis during the year {117,588) . {240,263} :
649,236 ;604553

During the year ended 31 December 2018, emplaoyees leaving indemnities of BD 62,104 (2017: BD 60.270)
reiating to the Company's employaes recruited for the Joint Operations have been recharged to the latter and
the Company's share is BD 31,052 (2017: BD 30,135).

12 TRADE AND OTHER PAYABLES

2018 2017
Trade payables 3,196,938 1.712.691
Accrued expenses 523,338 543173 -
Advance from customer ‘ 1,610,600 | 2,231,309
Provision for employees' benefits ; 376,377 | 457,779
Retention payable i 792,603 | 537,490
Others | aB2.691 | 454,068 |
‘y*""" T ’ |
| 682547 | 5936510
13 TERM LOANS S
’ 2018 ‘ 2017
|
| | :
At 1 January | 363,542 | 38,604
Availed during the year | - } 314,938
Payments during the year {98203 -
o i
158339 = 353542 |
Nan-current portion of term loans 58,343 } : 158,339
Current pertion of term lcans .. 89896 . . 195,203
L 1se3s | asase

The loan, denominated in Bahraini Dinars, was cbtained from a commercial bank in the Kingdem of Bahrain to
finance the purchase of assets for the construction of a project. The loan carries interest at one month Bahrain
Interbank Offer Rate (BIBOR) plus 5 % per annum {2017: 5 % per annum). The loan including the interest is
repayable in 36 monthly instalments. The effective interest rate of the loan as of 31 December 2018 was
8.31 % (2017: 7.45% per annum).

Tarm loan is secured by assignment of collections from contract receivabies and retentions (Note 6) and the
assignment of subcontractors bonds/ guarantees to the bank.
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14 DIRECT COSTS

Staff costs

Material costs

Subcontractor costs

Motor vehicle hire and expenses
Consultant fees and technician charges
Depreciation {note 5)
Consumables

Travel expenses

Repairs and maintenance
Communication

Amortisation of intangible assets
Other expenses

15 OTHER INCOME

Income from recharge of expenses to the Joint Operator

Gain on disposal of property and equipment
Ancillary works not related to contracts

Sale of scrap

Other

16 GENERAL AND ADMINISTRATIVE EXPENSES

Staff costs

Partnership and other third parties fees
Material costs

Rentals

Motor vehicle hire and expenses
Repairs and maintenance

Legal fees

Professional fee

Coemmunication

Travel expenses

Depreciation (note 5}
Government fees

Other expense

Bahraini Dinars

2018 2017
4,855,536 3,212.256 -
3,284,207 2.126,950
1.801.010 1,501,562

743,801 626,039
641,784 569,053
363,068 358,610
117,214 74,206
82,372 - 60,663
53,782 46,309
7.416 9,966
1,665 & . 1,975
126,070 | | 1458233
to
12,077,925 | | 13045912
2018 : 2017
1393289 ¢+ 1 1575017
- 82,697
S 3.758
- i 10
Jte241 DL 2485
v
1,409,530 | | 1,663,937
2018 | 2017
|
1,106,543 | 937,970
318,508 ! 313,101
74,612 57,800
70,800 70,800
41221 ¢ 40,881
36,012 | 24321
25159 219177
23,237 - 12,550
20,649 19,627 |
17,890 20,519
17,483 19,125 |
3,334 6,767

, 3671 70672

1829119 | 1,813,310
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17 FINANCE COSTS

2018 . 2017
Interest on bank overdralts 61,750 41,357
Bank charges ‘ 17197 1+ 17,766
Interest on term loans 15894 : 9,028
Commissions on letters of guarantee | w513 389,070
99,354 . 457226

18 CONTINGENCIES AND COMMITMENTS

a} Guarantees
The Company's bankers have given performance and advance payment guarantees amounting to

BD 5,713,124 (2017: BD 4,589,315) in respect of various contracts undertaken for execution. These are
secured by joint and several guarantees from the Company's shareholders.

b) Lease commitments

Future minimum rantals payable under operating leases as of the reporting date are as follows:

© 2018 i 2017
|
Less than one year i 149,996 340,728
More than one year and less than five years [ 114581 ¢ | 352694
L2457 | 693422

19 LEGAL CASES

The Company has currently the following significant pending legal case for which the cutcome is dependent on
the arbitration process and resuits.

On 186 April 2014, the Company entered into an agreement with Sharaka for Housing Projects BSC ("Sharaka™)
to provide all work and services required for the construction of social housing units and additional private
property in Al-Luwzi and Islands 13 and 14, North Bahrain New Town ("Bahrain Affordable Housing Project” or
"the project").

On 13 August 2017, the Company commenced arbitraticn preceedings against Sharaka under the Rules of
Arbitration of the International Chamber of Commerce (ICC) claiming, among other items, extension of the time
for completion of the works due to delays attributable to Sharaka and associated prolongation costs and other
sums for amounts certified but withheld by Sharaka.

Just after this event, the Company has ringfenced the project in terms of revenue and expenses to 30
September 2017. At that time, uncertified revenue amounting of BD 65 millions were recorded by the
management, out of which BD 3.8 millions were quantified by the counterparty. subject to appropriate
substantiation by the Company (as confirmed by the legal counsel).

Based on the above, the financial statements include receivables amounting to BD 2.7 millions which were not
approved by the counterparty.
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Furthermore, the Company claims reimbursement cf the sum paid following Sharaka's partial call on the
petformance bond of the Nominated Subcontract (BD 1,260,659.00) in breach of an order for Sharaka not to
pursue such call issued in the context of Emergency Arbitration Proceedings commenced by the Company
under the ICC Rules of Arbitration (case number ICC/23019/AYZ (EA)). The Company claims also interest and
other financial and moral damages as well as the costs of the Emergency Arbitralion Procecdings awarded in
its favor. At present, the claims of the Company are quantified at around B0 7.650.000 plus interest and the
costs of the arbitration.

As per the ICC Rules of Arbitration, Sharaka submitted its Answer and Ceunterclaim on 20 September 2017.
Sharaka claims delay liquidated damages arguing that the Company is responsible for the delayed completion
of the works (in excess to the extension of time previously granted). Sharaka has quantificd such damages at
the maximum amouni allowed under the Nominated Subcontract, i.e. BO 3,583.534.34 {or 10% of the
Nominated Subcontract Price). Sharaka’s claim is fully satisfied by means of withholding of payments certified
as due to the Company and the partial call on the performance bond. Sharaka has not made, and may no longer
make in the context of the ongoing arbitration, any other claims against the Company.

Moreover, in its answer, Sharaka admits that the Company is entitled to prolongation costs for the extension of
time for completicn of the works granted by Sharaka previously. Sharaka quantified such costs at around BD
3.8 millien,

The arbitration is still ongoing and a final award is expected within six months. The Company’s management
and legal counsel are of the cpinion that the Company's claims have a significant chance of success.

20 FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The table below sels out the Company's classification of each class of financial assels and financial liabilities:

2018 Amortized Other Total
cost financial carrying
liabilities amount
Assets
Retention receivable 471,842 - 471,842
Contract assets 8,296,888 3.296 888
Due from related parties 42,705 - 42,705
Contract and other receivables
{excluding prepayments and advances) 6,058,375 - 6,058,375
Cash and cash equivalents - 1.328,461 - - 1.328,461
16,198,271 - 16,198,271 |
Liabilities
Bank overdraft - 824,837 824,837
Term loan - 158.339 158,339
Retention payables - 112,358 112,358
Due to related parties - 3,704 945 3,704,945
Trade and other payables o - 6982547 | | 6982547 |
- 1783026 | | 11,783,026




Terna Contracting WEL. A

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018 _ ) Bahraini Dmars

20 FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

2017 Amortized Other Total carrying
cost financial amaount
Habilities

Assets

Retention receivable 3,461,198 - 3,461,188

Contract assets 8.341,135 - 8,341.135

Due from related parties 213,113 213113

Contract and other receivables

(excluding prepayments and advances) 1,791,255 - 1.791,255

Cash and cash equivalents _ 1,235,603 - 1.235.603
15042304 [ - | 15042304

Liabilities

Bank overdraft - 689,336 689,336

Term lean - 353,542 353,542

Retention payables ' - 631,879 631,879

Due to related parties - 1,637,753 | 1,637,753

Trade and other payables o - 5936510 ' 59836510

| 9249020 | | 9249020 |

The Company has exposure to the following risks from its use of financial instruments:

*  Credit risk
«  Liquidity risk
e Market risk

This note presents information about the Company's exposure lo each of the above risks, the Company's
objectives, practises and processes for measuring and managing risk, and the Company’s management of
capital. The note also presents certain quantitative disclosures in addition to the disclosures throughout the
separate financial staterments.

The Board of Directars has overall responsibility for the establishment and oversight of the Company’s risk
management framework.

The Company’s risk management practises are established to identify and analyze the risks faced by the
Company, to set appropriate risk limits and controls, and tc monitor risks and adherence to limits. Risk
management practises and systems are reviewed regularly to reflect changes in market conditions and the
Company's activities.

The accounting policies for financial assets and liabiliies are described in note 3.
a} Credit risk

Credit risk is the risk of financial loss to the Company if a customer cr counterparty to a financial instrument
fails to meet its contractual obligations, and arises principally from the Company's contract and other

receivablas, retention receivables, due from related parties and bank balances.

{ij Due from related parties represent amount receivable from the entities under common management and
the parent company and therefore the Company is exposed to a very limited credit risk on this amount.

(i) The Company limits its exposure to credit risk on bank balances by maintaining balances with banks where
the external credit ratings are high. The Company censiders that its cash and cash equivalents have low
credit risk hased on the externat credit ratings of the counterparties. The Company believes that no
provision for impairment is necessary in respect of cash and cash equivalents.
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(i) The Company's exposure to credit risk is influenced mainly by the individual characterstics of each
customer. However the management also considers the factors that may influence the credit risk of its
customers base, including the default risk associated with the industry and country in which customers

operate.

The creditwerthiness of each customer is evaiuated prior to sanclioning of credil facilities, Appropriate

procedures for follow-up and racovery are in place to menitor credit risk.

The maximum exposure to credit risk at the reporting date was:

2018 :

Retention receivable 471,842

Contract assets ‘ 8,296,888

Due from related parties ; 42,705 i

Contract and other receivables (excluding prepayments and advances) 6,058 375 |

Cash at bank o 1.326.271
16,196,081

Contract assets, contract and other receivables

1229310,

P 15036211

2017

3,461,198
8341135

213,113
1,791,255

Expected credit loss assessment for contract assets, confract and other receivables other receivables as at

1 January and 31 December 2018

The Company applies the simplified approach of IFRS 9 for the calculation of expected credit losses. according
toc which the provision for impairment is always measured at an amount equal to the expected credit losses
over the life of the financial asset. In this context, the expected credit lossas represent the expected shortfalls
in the contractual cash flows, taking into account the possibility of default at any point during the life of the
financial instrument. In calculating the expected credit losses, the Company uses a provisioning table by
grouping the above financial instruments based on the nature and maturity of the balances by taking into
account avaifable historical data regarding the obligors, adjusted for future factors in relation to the obligors

and the econamic environment.

Movements on the allowance for impairment in respect of trade receivables

The movement in the allowance for impairment in respect ¢f trade receivables and related party
receivables during the year was as follows. Comparative amounts for 2017 represent the allowance

account for impairment losses under 1AS 39.

| 2018

|
Impairment allowance during the year 1 52,234
Written-off during the year L___._(26,007) g
Balance at 31 December __ 262@7: -

Comparative information under IAS 39

2017

An analysis of the credit quality of lrade receivables that were neither past dus nor impaired and the
ageing of trade receivables that were past due but not impaired as at 31 December 2017 is as follows.
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Past due and

2017 Total i MNeither past | Past due but
: due nor | notimpaired impaired
| impaired .
I !
Retention receivable 4.027.886 : 4027.886
Due from related parties 213,113 | 213,113 | -
Contract and other receivables 980.925 980,925 - - -

Cash and Bank balances

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

The Company assumes that the credit risk on cash and cash equivalents has been increased significantly if it
is more than 30 days past due.

h} Liquidity risk
Liquidity risk is the risk that the Company will encountar difficulty in raising funds lo mesat commitments

associated with financial instruments.

The Company's approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Company's reputation.,

The following are the contractual maturities of financial liabilities, including interest payments:

2018 i Carrylng “:hantractiuﬁﬁi 6 months or 6-12 ¢ More than
amount undiscounted | less months 12 months
i cash flows
Bank overdraft 824,837 847,520 . 847,520 - - |
Term loan 158,339 168,170 55,120 | 53,258 59,792 |
. | :
Relention payables 112,358 112,358 112,358 | - "
Due to related parties 3,704,945 3,704,945 3,704,945 - - !
Trade and other payables 6,982,547 6,982.547 6,982,547 - o

11,783,026 | 11815540 | 11,702,490 53,258 59,792

2017 "'*'Cé’r"ry}h’g | Contractual 6monthsor | 612 More than

amount " undiscounted less months 12 months

cash flows '

Bank overdraft 689,336 708.293 708,293 - -
Term loan 353,542 379,205 154,052 | 56,983 168.170

Retention payables 631,879 631,879 631,879 | - -

Due to related parties 1,637,753 | 1,637,753 1637753 . -

Trade and other payables 5,936.510 5,936,510 5,936,510 - |
9249020 - 9293640 , 9068487 50983  168.17 0
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¢) Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates wifl
affect the Company's income or the value of its hoidings of financial instruiments,

(i} Cinrency risk
Currency risk is the risk that the value of a financial instrument will fluctuate due to a change in foreign exchange

rates.

The Company's exposure to foreign currency risk at tha reporting date is as follows:

2018 | 2017
Financial assets |
Euros 7179 ! 7179
Financial liabilities i
Euros . .(625,831) | | {483855)
i
(618.652) | | (476.676) |

A 10% strengthening / (weakening) of the Bahraini Dinar against the Euro at reporting date would have
increased / (decreased) equity and profit by BD 6,187 (2017: BD 4,767). This analysis assumes that all other
variables, in particular interest rates, remain constant.

(i) Inferest rate risk
Interest rate risk is the risk that the Company's earnings will be affected as a result of fluctuations in the vaiue
of financial instruments due to changes in market interest rates.

Effective interest rates on financial instruments 2018 l 2017
§
|
Bank overdraft BIBOR + 5.5% E BIBOR +5.5%
Term loans BIBOR + 5% ; BIBOR + 5%
j

At the reporting date, the interest rate profile of the Company's interest bearing financial instruments was:

Carrying amount of financial Instruments 2018 2017
Bank overdrafts 824,837 | 689,336
Term foans 158,339 353,542

(iif} Fair value sensitivity analysis for fixed rate insfruments

The Company does nct account for any fixed rate financial liabilities at fair value through the statement of profit
or loss and other comprehensive income. Therefore a change in interest rates at the reporiing date would not
affect the profit or loss. Increase or decrease in equity resulting from variation in interest rates is not expected
to be significant.
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(iv} Cash flow sensitivity analysis for variabie rate instruments

The Company does nat account for any financial asset or financial liabilities at fair value through statement of
profit or loss and other comprehansive income except for bank over draft and term loans. Thercfore. o change
in interest rates at the reporting date would not affect profit or loss. A change in 100 basis peints in interesl rate
in the interest bearing financial instruments would have increased / {decreascd) ecquity by BD 9.832
(2C017: 8D 10,429). This analysis assumes that ali other variables remain constant.

{vi Gther market risk

Qther market rate risk is the risk that the fair value or future cash flows of the financial instrument will fluctuate
due to changes in market prices (other than those arising from interest rate risk or currency risk), whether those
changes are caused by factor specific to the individual financial instruments or its issuers, or facters affecting
all simitar financial instrument traded in the market.

The Company is not significantly exposed to any other market price risk as at the reporting date.
d) Capital management

The Company's objectives when managing capital is to safeguard the Company's ability to continue as a going
cencern, so that it can continue to provide returns for the sharehclders and benefits to the other stakeholders.

There were no changes in the Company's approach te capital management during the period. The Company
is not subject to externally imposed capital requirements.

e) Fair values of financial instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date in the principal cr, in its absence, the most advantageous
market to which the Company has access at that date. The fair value of a liability reflects its nen-performance
risk. Differences can therefore arise between book values under the historical cost method and fair value
estimates.

Underlying the definition of fair value is a presumption that an enterprise is a going concern without any intention
or need to liquidate, curtail materially the scale of its operations or undertake a transaction on adverse terms.
The fair value of the Company's financial assets and liabilities are not materially different from their carrying
values due to their short term nature.

21 COMPARATIVES

The previous year's figures have been regrouped wherever necaessary, in order to conform to the current year's
presentation. Such regrouping does not affect previously total reported assets, total equity or prefit or loss and
other comprehensive income.



