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Directors’ Report

The Board of Directors of Arabtec Holding PJSC presents the consolidated financial statements as
at 31 December 2018 for the Arabtec Group.

Financial Performance

The Board of Directors is pleased to report that 2018 was a strong year for Arabtec. Revenue
increased to AED 9.9 billion in FY 2018 compared to AED 9.1 billion for FY 2017, up 7.8% year-on-
year. Net profit attributable to parent for FY 2018 was AED 256 million compared to AED 123
million for FY 2017, up 108% year-on-year. The Group has now achieved eight consecutive
quarters of profitability supported by positive cash from operating activities and a reduction in
net debt. The Group’s backlog remained strong at AED 15.6 billion. In line with the Group's
dividend policy of paying out between 25% and 50% of net profit annually, the Board of Directors
is proposing to distribute a final dividend of 5.0 fils per share (Total dividend: AED 75 million) for
the year ended 31 December 2018, subject to shareholder approval at the Annual General
Assembly Meeting.

Key Milestones

Throughout 2018, we maintained our focus on positioning the business for growth, continuing to
strengthen our balance sheet and building on the solid foundation following our recapitalisation
programme completed in 2017. The Group is now back on track and, in line with the Group’s
objective to diversify its revenue across all sectors, Arabtec is well-placed to capitalise on the UAE
Government’s strategy for economic diversification and The Abu Dhabi Economic Vision 2030.

In particular, prospects for social, economic, infrastructure and industrial sectors are positive
with continued infrastructure spending in transport and utilities in the lead-up to Expo 2020,
providing opportunities in 2019 and beyond. Arabtec is proud to be delivering the UAE Pavilion
and Public Realm in Concourses and Arrivals Plazas for Expo2020 and has strengthened
longstanding client relationships winning further work with Dubai Municipality in the economic
infrastructure sector and with ADNOC Group in the industrial sector.

Emiratisation remains a key stakeholder priority, with Arabtec being designated a strategic
partner of the Ministry of Human Resources and Emiratisation. This has enabled us to align our
Emiratisation strategy more closely to the UAE’s objectives and we are proud to have been
recognised through awards in three categories of the Emiratisation Government Accelerator
Programme.
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Our Emiratisation Sponsorship Programme continues to invest in UAE talent in collaboration
with, the Abu Dhabi Centre for Technical and Vocational Education and Training, the UAE Higher
Colleges of Technology, and UAE University.

The Year Ahead

The Group continues to focus selectively on MENA countries that offer a solid, sustainable
pipeline of construction, infrastructure and industrial opportunities with the market outlook for
UAE and Saudi Arabia remaining strong. Egypt is showing potential for construction growth
underpinned by growing political stability and population growth.

Innovation is equally important for our future success and will continue to be a strategic priority
for the Group in 2019 reflecting the priorities of Economic Vision 2030 and the UAE’s

diversification into higher value-add industries.

The Board of Directors as at 31 December 2018

Director Role

Mohamed Thani Murshed Al Rumaithi Chairman

Mohamed Hamad Al Mehairi Vice Chairman & Chairman of the Nomination and
Remuneration Committee

Eng. Saeed Mohamed Al Mehairbi Board Member

Khalifa Abdulla Al Romaithi Board Member and Audit Committee Member

Tareq Ahmed Al Masaocod Al Mehairbi Board Member & Nomination and Remuneration Committee
Member

Ghannam Butti Al Mazrouei Board Member and Chairman of the Audit Committee

Khaleefa Ali Mohamed Abdulla AlQamzi Board Member & Nomination and Remuneration Committee
Member

On behalf of the Board of Directors:
- L=

Mohamed Al Mehairi

Vice Chairman of the Board of Directors




(ndependent auditors report to the snareholders of

Report on the audit of the consolidated financial statements
Our qualified opinion

In our opinion, except for the possible effects of the matters described in the Basis for qualified opinion
section of our report, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of Arabtec Holding PJSC (the “Company”) and its subsidiaries (together the
“Group”) as at 31 December 2018, and their consolidated financial performance and their consolidated cash
flows for the year then ended in accordance with International Financial Reporting Standards.

What we have audited

The Group's consolidated financial statements comprise:

o the consolidated statement of financial position as at 31 December 2018;

° the consolidated income statement for the year then ended;

° the consolidated statement of comprehensive income for the year then ended;

° the consolidated statement of changes in equity for the year then ended;

° the consolidated statement of cash flows for the year then ended; and

° the notes to the consolidated financial statements, which include a summary of significant accounting

policies.

Basis for qualified opinion

(@)  The Group’s investment properties include a property comprising of a plot of land and associated
development costs (“the property”) with a carrying amount of AED 568 million (2017: AED 568
million). As discussed in note 6 to the consolidated financial statements, management has not carried
out a detailed impairment review to assess the recoverable amount of the property, which is
calculated as the higher of its value-in-use and fair value less cost to sell in accordance with IAS 36,
‘Impairment of assets'. Consequently, we were unable to satisfy ourselves as to the carrying amount
of the property and determine whether any impairment charge should have been recorded in the
consolidated income statement.

(b)  As explained in note 10 to the consolidated financial statements, the balance of trade and other
receivables includes net exposures of AED 153 million relating to amounts due from customers that
have not been certified by the customers and which are subject to negotiations and discussions. We
were not provided with sufficient appropriate audit evidence to ascertain the extent and timing of the
recoverability of these amounts. Consequently, we were not able to determine whether any
impairment adjustments relating to these amounts are necessary.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s responsibilities for the audit
of the consolidated financial statements section of our report.

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

Independence

We are independent of the Group in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements that
are relevant to our audit of the consolidated financial statements in the United Arab Emirates. We have
fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code

PricewaterhouseCoopers (Dubai Branch), License no. 102451
Emaar Square, Building 4, Level 8, P O Box 11987, Dubai - United Arab Emirates
T: +971 (0)4 304 3100, F: +971 ( 0)4 346 9150, www.pwe.com/me

Douglas O'Mahony, Rami Sarhan, Jacques Fakhoury and Mohamed ElBorno are registered as practising auditors with the UAE Ministry of Economy
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Independent auditor’s report to the shareholders of Arabtec
Arfq‘),[(ZZ'iZ{j' PJSC (continued)

Emphasis of matter

Dispute with a shareholder of a subsidiary

We draw attention to note 36 (¢) to the consolidated financial statements, which provides details of a
dispute and the claim filed by the shareholder of Arabtec Construction W.L.L. Qatar, the outcome of which
cannot be determined with reasonable certainty as at the date of this report. Our opinion is not modified in
respect of this matter.

Our audit approach

Overview .

. o Contract revenue and profit or loss recognition
Key Audit Matters

e Recoverability of contract receivables

As part of designing our audit, we determined materiality and assessed the risks of material misstatement
in the consolidated financial statements. In particular, we considered where management made subjective
judgments; for example, in respect of significant accounting estimates that involved making assumptions
and considering future events that are inherently uncertain. As in all of our audits, we also addressed the
risk of management override of internal controls, including among other matters consideration of whether
there was evidence of bias that represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion on
the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

In addition to the matters described in the Basis for qualified opinion section, we have determined the
matters described below to be the key audit matters to be communicated in our report.

Contract revenue and profit or loss recognition
]

The Group enters into contracts, many of We obtained from management an understanding of

which are complex and long-term in nature the internal controls over revenue recognition.

and can span a number of reporting periods.

Contract revenue is recognised over time as We tested a sample of contracts based on value and

performance obligations are fulfilled in with the following risk-based characteristics:

accordance with IFRS 15 — Revenue from

Contracts with Customers. e contracts with significant revenue recognised in
the year, or with forecast losses;

We focused in particular on this area because o contracts with significant unbilled work in

the timing of revenue recognition, estimates of progress balances;

costs to complete, the determination of o contracts that had been identified by management
contractual entitlement and assessment of as higher risk based on our discussions with them,
probability of customer approval of changes in or from their routine internal reporting; and

scope and recognition of claims on contracts
have inherent complexities in the construction
industry, are matters of significant
management estimate and judgment and often
take time to resolve.

other contracts not meeting any of the above
criteria, selected at random.



v 1 Fl' /7
J ¥ I SN {
(] [ ¢J ) {

continued)

[ approach (continue

Key audit matters (continued)

'l and projir or loss

The total amount of revenue and profit or loss
to be recognised on a contract can be affected by
changes in conditions and circumstances over
time, such as:

e  variations to the original contract terms

e costoverruns

e scope changes that require
negotiation and agreement

further

There can also be significant uncertainties in
determining the amounts to be recovered from
customers as a result of changes in conditions
and circumstances on projects which have led

to additional work having been performed |

(variations). In addition, with respect to claims,
the determination of whether it is highly
probable that a significant reversal of
cumulative revenue will not occur when the
uncertainty relating to the claim is resolved and
the estimation of the claim amount often
require the exercise of significant judgment by
management.

The timing of revenue recognition is subject to
judgments surrounding the costs expected to be
incurred in completing the work, as revenue on
contracts is recognised on a percentage of
completion basis.

As a result of the often high degree of
subjectivity involved in determining the costs to
complete a contract, the magnitude of any
variations and the outcome of claims, there are
significant risks that contract revenue and
associated margins, or foreseeable losses, are
not correctly recognised.

Refer to the note 2.20 to the consolidated
Jfinancial statements for the accounting policy
on revenue recognition, note 4.1(a) for
significant estimates and judgments related to
revenue recognition and note 22 for revenue
recognised during the year ended 31 December
2018.

recognition {

. y
onanued)

We also visited a sample of project sites to enhance our
understanding of the projects and discuss directly with
the project management teams on site the progress of
the projects and estimates of costs to complete.

To test whether revenue and profit or loss is accurately
recorded, for the selected samples, we performed the
following procedures:

e Verified the project costs incurred during the year
by tracing them to the underlying supporting
documentation.

e For estimated costs to complete we obtained an
understanding from the respective project teams
and re-performed and challenged management's
estimates by:

assessing the estimated costs against historical

and current trends underpinning those

estimates;

evaluating the out-turn of previous estimates;

and

comparing the year end estimated costs-to-

complete against the latest available

information provided by the management.

e Obtained documentary evidence for the approval
of variations by the Group’s customers included in
total estimated contract revenue.

o With respect to claims, we evaluated
management’s judgment on how advanced the
negotiations with customers were based on the
facts and circumstances of particular contracts,
documentary evidence and correspondence and
the Group’s relationship with the customer.
Further, we verified any subsequent approvals,
certifications or cash receipts in relation to the
claims recognised at the reporting date.

e Recalculated the stage of completion for the
projects.

o Agreed the total contract revenue to the
underlying contracts and amendments (where
applicable).

o Reviewed and considered the implications of
correspondence with customers (both upon the
acceptance of work done and relating to disputes).

o For contracts where it is probable that the total
costs will exceed the total contract revenue, we
checked that the expected loss had been
recognised as an expense immediately.
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We focused on this area because management
exercises significant judgment regarding the
recoverability of the balances and therefore in
estimating the extent of any provision for
impairment required in respect of such
balances.

Where the recoverability of such balances is

contingent on the outcome of on-going
arbitrations or litigations, management
considers the probability of a favorable

outcome having regard to the opinions of the
Group’s legal counsel and external lawyers.

The magnitude of any resultant impairment
against the outstanding amounts, could be

material to the consolidated financial
statements.
Contract receivable balances subject to

arbitration include amounts of AED 631
million. Please refer to note 36 (a) and (b) to the
consolidated financial statements which
describes the uncertainty relating to the
outcome of the arbitration.

Refer to note 10 to the consolidated financial
statements for details of contract receivables
included within trade and other receivables.

With respect to contract receivables, we have
discussed and challenged the judgments applied by the
management in relation to their assessment of the
recoverability of individual balances and the bases for
those judgements.

We corroborated management’s assessments by
reference to other factors such as the status of the
contract work and its certification, relationship with
the customer, the customer’s financial ability to pay
and, where the Group has a legal claim against the
customer, the Group’s legal counsel’s and external
lawyer’s assessments of the likelihood of a favourable
or unfavourable outcome.

As part of this process, we also discussed the progress
of the work on the contracts with the respective project
teams and we tested the subsequent cash receipts to
the source documents for the certified amounts due
existing at the reporting date.

For receivable balances with recoverability issues, we
checked that an impairment provision had been
created in accordance with the Group’s policy and the
specific circumstances attaching to each case.

In respect of the contract receivables that are subject
to arbitration (refer to note 36 (a) and (b) to the
consolidated financial statements), we evaluated the
probability and timing of recovery of outstanding
amounts by reference to the status of negotiations and
arbitration proceedings along with other supporting
documentation. We also made enquiries of
management-appointed legal counsel in respect of the
current status of proceedings.

We also tested that appropriate disclosures had been
made in the consolidated financial statements in
compliance with financial reporting standards



Other information

The directors are responsible for the other information. The other information comprises the Directors’
Report but does not include the consolidated financial statements and our auditor’s report thereon, which
we obtained prior to the date of this auditor’s report and the Group’s Annual Report, which is expected to
be made available to us after that date.

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

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the consolidated 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 that we obtained prior to the date of this
auditor’s report, we conclude that there is a material misstatement of this other information, we are
required to report that fact. As described in the Basis for qualified opinion section above, we were unable
to obtain sufficient evidence about the carrying value of an investment property, as management did not
perform an impairment review of the property, and the recoverability of customer receivables where the
amounts involved are subject to negotiation, the likely outcome of which is not yet known. We are unable
to conclude whether or not the other information is materially misstated with respect to these matters.

When we read the Group’s Annual Report, if we conclude that there is a material misstatement therein, we
are required to communicate the matter to those charged with governance.

lesponstbilities of management and those charged with governance for the
consolid ited ,"-"721, ncal staremen

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards and their preparation in
compliance with the applicable provisions of the UAE Federal Law No. (2) of 2015, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’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 Group or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial reporting process.
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Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
awhole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

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

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

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

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

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

° Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.
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(continued)

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

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

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

/

Keport on other legal and regulatory requirements

Further, as required by the UAE Federal Law No. (2) of 2015, we report that:
i)  we have obtained all the information we considered necessary for the purposes of our audit;

ii) the consolidated financial statements have been prepared and comply, in all material respects, with
the applicable provisions of the UAE Federal Law No. (2) of 2015;

iii) the Group has maintained proper books of account;

iv) the financial information included in the Directors’ report is consistent with the books of account of
the Group;

v)  note 33 to the consolidated financial statements discloses the Group’s investment in shares during the
year ended 31 December 2018;

vi) note 13 to the consolidated financial statements discloses material related party transactions and the
terms under which they were conducted; and

vii) based on the information that has been made available to us, nothing has come to our attention which
causes us to believe that the Group has contravened during the year ended 31 December 2018 any of
the applicable provisions of the UAE Federal Law No. (2) of 20 15 or, in respect of the Company, its
Memorandum of Association which would materially affect its activities or its financial position as at
31 December 2018.

PricewaterhouseCoopers
12 February 2019

SR

Mohamed ElBorno
Registered Auditor Number 946
Dubai, United Arab Emirates
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Arabtec Holding PJSC and its subsidiaries

Consolidated statement of financial position
Year ended 31 December

2018 2017
ASSETS Note AED’000 AED’000
Non-current assets
Property, plant and equipment 5 638,874 754,393
Investment properties 6 595,320 595,647
Goodwill 7 248,741 248,741
Other intangible assets 7 16,000 17,000
Investments in associates 8 209,328 223,864
Deferred tax assets 9 5,282 3,823
Trade and other receivables 10 537,018 751,899
Other financial assets 11 17,282 17,282
Advances paid to suppliers and sub-contractors 280,223 290,898
2,548,068 2,903,547
Current assets
Inventories 12 130,590 116,946
Trade and other receivables 10 5,037,753 5,288,516
Advances paid to suppliers and sub-contractors 977,947 1,257,539
Due from related parties 13 576,160 714,409
Other financial assets 11 205,713 182,427
Other current assets 14 289,301 335,383
Cash and cash equivalents 15 1,269,575 1,144,144
8,487,039 9,039,364
Total assets 11,035,107 11,942,911
EQUITY AND LIABILITIES
EQUITY
Share capital 16 1,500,000 1,500,000
Statutory reserve 17 155,909 130,279
Foreign currency translation reserve 27,603 33,498
Other reserves 17 (212,648) (199,063)
Retained earnings 189,793 120,152
Equity attributable to owners of the Parent 1,660,657 1,584,866
Non-controlling interests (258,399) (244,368)
Net equity 1,402,258 1,340,498
LIABILITIES
Non-current liabilities
Bank borrowings 18 559,911 790,338
Retentions payable 19 361,234 386,468
Provision for employees’ end of service benefits 20 216,045 200,510
1,137,190 1,377,316
Current liabilities
Trade and other payables 21 4,741,346 4,815,302
Advances received from customers for contracts 1,757,322 2,010,184
Bank borrowings 18 1,497,096 1,843,433
Due to related parties 13 487,029 536,268
Income tax payable 9 12,866 19,910
8,495,659 9,225,097
Total liabilities 9,632,849 10,602,413
Total equity and liabilities 11,035,107 11,942 911

The consolidated financial statements were approved for issue by the Board of Directors on 12 Februar 2.0] 9 and signed
on its behalf by: /

Peter Pollard
Chief Financial Officer




Arabtec Holding PJSC and its subsidiaries

Consolidated income statement

Revenue

Direct costs

Gross profit

Investment income

General and administrative expenses
Impairment losses

Other income - net
Operating profit

Finance costs — net

Share of profit from associate
Profit before tax

Income tax expense

Profit for the year

Attributable to:
Owners of the Parent
Non-controlling interests

Earnings per share
- Basic and diluted (AED)

Note

22
23

24
25
26
27

28
8(a)

29

Notes 1 to 40 are an inteeral part of these consolidated financial statements

Year ended 31 December

2018 2017
AED’000 AED’000
9,852,989 9,141,137

(9.217,754) (8,681,417)
635,235 459,720
4,080 9,933
(297,509) (319,314)
(1,125) (3,016)
14,945 23,453
355,626 170,776
(103.,468) (98,911)
8,795 40,970
260,953 112,835
(4.337) (15,914)
256,616 96,921
256,299 123,053
317 (26,132)
256,616 96,921
0.17 0.10
11



Arabtec Holding PJSC and its subsidiaries

Consolidated statement of comprehensive income

Note
Profit for the year

Other comprehensive income
Items that will be reclassified to consolidated income
statement in subsequent periods:
Net change in foreign currency translation reserve
Items that will not be reclassified to consolidated imcome
statement in subsequent periods:
Actuarial (loss)/gain recognised 20
Other comprehensive (loss)/income for the year
Total comprehensive income for the year - net of tax

Attributable to:
Owners of the Parent
Non-controlling interests

Notes 1 to 40 are an inteeral part of these consolidated financial statements

Year ended 31 December

2018 2017
AED’000 AED’000
256,616 96,921
(9.421) (4.235)
(19.681) 9,402
(29.102) 5,167
227514 102,088
230,723 129,292
(3.209) (27.204)
227514 102,088
12
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Arabtec Holding PJSC and its subsidiaries

Consolidated statement of cash flows

Operating activities

Profit before tax

Adjustments for:

(Gain)/Loss on sale of property, plant and
equipment

Investment income

Impairment losses

Net (income)/cost on non-current receivables
and payables

Depreciation on investment properties

Depreciation on property, plant and equipment

Amortisation of intangible assets

Provision for employees' end of service benefits

Finance costs

Share of profit from associate

Reversal of provision for doubtful receivables

Reversal of provision for slow-moving inventories

Loss on disposal of associate

Operating cash flow before employees’ end of
service benefits paid, income tax paid and
changes in working capital

Changes in working capital:

Trade and other receivables

Advances paid to suppliers and sub-contractors

Due from related parties

Inventories

Other current assets

Trade and other payables

Advances received from customers for contract
work

Due to related parties

Retentions payable

Cash generated from/ (used in) operating

activities

Employees' end of service benefits paid

Income tax paid

Net cash generated from/ (used in) operating

activities

Balance carried forward

Notes | to 40 are an integral part of these consolidated financial statements

Note

27
24
26

28
5

20
28
8(a)
10
12
8(b)

20

Year ended 31 December

2018 2017
AED’000 AED’000
260,953 112,835
(1,097) 2,354
(4.080) (9.933)
1,125 3,016
(7.867) 5,696
327 327
168,560 174,872
1,000 4,552
55,595 61,399
111,335 93,215
(8,795) (40,970)
(9,025) (31,430)
(2,979) (9,144)
. 2,504
565,052 369,293
368,732 (1,157,387)
290,267 (394,142)
138.249 (408,187)
(10,665) 7013
46,082 60,325
(73.956) (89,813)
(252.862) 176,400
(49,239) 169,508
(25,234) 2,051
996.426 (1,264.939)
(59,741) (58.858)
(12,840) (13,120
923,845 (1,336,917)
023,845 (1336917




Arabtec Holding PJSC and its subsidiaries

Consolidated statement of cash flows (continued)

Year ended 31 December

Note 2018 2017
AED’000 AED’000
Balance brought forward 023.845 (1,336,917)
Investing activities
Purchase of property, plant and equipment 5 (60,298) (114,774)
Proceeds from disposal of investment in associate 8(b) - 3,367
Proceeds from disposal of property, plant and
equipment 8,354 24,701
Net movement in other financial assets (23.286) (67,165)
Movement in deposits maturing after 3 months 15 (912) (40,000)
Investment income received 4,080 8,011
Dividends received from associates 23,331 3,733
Proceeds fom disposal of a subsidiary 34(b) - 1,500
Net cash used in investing activities (48,731) (180,627)
Financing activities
Net movement in borrowings (327.134) 259,290
Proceeds of loan from a related party - 221,911
Proceeds from rights issue (net of settlement of
loan from a related party) - 1,100,365
Right issue costs paid - (4.824)
Dividends paid to non-controlling interests 6,013) (4,407)
Dividends paid to shareholders (30,750) -
Remuneration to directors 13 (9,200) -
Acquisition of additional interest in a subsidiary (7,112) -
Interest paid (111.335) (93,215)
Net cash (used in)/ generated from financing
activities (491,544) 1,479,120
Net increase/ (decrease) in cash and cash
equivalents 383,570 (38.424)
Cash and cash equivalents at the beginning of the
year 500,749 543,408
Net foreign currency translation difference (9.421) (4.235)
Cash and cash equivalents at the end of the
year 15 874,898 500,749

Note | to 40 are an integral part of these consolidated financial statements 16



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018

1 Legal status and activities

Arabtec Holding PJSC (the “Company”) is a Public Joint Stock Company established under the
laws of the United Arab Emirates (UAE) pursuant to the resolution of the Department of Economic
Development, Dubai, number 71 dated 2 J uly 2004. The Company commenced operations on 20
September 2004, The Company's shares are listed on the Dubai Financial Market (“DFM™). The
registered office of the Company is P.O. Box 3399, Dubai, UAE.

The Group’s major shareholder is Aabar Investment PJS whose parent company is International
Petroleum Investment Company (“IPIC”). IPIC is ultimately owned by the Government of the
Emirate of Abu Dhabi.

Arabtec Holding PISC and its subsidiaries (the “Group”) are primarily engaged in construction of
high-rise towers, buildings and residential villas, in addition to the execution of related services
such as drainage, electrical and mechanical works, provision of ready mix concrete and
construction equipment supply and rental.

The Group also operates in the oil and gas, infrastructure and power sector, facilities management
and property development.

The consolidated financial statements of the Group for the year ended 31 December 2018 were
authorised for issue in accordance with a resolution of the Board of Directors on 12 February 2019.

Subsidiaries, associates and joint operations:

% Holding (including
indirect holding)
Name of subsidiary and domicile 2018 2017 Principal activities

100% Civil construction and related
(8}

Arabtec Construction LLC — Dubai, UAE 100%
works
Arabtec CODSl.I'LlClIOH Syria LLC, Syrian 100% 100% Civil construction and related
Arab Republic works
Arabtec Pakistan (Pvt.) Limited, Pakistan 60% 60% C\‘:;]rkcq""s““c“"“ ang related
Arabtec Egypt for Construction SAE, 55, 559% Civil construction and related

Arab Republic of Egypt works

Arabtec Construction LLC (Foreign o, Civil construction and related
: - “ 100% 100% ~
Company), State of Palestine works

Arabtec - Musawa W.L.L., Kingdom of
Bahrain **

o . Civil construction and related
100% 759, C1Vil construct A
works



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

1 Legal status and activities (continued)
Subsidiaries, associates and joint operations: (continued)

% Holding (including

indirect holding)
Name of subsidiary and domicile 2018 2017 Principal activities
Civil construction and
Arabtec Construction LLC (Jordan foreign 100% 100% electrical, mechanical,
working entity), Jordan ' ! plumbing contracting and
related works
Arabtec International Company, Limited, 100% 100% Civil construction and related
Republic of Mauritius ‘ ° works
Ar]ablgc Construction India (Pvt) Limited, 63% 63% Civil construction and related
ndia works
Arabtec Constructions LLC - Abu Dhabi, 100% 100% Civil (.:onstmctlon and related
UAE works
Arabtec Precast LLC, UAE 100% 100% Mi;;‘q‘fg‘;“"‘“g of  precas
bt Mty Holding Limited, 100% 100% Investment holding company
NP e . Trading and leasing of
legtec Building Equipment LLC, 70% 70%  construction and building
equipment
Arabtec Engineering Services LLC, 0% 80% Infrastructure construction
UAE works
Building maintenance and
Arabtec-Envirogreen Facility Management 100% 100% cleaning services, facilities
Services LLC, UAE ' ‘ management and security
services
Real  estate, investment,
.,‘ s = D > a L Yo ]
ﬁgrgﬁaﬁolﬁ:é oveloprosnt LLC 100% 100%  development and
’ management
Ardnte Pyperty Deveiopmest LLE - 100% 100% Real estate development

Dubai, UAE



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements

31 December 2018 (continued)

1 Legal status and activities (continued)

Subsidiaries, associates and joint operations: (continued)

Name of subsidiary and domicile

Arabtec Property Management LLC -
Dubai, UAE

Arabtec Real Estate LLC - Abu Dhabi,
UAE

Arabtec Real Estate LLC - Dubai, UAE

Arabtec Living For Construction LLC,
UAE

Arabtec Limited, JAFZA, UAE

Arabtec Trading Limited, JAFZA, UAE

Arabtec Consolidated Contractors Limited,
JAFZA, UAE *

Austrian Arabian Ready Mix Concrete Co.

LLC - Dubai, UAE

Emirates Falcon Electromechanical Co.
(EFECO) LLC - Dubai, UAE

EFECO Qatar W.L.L, Qatar*

EFECO LLC, State of Palestine

% Holding (including

indirect holding)

2018 2017
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%

50% 50%
100% 100%
100% 100%

49% 49%
100% 100%

for the year ended

Principal activities

Leasing and management of

third party property
Real estate leasing and

management services

Buying and selling of real estate

Civil construction and related
works

General trading; commercial
and real estate investments

General trading: commercial
and real estate investments

International business, general
trading, and investments

Ready mixed concrete
manufacturing
Electrical, mechanical and

plumbing contracting

Electrical, mechanical and
plumbing contracting

Electrical, mechanical and
plumbing contracting



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

1 Legal status and activities (continued)

Subsidiaries, associates and joint operations: (continued)

% Holding (including

indirect holding)
Name of subsidiary and domicile 2018 2017 Principal activities
Emirates Falcon Electromechanical Co. 100% 100% Electrical,  mechanical  and
(EFECO) LLC - Abu Dhabi, UAE ¢ ¢ plumbing contracting
Gulf Steel Industries FZE, UAE 100% 100% F“;‘;g}‘e':“ of steel structure and
GSI Steel Construction Contracting LLC, _— & riterondirem o
UAE 100% 100% Fab-nc_:atlon of steel structure and
profiles
Idrotec Srl, Italy 96% 96% Civil 'conslmcllon and related
works
R R ; Manufacturing and
Nasser B‘m Khaled F‘MOI)L Ready Mix 49% 49%  transportation of ready mix
Concrete Co. LLC, Qatar* o _
concrete products
Saudi Target Engineering Construction 65% 65% Clx\élcl)rkcsonstmcllon and related
Company LLC, Kingdom of Saudi Arabia
Target Engineering Construction Company Civil construction and related
LLC. UAE 100% 100%  works
Target Steel Industries LLC, UAE 97% 97% Fabrication of steel structure and
' profiles
Target Engineering Construction Company 100% 100% Civil construction and related

L.L.C, (Foreign Company) Jordan

works

20



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

1 Legal status and activities (continued)

Subsidiaries, associates and joint operations: (continued)

% Holding (including

indirect holding)
Name of subsidiary and domicile 2018 2017 Principal activities
e ey g Real  Estate.  investment,
Arabtec Egypt for Property Development, 100% 100%  development, and
Egypt
management
s e B ‘ Buying and selling of real
Alljriwgc Gulf for Property Investment LLC, 100% 100% estate as well as holding
activities
Arabtec Construction W.L.L., Qatar* 49% 49% CIV]I-COHSII’UCUOH and related
works
Arabtec Interests Limited, JAFZA, UAE 100% 100% Investment holding company

* Although the Group holds 50% or less of the share capital, it exercises control over these
subsidiaries.

**  During the year ended 31 December 2018, the Group acquired the remaining 25%
shareholding in Arabtec - Musawa W.L.L., Kingdom of Bahrain for AED 7,112 thousand,
increasing its ownership interest to 100%. The difference of AED 13,585 thousand between
the purchase price and the carrying value of the non-controlling interest acquired has been
reflected in other reserves.



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

1 Legal status and activities (continued)

Subsidiaries, associates and Jjoint operations: (continued)

The Company and its subsidiaries have the following branches:

° Arabtec Holding PISC — Abu Dhabi branch

° Arabtec Construction LLC, St Petersburg, Russia

° Arabtec Construction LLC, Riyadh, Kingdom of Saudi Arabia

o Arabtec Construction LLC, Fujairah branch

° Arabtec Construction LLC, Bahrain branch

° Arabtec Construction LLC, Sharjah Branch

° Idrotec SRL - Abu Dhabi

o ACC Arabtec JV SAL - Syrian Arab Republic branch

° Target Engineering Construction Company — Dubai branch

° Target Engineering Construction Company — Sharjah branch

° Target Engineering Construction Company — Fujairah branch

° Target Engineering Construction Company WLL — Qatar branch
° Arabtec Construction LLC — branch, Abu Dhabi

° GSI Steel Construction Contracting LLC — Abu Dhabi branch

° Gulf Steel Industries FZE — Jordan branch

° Arabtec Construction LLC — Egypt branch

° Arabtec Consolidated Contractors Limited — Astana City Branch, Kazakhstan
° Arabtec Engineering Services LLC, Abu Dhabi branch

° Austrian Arabian Ready-Mix Co LLC — Abu Dhabi branch

° EFECO - Riyadh, Kingdom of Saudi Arabia

The Group has the following associates over which it exercises si gnificant influence:

% Holding (including

indirect holding)
Name of associate and domicile 2018 2017 Principal activities
Luxury fit-out of five star
hotels, yachts and facilities
Depa Limited, Dubai, UAE (“DEPA”) 24% 24% and related services

Joint operations in the Group are disclosed in Note 37.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies

The significant accounting policies applied by the Group in the preparation of these consolidated
financial statements are set out below. These policies have been consistently applied to all the periods
presented, unless otherwise stated.

2.1  Basis of preparation

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRSs™) and IFRS Interpretation Committee (IFRIC)
interpretations applicable to companies reporting under IFRS. The financial statements comply with
IFRSs as issued by the International Accounting Standards Board (IASB). These consolidated
financial statements have been prepared under the historical cost convention, except for the
following:

° certain financial assets and liabilities — measured at fair value
° defined benefit pension plans — plan assets measured at fair value.

The preparation of the consolidated financial statements in conformity with IFRSs requires the use
of certain critical accounting estimates. It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 4.

(a) New standards, amendments and interpretations adopted by the Group

The following new standards became applicable for the current reporting period and the Group had
to change its accounting policies and make appropriate adjustments as a result of adopting these
standards:

o [FRS 9 “Financial Instruments”; and
° IFRS 15 “Revenue from Contracts with Customers”.

The impact of the adoption of these standards is disclosed in Note 39.
(b) New and amended standards not yet adopted

Certain new standards and amendments to existing standards have been published and are mandatory
for the Group’s accounting periods beginning after 1 January 2019 or later periods, but have not
been early adopted by the Group:

° IFRS 16, ‘Leases’ (effective from 1 January 2019)

The new standard eliminates the classification of leases as either operating leases or finance leases
for a lessee. Instead all leases are treated in a similar way to finance leases applying IAS 17. Leases
are ‘capitalised’ by recognising the present value of the lease payments and showing them either as
lease assets (right-of-use assets) or together with property, plant and equipment. The Group is in the
process of assessing the potential impact of the application of IFRS 16 on the amounts reported and
disclosures made in these consolidated financial statements.

There are no other IFRSs or IFRIC interpretations that are not yet effective that would be expected
to have a material impact on the Group’s consolidated financial statements.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)

2.2 Basis of consolidation

(a) Subsidiaries

The consolidated financial statements comprise the financial statement of the Group and its
subsidiaries (Note 1) as at 31 December 2018. Subsidiaries are all entities (including structured
entities) over which the Group has control. The Group controls an entity when the Group is exposed
to, or has rights to, variable returns from its involvement with the entity and has the ability to affect
those returns through its power over the entity when the Group has less than a majority of the voting
or similar rights of an investee, the Group considers all the relevant facts and circumstances in
assessing whether it has power over an investee, including:

° The size of the Group's holding of voting rights relative to the size and dispersion of
holdings of the other vote holders;

° Potential voting rights held by the Group, other vote holders or other parties;

° Rights arising from other contractual agreements; and

° Any additional facts and circumstances that indicate that the Group has, or does not have, the

current ability to direct the relevant activities at the time that decisions need to be made,
including voting patterns at previous shareholders’ meetings.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They
are deconsolidated from the date that control ceases.

The Group applies the acquisition method of accounting to account for business combinations. The
consideration transferred for the acquisition of a subsidiary is the fair value of the assets transferred,
the liabilities incurred to the former owners of the acquiree and the equity interests issued by the
Group. The consideration transferred includes the fair value of any asset or liability resulting from a
contingent consideration arrangement. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date.

The Group recognises any non-controlling interest in the acquiree on an acquisition-by-acquisition
basis, either at fair value or at the non-controlling interest’s proportionate share of the recognised
amounts of acquiree’s identifiable net assets. Acquisition-related costs are expensed as incurred.

The excess of the consideration transferred, the amount of any non-controlling interest in the
acquiree and the acquisition-date fair value of any previous equity interest in the acquiree over the
fair value of the identifiable net assets acquired is recorded as goodwill. If the total of consideration
transferred, non-controlling interest recognised and previously held interest measured is less than the
fair value of the net assets of the investee acquired in the case of a bargain purchase, the difference
is recognised directly within profit and loss in the consolidated statement of comprehensive income
statement.



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)
22 Basis of consolidation (continued)

(a) Subsidiaries (continued)

If the business combination is achieved in stages, the acquisition date carrying value of the acquirer’s
previously held equity interest in the acquiree is re-measured to fair value at the acquisition date; any
gains or losses arising from such re-measurement are recognised in profit or loss.

Any contingent consideration to be transferred by the Group is recognised at fair value at the
acquisition date. Contingent consideration is classified either as equity or a financial liability.
Amounts classified as a financial liability are subsequently remeasured to fair value with changes in
fair value recognised in profit or loss.

Inter-company  transactions, balances and unrealised gains on transactions between Group
companies are eliminated. Unrealised losses are also eliminated. When necessary amounts reported
by subsidiaries have been adjusted to conform with the Group’s accounting policies.

Transactions with non-controlling interests that do not result in loss of control are accounted for
as equity transactions — that is, as transactions with the owners in their capacity as owners. The
difference between fair value of any consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals to
non-controlling interests are also recorded in equity.

Business combinations arising from transfers of interests in entities that are under the control of
the owners of the Group are accounted using predecessor accounting. The assets and liabilities
acquired are recognised at the carrying amounts on the date of acquisition and no adjustments are
made to reflect the fair values. Any difference between the consideration given for the acquisition
and carrying value of assets and liabilities acquired is recognised directly in equity. No goodwill
is recognised as a result of the combination.

(b) Loss of control
If the Group loses control over a subsidiary, it:

De-recognises the assets (including goodwill) and liabilities of the subsidiary;
De-recognises the carrying amount of any non-controlling interests;

De-recognises the cumulative translation differences, recorded in equity;

Recognises the fair value of the consideration received:

Recognises the fair value of any investment retained, with the change in the carrying
amount recognised in consolidated income statement:

° Recognises any surplus or deficit in consolidated income statement: and

Reclassifies the parent's share of components previously recognised in other comprehensive
income to consolidated income statement or retained carnings, as appropriate.

B
]



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)

22 Basis of consolidation (continued)
(c) Joint arrangements

The Group applies IFRS 11 to all joint arrangements. Under IFRS 11 investments in joint
arrangements are classified as either joint operations or joint ventures depending on the contractual
rights and obligations each investor. The Group has assessed the nature of its joint arrangements and
determined them to be joint operations. Joint operations are consolidated on a proportional line by
line basis.

(d) Associates

Associates are entities over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. Significant influence
is the power to participate in the financial and operating policy decisions of the investee but is not
control or joint control over those policies. Investments in associates are accounted for using the
equity method of accounting. Under the equity method, the investment is initially recognised at cost,
and the carrying amount is increased or decreased to recognise the investor’s share of the profit or
loss of the investee after the date of acquisition. The Group’s investment in associates includes
goodwill identified on acquisition.

If the ownership interest in an associate is reduced but significant influence is retained, only a
proportionate share of the amounts previously recognised in other comprehensive income is
reclassified to profit or loss where appropriate.

The Group’s share of post-acquisition profit or loss is recognised within profit and loss in the
consolidated income statement, and its share of post-acquisition movements in other comprehensive
income is recognised in other comprehensive income with a corresponding adjustment to the
carrying amount of the investment. When the Group’s share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured receivables, the Group does not
recognise further losses, unless it has incurred legal or constructive obligations or made payments
on behalf of the associate.

The Group determines at each reporting date whether there is any objective evidence that the
investment in the associate is impaired. If this is the case, the Group calculates the amount of
impairment as the difference between the recoverable amount of the associate and its carrying value
and recognises the amount within impairment losses in the consolidated income statement.

Profits and losses resulting from upstream and downstream transactions between the Group and its
associate are recognised in the Group’s consolidated financial statements only to the extent of
unrelated investor’s interests in the associates. Unrealised losses are eliminated unless the transaction
provides evidence of an impairment of the asset transferred. Accounting policies of associates have
been changed where necessary to ensure consistency with the policies adopted by the Group.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)

2.2 Basis of consolidation (continued)
(d) Associates (continued)

Dilution gains and losses arising in investments in associates are recognised within profit and loss in
the consolidated income statement.

Upon loss of significant influence over the associate, the Group measures and recognises only
retained investment at its fair value. Any difference between the carrying amount of the associate
upon loss of significant influence and fair value of the retained investment and proceeds from
disposal is recognised in consolidated income statement.

The financial statement of the associates are prepared for the same reporting period as the Group.
When necessary, adjustments are made to bring the accounting policies in line with those of the
Group.

2.3  Foreign currency translation
(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the
currency of the primary economic environment in which the respective entity operates (‘the
functional currency’). The consolidated financial statements are presented in United Arab Emirates
Dirhams (“AED”), which is the Group’s presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised within profit and loss in the consolidated income statement.

Foreign exchange gains and losses that relate to cash and cash equivalents are presented in the
consolidated income statement within ‘finance income or costs’. All other foreign exchange gains
and losses are presented within ‘other income’ in the consolidated statement of comprehensive
income.

Translation differences on non-monetary financial assets and liabilities such as equities held at fair
value through profit or loss are recognised in consolidated income statement as part of the fair
value gain or loss. Translation differences on non-monetary financial assets, such as equities
classified at fair value through other comprehensive income, are included in other comprehensive
income.



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)
23 Foreign currency translation (continued)
(c) Group entities

The results and financial position of all the Group entities (none of which has the currency of a hyper-
inflationary economy) that have a functional currency different from the presentation currency are
translated into the presentation currency as follows:

(1) assets and liabilities for each statement of financial position presented are translated at the
closing rate at the date of the statement of financial position;

(i1) income and expenses for each statement of income are translated at average exchange rates
(unless this average is not a reasonable approximation of the cumulative effect of the rates
prevailing on the transaction dates, in which case income and expenses are translated at the
rate on the dates of the transactions); and

(iii)  all resulting exchange differences are recognised in other comprehensive income.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at the closing rate. Exchange differences arising are
recognised in other comprehensive income.

24 Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated depreciation and
impairment. Historical cost includes expenditure that is directly attributable to the acquisition of
the items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognised. All other repairs and maintenance costs are recognised in the
consolidated income statement during the financial period in which they are incurred.

Land is not depreciated. Depreciation on other assets is calculated on the straight-line method, at
rates calculated to allocate the cost of assets less their estimated residual value over their expected
useful lives as follows:

Type of assets Years
Leasehold land Period of lease
Plant, machinery and office equipment 3 to 15 years
Vehicles 5 to 7 years
Labour camps and buildings 10 to 20 years
Furniture 5 years
Scaffolding, cabins and tunnel forms 3 to 7 years

Labour camps built in leasehold land are depreciated over the shorter of their estimated useful lives
or the periods of the leases.



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)
24 Property, plant and equipment (continued)

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of
each reporting period.

Properties under construction for production, rental or administrative purposes, or for purposes not
yet determined, are carried at cost, less any recognised impairment loss. Cost includes professional
fees and, for qualifying assets, borrowing costs capitalised in accordance with the Group's
accounting policy. Depreciation of these assets, on the same basis as other property assets,
commences when the assets are ready for their intended use.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount (Note 2.8).

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount
and are recognised within other income in the consolidated income statement.

Specific borrowing costs directly attributable to the construction of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are
added to the cost of those assets, until such time as the assets are substantiall y ready for their intended
use or sale. All other borrowing costs are recognised as expense in the consolidated income statement
in the period in which they are incurred.

2.5 Investment properties

Properties held for rental or capital appreciation purposes are classified as investment properties.
Investment properties are initially measured at cost, including transaction costs. Subsequent
expenditure is added to the carrying value of investment properties when it is probable that future
economic benefits in excess of the originally assessed standard of performance will flow to the
Group. Any expenditure that results in the maintenance of property to an acceptable standard or
specification is treated as repairs and maintenance expenses and is charged to the consolidated
income statement in the period in which it is incurred.

Subsequently, investment properties are measured at cost less any accumulated depreciation and
accumulated impairment losses. Depreciation is charged on a straight-line basis over the estimated
useful lives of 10 to 20 years. All subsequent additions are depreciated over the remaining useful
lives of investment properties. Land is not depreciated.

Investment properties are derecognised when either they have been disposed of or when the
investment property is permanently withdrawn from use and no future economic benefit is expected
from its disposal. Any gains or losses on the retirement or disposal of investment properties are
recognised in the consolidated statement of comprehensive income in the year of retirement or
disposal.
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2.5 Investment properties (continued)

[f owner occupied property becomes an investment property, the Group accounts for such property
in accordance with the policy stated under property, plant and equipment up to the date of change
in use.

No assets held under operating lease have been classified as investment properties.

2.6  Intangible assets

(a) Goodwill

Goodwill arises on business combinations and represents the excess of the consideration
transferred over the Group’s interest in net fair value of the net identifiable assets, liabilities and
contingent liabilities of the acquiree and the fair value of the non-controlling interest in the
acquiree.

For the purpose of impairment testing, goodwill acquired in a business combination is allocated to
each of the Cash Generating Units (“CGUs”), or Groups of CGUs, that is expected to benefit from
the synergies of the combination. Each unit or Group of units to which the goodwill is allocated
represents the lowest level within the entity at which the goodwill is monitored for internal
management purposes.

Goodwill impairment reviews are undertaken annually or more frequently if events or changes in
circumstances indicate a potential impairment. The carrying value of goodwill is compared to the
recoverable amount, which is the higher of value in use and the fair value less costs of disposal.
Any impairment is recognised immediately as an expense and is not subsequently reversed.

(b) Intangibles assets (excluding goodwill)

Separately acquired intangibles assets are shown at historical cost less accumulated amortisation.
The cost of intangible assets acquired in a business combination are recognised at fair value at the
acquisition date. Intangible assets having a finite useful life and are carried at cost less accumulated
amortisation. Amortisation is calculated using the straight-line method to allocate their cost to their
estimated residual values over their estimated useful lives, as mentioned overleaf:
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2.6 Intangible assets (continued)

(b) Intangibles assets (excluding goodwill) (continued)

Years
Arabtec brand 30 years
Customer contracts 10 years
Other intangibles 5 - 10 years

Gains or losses arising from de-recognition of an intangible asset are measured as the difference
between the net disposal proceeds and the carrying amount of the asset and are recognised within
the consolidated income statement when the asset is derecognised.

2.7  Impairment of non-financial assets

Assets that have an indefinite useful life — for example, goodwill or intangible assets not ready to
use — are not subject to amortisation and are tested annually for impairment. Assets that are subject
to amortisation/depreciation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For
the purposes of assessing impairment, assets are grouped at the lowest levels for which there are
largely independent cash inflows (cash-generating units). Prior impairments of non-financial assets
(other than goodwill) are reviewed for possible reversal at each reporting date.

In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money
and the risks specific to the asset. In determining fair value less costs to sell, recent market
transactions are taken into account. If no such transactions can be identified, an appropriate
valuation model is used. These calculations are corroborated by valuation multiples, quoted share
prices for publicly traded companies or other available fair value indicators.

The Group bases its impairment calculation on detailed budgets and forecast calculations, which
are prepared separately for each of the Group’s CGUs to which the individual assets are allocated.
These budgets and forecast calculations generally cover a period of one to five years. For longer
periods, a long-term growth rate is calculated and applied to projected future cash flows after the
fifth year.

Impairment losses are recognised in the consolidated income statement in expense categories
consistent with the function of the impaired asset.
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2.8 Financial instruments

The application of the new standard required the management to apply the following new
accounting policies:

(a) Classification

From 1 January 2018, the Group classifies its financial assets in the following measurement
categories:

- those to be measured subsequently at fair value (either through OCI, or through profit or
loss); and
- those to be measured at amortised cost.

The classification depends on the Group’s business model for managing the financial assets that
whether the financial asset is held within a business model whose objective is to hold financial
assets in order to collect contractual cash flows and the contractual terms of the cash flows that
whether contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding. Management
determines the classification of its investment at initial recognition.

(b) Recognition and derecognition

Regular purchases and sales of financial assets are recognised on trade-date, the date on which the
Group commits to purchase or sell the asset. Financial assets are derecognised when the rights to
receive cash flows from the financial assets have expired or have been transferred and the Group
has transferred substantially all the risks and rewards of ownership.

(c) Measurement

At initial recognition, the Group measures a financial asset at its fair value plus, in the case of a
financial asset not at fair value through profit or loss (FVPL), transaction costs that are directly
attributable to the acquisition of the financial asset. Transaction costs of financial assets carried at
FVPL are expensed in profit or loss.

Subsequent measurement of debt instruments depends on the Group’s business model for
managing the asset and the cash flow characteristics of the asset. There are two measurement
categories into which the Group classifies its debt instruments:

Assets that are held for collection of contractual cash flows where those cash flows represent solely
payments of principal and interest are measured at amortised cost. Interest income from these
financial assets is included in finance income using the effective interest rate method. Any gain or
loss arising on derecognition is recognised directly in profit or loss and presented in other
gains/(losses) together with foreign exchange gains and losses. Impairment losses are presented as
separate line item in the statement of profit or loss.
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2.8 Financial instruments (continued)
(c) Measurement (continued)

Financial assets at fair value through other comprehensive income (FVOCI) are carried at fair
value. After initial measurement, the Group present fair value gains and losses on equity
investments in OCI, there is no subsequent reclassification of fair value gains and losses to the
consolidated statement of comprehensive income following the derecognition of the investment.
Dividends from such investments continue to be recognised in profit or loss as other income when
the Group’s right to receive payments is established.

(d) Impairment of financial assets

For trade and contract receivables, the Group has applied a combination of the simplified and
general approach permitted by IFRS 9. Simplified approach is applied to a portfolio of trade
receivables that are homogeneous in nature and carry similar credit risk. Under general approach,
the Group measures the loss allowance for a financial asset at an amount equal to the lifetime
expected credit losses if the credit risk on that financial instrument has increased significantly since
initial recognition. However, simplified approach requires expected lifetime losses to be
recognised from initial recognition of the receivables.

(e) Accounting policies applied until 31 December 2017

The Group has applied IFRS 9 retrospectively, but has elected not to restate comparative
information. As a result, the comparative information provided continues to be accounted for in
accordance with the Group’s previous accounting policy, which is as follows:

Classification

The Group classifies its financial assets in the following categories: loans and receivables and
available-for-sale financial assets. The classification depends on the purpose for which the
financial assets were acquired. Management determines the classification of its financial assets at
initial recognition.

(i) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They are included in current assets, except for maturities greater
than 12 months after the end of the reporting period. These are classified as non-current assets.
The Group’s loans and receivables comprise ‘trade and other receivables’, ‘other financial assets’,
‘due from related parties’, ‘other current assets’ and ‘cash and cash equivalents’ in the consolidated
statement of financial position.
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2.8 Financial instruments (continued)
(e) Accounting policies applied until 31 December 2017 (continued)
(ii) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or
not classified in any of the other categories. They are included in non-current assets unless the
investment matures or management intends to dispose of it within 12 months of the end of the
reporting period.

Recognition and measurement

Regular purchases and sales of financial assets are recognised on the trade-date — the date on which
the Group commits to purchase or sell the asset. Financial assets are initially recognised at fair
value plus transaction costs for all financial assets not carried at fair value through profit or loss.
Financial assets carried at fair value through profit or loss are initially recognised at fair value, and
transaction costs are expensed in the consolidated income statement. Financial assets are
derecognised when the rights to receive cash flows have expired or have been transferred and the
Group has transferred substantially all risks and rewards of ownership. Available-for-sale financial
assets are subsequently carried at fair value. Loans and receivables are subsequently carried at
amortised cost using the effective interest method.

After initial measurement, available-for-sale financial assets are subsequently measured at fair
value with unrealised gains or losses recognised as other comprehensive income in the fair value
adjustment reserve until the investment is derecognised, at which time the cumulative gain or loss
is recognised in other income, or the investment is determined to be impaired, when the cumulative
loss is reclassified from the fair value adjustment reserve to the consolidated statement of
comprehensive income. Interest earned whilst holding available-for-sale financial assets is
reported as interest income using effective interest rate method.

For a financial asset reclassified from the available-for-sale category, the fair value carrying
amount at the date of reclassification becomes its new amortised cost and any previous gain or loss
on the asset that has been recognised in equity is amortised to consolidated income statement over
the remaining life of the investment using the effective interest rate. Any difference between the
new amortised cost and the maturity amount is also amortised over the remaining life of the asset
using the effective interest rate. If the asset is subsequently determined to be impaired, then the
amount recorded in equity is reclassified to the consolidated statement of comprehensive income.

Interest on available-for-sale securities calculated using the effective interest method is recognised
in the consolidated statement of income as part of other income. Dividend on available-for-sale
equity instruments are recognised in the consolidated statement of income as part of other income
when the Group’s right to receive payments is established.
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2.8 Financial instruments (continued)

(e) Accounting policies applied until 31 December 2017 (continued)
Impairment of financial assets

(1) Assets carried at amortised cost

The Group assesses at the end of each reporting period whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of financial
assets is impaired and impairment losses are incurred only if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the asset
(a ‘loss event’) and that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or group of financial assets that can be reliably estimated.

Evidence of impairment may include indications that the debtors or a group of debtors is
experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptcy or other financial reorganisation, and
where observable data indicate that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defaults.

For loans and receivables category, the amount of the loss is measured as the difference between
the asset’s carrying amount and the present value of estimated future cash flows (excluding future
credit losses that have not been incurred) discounted at the financial asset’s original effective
interest rate. The carrying amount of the asset is reduced and the amount of the loss is recognised
in the consolidated income statement. If a loan or held-to-maturity investment has a variable
interest rate, the discount rate for measuring any impairment loss is the current effective interest
rate determined under the contract. As a practical expedient, the Group may measure impairment
on the basis of an instrument’s fair value using an observable market price.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the reversal of the previously recognised impairment
loss is recognised in the consolidated income statement.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement
of financial position when there is a legally enforceable right to offset the recognised amounts and
there is an intention to settle on a net basis or realise the asset and settle the liability simultaneously.
The legally enforceable right must not be contingent on future events and must be enforceable in the
normal course of business and in the event of default, insolvency or bankruptcy of the Group or the
counterparty.

35



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

2 Summary of significant accounting policies (continued)

2.9 Non-current assets classified as held for sale

Assets are classified as assets held for sale if their carrying amount will be recovered principally
through a sale transaction rather than through continuing use. This condition is regarded as met
only when the sale is highly probable, the asset is available for immediate sale in its present
condition and management expect to complete the sale within one year from the date of
classification.

Assets classified as held for sale are measured at the lower of carrying amount and fair value less
costs to sell.

2.10 Inventories

Inventories comprise raw materials, stores and spares and work in progress and are stated at the
lower of cost and net realisable value. Cost comprises direct materials, direct labour and an
appropriate proportion of variable and fixed overhead expenditure, the latter being allocated on
the basis of normal operating capacity. Costs are assigned to individual items of inventory on the
basis of weighted average costs. Costs of purchased inventory are determined after deducting
rebates and discounts. Net realisable value is the estimated selling price in the ordinary course of
business less the estimated costs of completion and the estimated costs necessary to make the sale.

2.11 Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents include cash in hand,
deposits held at call with banks, other short-term highly liquid investments with original maturities
of three months or less and bank overdrafts. In the consolidated statement of financial position,
bank overdrafts are shown within bank borrowings in current liabilities.

2.12  Share capital
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new ordinary shares or options are shown in
equity as a deduction, net of tax, from the proceeds.

Where any Group company purchases the Company’s equity share capital (treasury shares), the
consideration paid, including any directly attributable incremental costs (net of income taxes) is
deducted from equity attributable to the C ompany’s equity holders until the shares are cancelled
or reissued.

Where such ordinary shares are subsequently reissued, any consideration received, net of any
directly attributable incremental transaction costs and the related income tax effects, is included in
equity attributable to the Company’s equity holders.

due within one year or less (or in the normal operating cycle of the business if longer). If not, they
are presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.
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2.13  Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Trade payables are classified as current liabilities if payment is
due within one year or less (or in the normal operating cycle of the business if longer). If not, they
are presented as non-current liabilities. Trade payables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method.

2.14 Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result
of past events, it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estimate of the amount can be made. Provisions are
not recognised for future operating losses.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and risks specific to the obligation. The increase in provisions due to the passage of time
are recognised as interest expense. Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined by considering the class of obligations
as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one
item included in the same class of obligation may be small.

2.15 Financial Liabilities

Financial liabilities within the scope of IFRS 9 are classified as financial liabilities at fair value
through profit or loss or loans and borrowings, as appropriate. The Group determines the
classification of its financial liabilities at initial recognition.

All financial liabilities are recognised initially at fair value and, in the case of loans and
borrowings, net of directly attributable transaction costs.

The Group’s financial liabilities include trade and other payables and bank borrowings.

A financial liability is derecognised when the obligation under the liability is discharged or
cancelled, or expires. When an existing financial liability is replaced by another from the same
lender on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as the derecognition of the original liability
and the recognition of a new liability. The difference in the respective carrying amounts is
recognised in the consolidated income statement.
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2.16 Bank borrowings

Bank borrowings are recognised initially at fair value, net of transaction costs incurred. Bank
borrowings are subsequently carried at amortised cost: any difference between the proceeds (net of
transaction costs) and the redemption value is recognised in the consolidated income statement over
the period of the borrowings using the effective interest method.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to
the extent that it is probable that some or all of the facility will be drawn down. In this case, the
fee is deferred until the draw-down occurs. To the extent there is no evidence that it is probable
that some or all of the facility will be drawn down, the fee is capitalised as a pre-payment for
liquidity services and amortised over the period of the facility to which it relates.

2.17 Borrowing costs

General and specific borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets, which are assets that necessaril y take a substantial period of time
to get ready for their intended use or sale, are added to the cost of those assets, until such time as
the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in consolidated income statement in the period in which
they are incurred.

2.18 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognised in the
consolidated income statement, except to the extent that it relates to items recognised in other
comprehensive income or directly in equity. In this case, the tax is also recognised in other
comprehensive income or directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the reporting date in the countries where the Company and its subsidiaries operate and
generate taxable income. Management periodically evaluates positions taken in tax returns with
respect to situations in which applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is recognised, using the liability method, on temporary differences arising

between the tax bases of assets and liabilities and their carrying amounts in the consolidated
financial statements.
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2.18 Current and deferred income tax (continued)

However, deferred tax liabilities are not recognised if they arise from the initial recognition of
goodwill; deferred income tax is not accounted for if it arises from initial recognition of an asset
or liability in a transaction other than a business combination that at the time of the transaction
affects neither accounting nor taxable profit or loss. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantially enacted by the reporting date and are
expected to apply when the related deferred income tax asset is realised or the deferred income tax
liability is settled.

Deferred income tax assets are recognised only to the extent that it is probable that future taxable
profit will be available against which the temporary differences can be utilised.

Deferred income tax liabilities are provided on taxable temporary differences arising from
investments in subsidiaries, associates and joint arrangements, except for deferred income tax
liability where the timing of the reversal of the temporary difference is controlled by the Group
and it is probable that the temporary difference will not reverse in the foreseeable future. Generally
the Group is unable to control the reversal of the temporary difference for associates.

Only where there is an agreement in place that gives the Group the ability to control the reversal
of the temporary difference not recognised.

Deferred income tax assets are recognised on deductible temporary differences arising from
investments in subsidiaries, associates and joint arrangements only to the extent that it is probable
the temporary difference will reverse in the future and there is sufficient taxable profit available
against which the temporary difference can be utilised.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to
offset current tax assets against current tax liabilities and when the deferred income taxes assets
and liabilities relate to income taxes levied by the same taxation authority on either the same
taxable entity or different taxable entities where there is an intention to settle the balances on a net
basis.

2.19 Employees’ end of service benefits

A provision is made for the estimated liability for employees’ entitlements to annual leave and
related benefits as a result of services rendered by the employees up to the reporting date. Provision
is also made, using actuarial techniques, for the end of service benefits due to employees in
accordance with the Labour Laws applicable in the countries in which the Group operates, for their
periods of service up to the reportin g date.

The provision relating to annual leave and leave passage is disclosed as a current liability and
included in trade and other payables, while that relating to end of service benefits is disclosed as a
non-current liability.

Actuarial gains and losses arising from experience adjustments and changes in assumptions are
charged or credited to equity in the other comprehensive income in the period in which they arise.
Past-service costs are recognised immediately in consolidated statement of income.

The defined benefit liability comprises the present value of the defined benefit obl igations using a
discount rate based on market yield rates. The Group has not allocated any assets to such plans.
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2.20 Revenue recognition

The application of the new standard requires management to apply the following new accounting
policies:

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Group and the revenue can be reliably measured, regardless of when the payment is being made.
Revenue is measured at the fair value of the consideration received or receivable, taking into
account contractually defined terms of payment and excluding discounts, rebates, customer returns
and other sales taxes or duty. The following specific recognition criteria must also be met before
revenue is recognised:

(1) Contract revenue and revenue from sale of goods

The Group recognises revenue from contracts with customers based on a five step model as set out
in IFRS 15:

1. Identify the contract(s) with a customer: A contract is defined as an agreement between
two or more parties that creates enforceable rights and obligations and sets out the criteria
for every contract that must be met.

3}

[dentify the performance obligations in the contract: A performance obligation is a promise
in a contract with a customer to transfer a good or service to the customer.

3. Determine the transaction price: The transaction price is the amount of consideration to
which the Group expects to be entitled in exchange for transferring promised goods or
services (o a customer, excluding amounts collected on behalf of third parties.

4. Allocate the transaction price to the performance obli gations in the contract: For a contract
that has more than one performance obligation, the Group will allocate the transaction price
to each performance obligation in an amount that depicts the amount of consideration to
which the Group expects to be entitled in exchange for satisfying each performance
obligation.

5. Recognise revenue when (or as) the entity satisfies a performance obligation at a point in
time or over time.

The Group satisfies a performance obligation and recognises revenue over time, if one of the
following criteria is met:

° The customer simultaneously receives and consumes the benefits provided by the Group’s
performance as the Group performs; or

° The Group’s performance creates or enhances an asset that the customer controls as the
asset is created or enhanced; or

° The Group’s performance does not create an asset with an alternative use (o the Group and
the entity has an enforceable right to payment for performance completed to date.
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220  Revenue recognition (continued)

For performance obligations where one of the above conditions are not met, revenue is recognised
at the point in time at which the performance obligation is satisfied. The Group is required to assess
each of its contracts with customers to determine whether performance obligations are satisfied
over time or at a point in time in order to determine the appropriate method of recognising revenue.
As part of the impact assessment exercise, Group has concluded that for majority of its
arrangements, it is either creating or enhancing an asset controlled by the customer or it is creating
an asset with no alternative use and has an enforceable right to payment for work completed.
Therefore, it meets the criteria to recognise revenue overtime and measure progress of its projects
through the cost to complete method (input method) as it best depicts the transfer of control of
products and services under each performance obli gation.

When the Group satisfies a performance obligation by delivering the promised goods or services
it creates a contract asset based on the amount of consideration earned by the performance. Where
the amount of consideration received from a customer exceeds the amount of revenue recognised
this gives rise to a contract liability.

Revenue is measured at the fair value of the consideration received or receivable, taking into
account contractually defined terms of payment and excluding taxes and duty. The Group assesses
its revenue arrangements against specific criteria to determine if it is acting as principal or agent.
The Group has concluded that it is acting as a principal in all of its revenue arrangements.

Variations which are in the nature of extension of existing scope of work are accounted for using
cumulative catch up adjustments to the cost to complete method of revenue recognition. Variation
orders which require addition of distinct goods and services to the scope at discounted prices are
accounted for prospectively and variation orders which require addition of distinct goods and
services to the scope at standalone selling prices are accounted for as new contracts with the
customers.

Claims are accounted for as variable consideration. They are included in contract revenue using
the expected value or most likely amount approach (whichever is more predictive of the amount
the entity expects to be entitled to receive) and it is highly probable that a significant reversal in
the amount of cumulative revenue recognised will not occur when the uncertainty associated with
the claim is subsequently resolved.

A loss is recognised in the statement of comprehensive income when the expected contract costs
exceed the total anticipated contract revenue.
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2.20 Revenue recognition (continued)

The Group combines two or more contracts entered into at or near the same time with the same
customer and accounts for the contracts as a single contract if one or more of the following criteria

are met:

° The two or more contracts entered into at or near the same time with the same customer
are negotiated as a package, with a single commercial objective;

° The amount of consideration to be paid in one contract depends on the price or performance
of the other contract; or

° The goods or services promised in the contracts (or some goods or services promised in
each of the contracts) are a single performance obligation.

If the above criteria is met, the arrangements are combined and accounted for as a single
arrangement for revenue recognition.

Pre-contract cost of obtaining a contract with a customer is recognised as an asset if those costs
are expected to be recovered.

Revenue is recognised in the statement of comprehensive income to the extent that it is highly
probable that a significant reversal in the amount of cumulative revenue recognised will not occur
and the revenue and costs, if applicable, can be measured reliabl y.

(ii) Interest income

Interest income is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate (“EIR”) applicable, which is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset to that asset's net carrying amount.

(i11))  Dividend income

Dividend income from investments is recognised when the rights to receive payment have been
established.

(iv)  Rental income

Rental income arising from operating leases on investment properties is accounted for on a
straight-line basis over the lease terms and is included in revenue due to its operating nature.
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2.20 Revenue recognition (continued)
(v) Accounting policies applied until 31 December 2017

The Group has applied IFRS 15 retrospectively, but has elected not to restate comparative
information. The impact of adopting the accounting standard did not have a material impact on the
consolidated financial statements. As a result, the comparative information provided continues to
be accounted for in accordance with the Group’s previous accounting policy, which is as follows:

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Group and the revenue can be reliably measured, regardless of when the payment is being made.
Revenue is measured at the fair value of the consideration received or receivable, taking into
account contractually defined terms of payment and excluding discounts, rebates, customer returns
and other sales taxes or duty. The following specific recognition criteria must also be met before
revenue is recognised:

(a) Contract revenue

Contract revenue is recognised under the percentage-of-completion method. When the outcome of
the contract can be reliably estimated, revenue is recognised by reference to the proportion that
accumulated costs up to the year end bear to the estimated total costs of the contract. When the
contract is at an early stage and its outcome cannot be reliably estimated, revenue is recognised to
the extent of costs incurred up to the year end which are considered recoverable,

Revenue related to variation orders is recognised when it is probable that the customer will approve
the variation and the amount of revenue arising from the variation can be reliably measured.

Claims and incentive payments are recognised as contract revenue when settled or when
negotiations have reached an advanced stage such that it is probable that the customer will accept
the claim and the amount can be measured reliabl y.

Losses on contracts are assessed on an individual contract basis and provision is made for the full
amount of the anticipated losses, including any losses relating to future work on a contract, in the
period in which the loss is first foreseen.

The aggregate of the costs incurred and the profit/loss recognised on each contract is compared
against progress billings at the year end. Where the sum of the costs incurred and recognised profit
or recognised loss exceeds the progress billings, the balance is shown under trade and other
receivables as amounts ‘due from customers on contracts’. Where the progress billings exceed the
sum of costs incurred and recognised profit or recognised loss, the balance is shown under trade
and other payables as amounts ‘due to customers on contracts’.

In determining contract costs incurred up to the year end, any amounts incurred including advances
paid to suppliers and advance billings received from subcontractors relating to future activity on a
contract are excluded.
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2 Summary of significant accounting policies (continued)
2.20  Revenue recognition (continued)

(v) Accounting policies applied until 31 December 2017 (continued)
(b) Sale of goods

Revenue from the sale of goods is recognised when all the following conditions are satisfied:

° The Group has transferred to the buyer the significant risks and rewards of ownership of
the goods;

° The Group retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods sold;

° The amount of revenue can be measured reliably;

° It is probable that the economic benefits associated with the transaction will flow to the
entity and not to the Group; and

° The costs incurred or to be incurred and amount of revenue in respect of the transaction

can be measured reliably.
(c) Interest income

Interest income is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate (“EIR”) applicable, which is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset to that asset's net carrying amount.

(d) Dividend income

Dividend income from investments is recognised when the rights to receive payment have been
established.

(e) Rental income

Rental income arising from operating leases on investment properties is accounted for on a
straight-line basis over the lease terms and is included in revenue due to its operating nature.

2.21 Contract costs

Contract costs comprise direct contract costs and other costs relating to the contracting activity in
general and which can be allocated to contracts. In addition, contract costs include other costs that
are specifically chargeable to the customer under the terms of the contracts.

Costs that cannot be related to contract activity or cannot be allocated to a contract are excluded

from the costs of the construction contracts and are included in general and administrative
expenses.
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2 Summary of significant accounting policies (continued)

2.22  Leases

The determination of whether an arran gement is, or contains, a lease is based on the substance of
the arrangement at the inception date. The arrangement is assessed for whether fulfilment of the
arrangement is dependent on the use of a specific asset or assets or the arrangement conveys a
right to use the asset or assets, even if that right is not explicitly specified in an arrangement. Leases
are classified as finance leases whenever the terms of the lease transfer substantially all the risks
and rewards of ownership to the lessee. All other leases are classified as operating leases.

Group as a lessee

Finance leases that transfer substantially all the risks and benefits incidental to ownership of the
leased item to the Group, are capitalised at the commencement of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments
are apportioned between finance charges and reduction of the lease liability so as to achieve a
constant rate of interest on the remaining balance of the liability. Finance charges are recognised
in finance costs in the consolidated statement of comprehensive income.

A leased asset is depreciated over the useful life of the asset. However, if there is no reasonable
certainty that the Group will obtain ownership by the end of the lease term, the asset is depreciated
over the shorter of the estimated useful life of the asset and the lease term.

Operating lease payments are recognised as an expense on a strai ght-line basis over the lease term,
except where another systematic basis is more representative of the time pattern in which economic
benefits from the leased asset are consumed. Contingent rentals arising under operating leases are
recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are
recognised as a liability. The aggregate benefit of incentives is recognised as a reduction of rental
expense on a straight-line basis, except where another systematic basis is more representative of
the time pattern in which economic benefits from the leased asset are consumed.

Group as a lessor

Leases in which the Group does not transfer substantially all the risks and benefits of ownership
of an asset are classified as operating leases. Initial direct costs incurred in negotiating an operating
lease are added to the carrying amount of the leased asset and recognised over the lease term on
the same basis as rental income. Contingent rents are recognised as revenue in the period in which
they are earned.

2.23  Rounding of amounts

All amounts disclosed in the financial statements and notes have been rounded off to the nearest
thousand currency units unless otherwise stated.

2.24 Dividends

Provision is made for the amount of any dividend declared, being appropriately authorised and no
longer at the discretion of the Group, on or before the end of the reporting period but not distributed
at the end of the reporting period.
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3 Financial risk management

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including currency risk,
cash flow and fair value interest rate risk and price risk), credit risk and liquidity risk. The Group’s
Board of directors and senior management oversee the management of these risks. The Board of

Directors reviews and agrees policies for managing each of these risks which are summarised
below.

(a) Market risk
(1) Foreign exchange risk

The Group’s foreign currency monetary assets and liabilities are denominated mainly in following
currencies:

° Category I: Saudi Arabian Riyals, Qatari Riyals, Jordanian Dinars, Bahraini Dinars.
° Category II: Euro, Kuwaiti Dinars, Indian Rupee, Pakistani Rupees, Egyptian Pounds,

Syrian Pounds.

As the Category I monetary assets and liabilities are pegged to US Dollars, the sensitivity only
considers the effect of a reasonably possible movement of the AED currency rate against Category
II monetary assets and liabilities with all other variables held constant, on the consolidated
statement of comprehensive income (due to the fair value of currency sensitive monetary assets
and liabilities).

At 31 December 2018, if these had weakened/strengthened by 10% against the AED, the
profit/(loss) for the year would have been lower/higher by AED 12,869 thousand (2017: AED
10,588 thousand).

(i1) Price risk

Equity price risk is the risk that the fair values of equities decrease as a result of changes in the
levels of equity indices and the value of individual stocks. The Group’s listed and unlisted equity
securities are susceptible to market price risk arising from uncertainties about future values of the
investment securities. The Group manages the equity price risk through diversification and by
placing limits on individual and total equity instruments. Reports on the equity portfolio are
submitted to the Group’s senior management on a regular basis. The Group’s Board of Directors
reviews and approves all equity investment decisions.

The Group is not exposed to significant price risks as it does not have significant price sensitive
assets and liabilities.
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3 Financial risk management (continued)
3.1 Financial risk factors (continued)

(a) Market risk (continued)

(iii)  Cash flow and fair value interest rate risk

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market interest rates.

The Group is exposed to interest rate risk on its interest bearing assets and liabilities (bank deposits,
bank overdrafts, acceptances, trust receipts and term loans). The risk is managed by the Group by
maintaining an appropriate mix between fixed and floating rate borrowings.

At 31 December 2018, if interest rates on borrowings had been 0.1% higher / lower with all other
variables held constant, profit for the period would have been AED 2,057 thousand (2017: AED
2,634 thousand) lower / higher, mainly as a result of higher / lower interest expense.

(b) Credit risk

Credit risk is the risk that counterparty will not meet its obligations under a financial instrument
or customer contract, leading to a financial loss. The Group is exposed to credit risk from its
operating activities including contract, retentions and trade receivables, due from related parties
and bank balances. Trade and contract receivables consist of a number of customers, spread across
diverse industries and geographical areas within and outside the UAE. The terms of payment are
specified in formal signed contracts with customers.

The Group is only dealing with creditworthy counterparties as a means of mitigating the risk of
financial loss from defaults. The Group uses other publicly available financial information and its
own trading records to rate its major customers. The Group’s exposure and the credit ratings of its
counterparties are continuously monitored and the aggregate value of transactions concluded is
spread amongst approved counterparties. Credit exposure is controlled by counterparty limits that
are reviewed and approved by the management regularly and the Group maintains a provision for
doubtful accounts receivable based on expected collectability of all accounts receivable.

The Group does not have any additional significant credit risk exposure to any single counterparty
or any group of counterparties having similar characteristics. The Group defines counterparties as
having similar characteristics if they are related entities. Concentration of credit risk did not exceed
15% of gross monetary assets at any time during the year.

The Group limits its credit risk with regard to bank deposits by dealing only with reputable
international and local banks.
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3 Financial risk management (continued)
3.1 Financial risk factors (continued)
(c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and the availability of
funding through an adequate amount of committed credit facilities. Due to the nature of the
underlying business through the Group maintains adequate bank balances and credit facilities to
fund its operations.

Management monitors the forecast of the Group’s liquidity position on the basis of expected cash
flow.

The Group is currently financed from shareholders’ equity and bank borrowings. The table below
analyses the Group’s non-derivative financial liabilities into relevant maturity groupings based on
the remaining period at the reportin g date to the contractual maturity date. The amounts disclosed in
the table are the contractual undiscounted cash flows:

Less than 3to12 1to5
3 months months years >5 years Total
AED’ 000 AED’ 000 AED’ 000 AED’ 000 AED’ 000
As at 31 December 2018
Trade and other payables
(excluding advances) (Note

21) 1,090,010 3,270,030 - - 4,360,040
Due to related parties (Note 13) 121,757 365,272 - - 487,029
Retentions payable (Note 19) 95,326 285,979 361,235 - 742,540
Bank overdrafts, trust receipts

and acceptances (Note 18) 194,291 582,872 - - 777,163
Term loans (Note 18) 96,574 623,359 559,911 - 1,279,844
Total 1,597,958 5.127.512 921,146 - 7,646,616
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3 Financial risk management (continued)

3.1 Financial risk factors (continued)

(c) Liquidity risk (continued)

Less than 3to12 1to5
3 months months years >5 years Total
AED’ 000 AED’ 000 AED’ 000 AED’ 000 AED’ 000
As at 31 December 2017
Trade and other payables
(excluding advances) (Note
21) 1,689,385 2,831,077 - - 4,520,462
Due to related parties (Note 13) 134,067 402,201 - - 536,268
Retentions payable (Note 19) 76,117 228,523 392,385 - 697,025
Bank overdrafts, trust receipts
and acceptances (Note 18) 290,182 890,768 - - 1,180,950
Term loans (Note 18) 69,507 649,602 901,776 - 1,620,885
Total 2,259,258 5,002,171 1,294,161 - 8,555,590

3.2 Capital management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as
a going concern in order to provide returns for shareholders and benefits for other stakeholders
and to maintain an optimal capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends
paid to shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.
Consistent with others in the industry, the Group monitors capital on the basis of gearing ratio
which is calculated as net debt divided by total ‘equity’ (as shown in the consolidated statement

of financial position including non-controlling interests).

The gearing ratio of the Group at 31 December 2018 and 31 December 2017 were as follows:

Bank borrowings (Note 18)

Cash and cash equivalents (Note 15)
Net debt

Total equity

Total capital

Net debt to equity ratio

2018 2017
AED’000 AED’000
2,057,007 2,633,771
1,269,575 1,144,144

787,432 1,489,627
1,402,258 1,340,498
2,189,690 2,830,125

36% 53%
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Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

3 Financial risk management (continued)
3.3 Fair value estimation
Financial instruments comprise financial assets and financial liabilities.

Financial assets consist of bank balances and cash, trade and other receivables, other financial
assets, other current assets and due from related parties. Financial liabilities consist of bank
borrowings, trade and other payables and due to related parties.

The fair values of financial instruments are not materiall y different from their carrying values. The
fair value of the financial assets and liabilities are considered at the amount at which the instrument
could be exchanged in a current transaction between willing parties, other than in a forced or
liquidation sale. The following methods and assumptions were used to estimate the fair values:

° Bank balances and cash, trade receivables, other financial assets, other current assets, due
from related parties, bank borrowings, trade and other payables and due to related parties
approximate their carrying amounts, largely due to the short-term maturities of these
instruments.

° Long term receivables and borrowings are evaluated by the Group based on parameters
such as interest rates, specific country risk factors, individual credit worthiness of the
customer and the risk characteristics of the financed project. Based on this evaluation,
provisions are taken in to account for the expected losses of these receivables. As at 31
December 2018, the carrying amounts of such receivables, net of provisions, are not
materially different from their fair values.

° Fair value of bank borrowings and other financial liabilities as well as other non-current
financial liabilities is estimated by discounting future cash flows using rates currently
available for debts on similar items, credit risk and remai ning maturities.

Fair value hierarchy

The Group uses the following hierarchy for determining and disclosing the fair value of assets and
liabilities by valuation technique:

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

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair
value are observable, either directly or indirectly.

Level 3: techniques which use inputs which have a significant effect on the recorded fair value
that are not based on observable market data.

Fair value hierarchy disclosures relating to other assets and liabilities (such as goodwill and investment
properties) are made in the relevant notes.
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4 Critical accounting estimates and judgements

The preparation of the Group's consolidated financial statements requires management to make
judgements, estimates and assumptions that affect the reported amounts of revenues, expenses,
assets and liabilities, and the disclosure of contingent liabilities, at the reporting date. The
judgements, estimates and associated assumptions are based on historical experience and other
factors that are considered to be relevant, including expectations of future events that are believed
to be reasonable under the circumstances.

Estimates and underlying assumptions are reviewed on an on-going basis. Revision to accounting
estimates are recognised in the period in which the estimates are revised and in any future period
affected.

4.1 Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are addressed overleaf:

(a) Cost-to-cost (input method) to measure progress of construction contracts

The Group uses the cost-to-cost (input method) in accounting for its construction contracts. At
each reporting date, the Group is required to estimate the stage of completion and costs to complete
on its construction contracts. This requires the Group to make estimates of future costs to be
incurred, based on work to be performed beyond the reporting date. These estimates also include
the cost of potential claims by subcontractors and the cost of meeting other contractual obligations
to the customers. Effects of any revision to these estimates are reflected in the period in which the
estimates are revised. When the expected contract costs exceeds the total anticipated contract
revenue, the total expected loss is recognised immediately, as soon as foreseen, whether or not
work has commenced on these contracts. The Group uses its commercial team to estimate the costs
to complete of construction contracts. Factors such as delays in expected completion date, changes
in the scope of work, changes in material prices, labour costs and other costs are included in the
construction cost estimates based on best estimates updated on a regular basis.

(b) Contract variations and claims

Variation orders will have to be accounted for prospectively or as new contracts based on the
nature and price of additional products and services requested through these variation orders. The
amount of claim recognised as part of the revenue for the year is AED 381 million (2017: AED
383 million).

The Group includes variable consideration (including claims, re-measurable contract values and
discounts) in the transaction price to which it expects to be entitled from the inception of the
contract. The amount of variable consideration will have to be restricted to the extent that it is
highly probable that a significant reversal in the amount of cumulative revenue recognised will
not occur when the uncertainty associated with the variable consideration is subsequently resolved.
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4 Critical accounting estimates and judgements (continued)

4.1 Critical accounting estimates and assumptions (continued)
(c) Impairment of financial assets

The loss allowances for financial assets are based on assumptions about risk of default and
expected loss rates. The Group uses judgement in making these assumptions and selecting the
inputs to the impairment calculation, based on the Group’s past history, existing market
conditionsas well as forward looking estimates at the end of each reporting period.

At the reporting date, gross trade, contract and other receivables and contract retentions amounted
to AED 5,911,028 thousand (2017: AED 6,305,797 thousand), and the provision for doubtful debts
was AED 336,257 thousand (2017: AED 265,382 thousand). Any difference between the amounts
actually collected in a future period and the amounts expected, will be recognised in the
consolidated income statement in that period.

(d) Impairment of non-financial assets

The Group assesses whether there are any indicators of impairment for all non-financial assets at
each reporting date. If any such indication exists, or when annual impairment testing for an asset
is required, the Group estimates the asset’s recoverable amount. Goodwill and other indefinite life
intangibles are tested for impairment annually and at other times when such indicators exist.

Other non-financial assets are tested for impairment when there are indicators that the carrying
amounts may not be recoverable. When value in use calculations are undertaken, management
must estimate the expected future cash flows from the asset or cash-generating unit and choose a
suitable discount rate in order to calculate the present value of those cash flows.

Please refer to Notes 6 and 7 for impairment assessment of investment properties and goodwill.
(e) Employees’ end of service indemnity

The cost of the end of service benefits and the present value of these benefits obligation are
determined using actuarial valuations. An actuarial valuation involves making various assumptions
that may differ from actual developments in the future. These include the determination of the
discount rate and future salary increases. Due to the complexities involved in the valuation and its
long-term nature, a defined benefit obligation is highly sensitive to changes in these assumptions.
All assumptions are reviewed annually. Further details about the assumptions used and sensitivity
analysis are given in Note 20,
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4 Critical accounting estimates and Jjudgements (continued)
4.2 Critical judgements
(a) Joint operations

The Group reports its interests in jointly controlled entities as joint operations when the Group has
direct right to the assets, and obligations for the liabilities, relating to an arrangement. In this case
it accounts for each of its assets, liabilitics and transactions, including its share of those held or
incurred jointly, in relation to the Joint operation. Management has evaluated its interests in joint
arrangements and has concluded them to be joint operations.

(b) Operating lease commitments - Group as lessor

The Group has entered into commercial property leases on its investment property portfolio. The
Group has determined, based on an evaluation of the terms and conditions of the arrangements,
such as the lease term not constituting a substantial portion of the economic life of the commercial
property, that it retains all the significant risks and rewards of ownership of these properties and
accounts for the contracts as operating leases.

(c) Assessment of control in subsidiaries in which the Group holds less than 50% shareholding
The Group has consolidated its subsidiaries in Qatar although the Group holds less than 50% in
those entities. Management have assessed that the Group has the practical ability to direct the

relevant activities of these entities and affect variable returns, Accordingly, these entities have
been consolidated in these financial statements.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for

31 December 2018 (continued)

5 Property, plant and equipment (continued)

the year ended

The depreciation charge has been allocated in the consolidated income statement to direct costs

and general and administrative expenses as follows:

2018 2017
AED’000 AED’000
Direct costs 159,911 165,722
General and administrative expenses (Note 25) 8,649 9,150
168,560 174,872
6 Investment properties
2018 2017
AED’000 AED’000
Cost
At 1 January 596,844 596,844
Additions during the year - -
At 31 December 596,844 596,844
Accumulated depreciation
At 1 January 1,197 870
Charge for the year 327 327
At 31 December 1,524 1,197
Net book value 595,320 595,647
The Group’s investment properties consist of the following:
° Investment properties included a land in Dubai, UAE amounting to AED 568 million

(2017: AED 568 million). The carrying value of the land includes incurred development

costs of AED 88 million.

At 31 December 2018, management is working with an external party on the development
plan of the property. No impairment provision was recorded as management is confident
that the recoverable amount of the property will be higher than its carrying amount based
on its value-in-use. This land is pledged against the borrowing from Mashreq Bank
amounting to AED 250 million (2017: AED 307.7 million).
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6 Investment properties (continued)

° Villas in Abu Dhabi, UAE with a carrying value of AED 2 million (2017: AED 2 million),
the fair value of these investment properties based on market prices approximates AED 2
million at 31 December 2018 (2017: AED 2 million). The villas are designated for rental
activities and accordingly, classified as investment properties.

° Land in Al Ain, UAE amounting to AED 25 million (2017: AED 25 million), management
has classified this land as investment property and is currently held for appreciation in the
value. The fair value of the land is not expected to be materially different from the carrying
value as at 31 December 2018.

During the year, there is no rental income (2017: Nil) related to investment properties and the

depreciation charge in the consolidated income statement amounted to AED 327 thousand (2017:
AED 327 thousand).

7 Intangible assets

Intangible assets comprise:

2018 2017

AED’000 AED’000

Goodwill 248,741 248,741

Other intangible assets 16,000 17,000
(a) Goodwill arising on acquisition

2018 2017

AED’000 AED’000

Arabtec Construction LLC 87,963 87,963

Emirates Falcon Electro Mechanical Co. (LLC) 9,086 9,086

Target Engineering Construction Company LLC 134,945 134,945

Gulf Steel Industries FZC 14,842 14,842

Idrotec Srl 1,905 1,905

248,741 248,741

Goodwill acquired in a business combination is allocated, on acquisition, to the CGUs that are
expected to benefit from the business combination.
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7 Intangible assets (continued)
(a) Goodwill arising on acquisition (continued)

Management has carried out an impairment test of goodwill at the year end using an external expert
and has concluded that no impairment exists as of 31 December 2018 (2017: Nil). For this purpose,
the recoverable amount of each CGU has been estimated, and is based on a value-in-use calculation
using cash flow projections approved by the board and covering a five year period. Cash flows
beyond the five year period are extrapolated using a growth rate, which management believes
approximates the long-term average growth rate for the industries in which the CGU’s operate.

(1) Key assumptions used for calculation of value-in-use
The calculation of value-in-use is sensitive to the following assumptions:

Revenue growth rate
° Profit margins, and
° Discount rate

Revenue growth rate: Estimates are based on forecasted growth rates in the industry and
historical performance of each CGU. Revenue growth rates averaging 5.82% per annum (2017:
5% and 10% per annum) have been applied.

Profit margins: Estimates are based on assumption of achieving a stabilised level of performance
based on the contracts in hand and expected orders. The effect of changes in economic conditions
and the level of activity in the construction industry would impact the profit margins. Profit margin
percentages ranged from 3.7% to 6.96% (2017: 2.88% to 6.7%)

Discount rate: Discount rates used throu ghout the assessment period ranged between 11.76% and
14.83% per annum (2017: 12.15% and 15% per annum), reflecting the CGU’s estimated weighted
average cost of capital and specific market risk profile and cost of debt. Segment-specific risk is
incorporated by applying individual beta factors. The beta factors are evaluated annually based on
publicly available market data.

(i1) Sensitivity to changes in assumptions
With regard to the assessment of value-in-use, management believes that the following possible

change in any of the key assumptions would cause the carrying value of the CGU, including
goodwill, to materially exceed its recoverable amount:

2018 2017
Revenue growth rate 10%-16% 10%-20%
Profit margin 1.9%-2% 109%-20%
Discount rate 5.8%-6% 17%-18%
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

8 Investments in associates

At 31 December, the Group’s investments in associates comprise:

2018 2017
AED’000 AED’000
DEPA Limited 209,328 223,864

(a) DEPA Limited

On 21 November 2012, the Group acquired shares in DEPA Limited (“DEPA”) for AED 241,706
thousand representing a 24.329% interest in the DEPA’s share capital upon acquisition. The
investment in DEPA was classified as an associate as the Group obtained significant influence
over the operating and financial policies of DEPA.

DEPA operates in the luxury fit-out sector, focusing primarily on hospitality, commercial and
residential property developments through a combination of multiple subsidiaries, joint ventures
and associates across a number of countries and market segments. DEPA operates in the Middle
East, North Africazy, Europe and Asia regions.

DEPA is listed in the Dubai International Financial Center (DIFC) on the NASDAQ Dubai.
Summarised financial information of DEPA as of 31 December 2018 is not available as DEPA has
not declared its results at the date of approval of these consolidated financial statements.

Management has recognised the Group’s share of profit in this associate amounting to AED 8,795
thousand (2017: profit of AED 40,970 thousand) using the previously published financial
information for the six-months ended 30 June 2018 and the trading update for the nine-months
period ended 30 September 2018. Moreover, the Group has recognised the dividend from associate
of AED 23,331 thousand (2017: AED 3,733 thousand).

(b) Jordan Wood Industries PSC

During 2013, the Group acquired shares in Jordan Wood Industries PSC (“JWICO”) for AED
11,088 thousand representing a 14% interest in the company’s share capital upon acquisition. The
investment in JWICO was classified as an associate as the Group obtained influence over the
operating and financial policies of the company. JWICO deals in manufacturing, trading and
distribution of various types of furniture.

During the year ended 31 December 2017, the Group disposed of its investment in JWICO for
AED 3,367 thousand incurring a loss on disposal of AED 2,504 thousand.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended

31 December 2018 (continued)

9 Income tax

The Group is subject to taxation on its operations except in the United Arab Emirates and Bahrain.
Income in countries of operations is subject to tax at rates ranging between 5% and 34%.

(a) Income tax recognised in the consolidated income statement
2018 2017

AED’000 AED’000
Tax expense comprises
Current tax expense 5,796 16,000
Deferred tax income relating to the origination and

reversal of temporary differences (1,459) (86)

Total income tax expense 4,337 15,914

The income tax expense in the income statement is at the applicable tax rate of the respective

subsidiaries in the consolidated financial statements.

(b) Deferred tax balances

Deferred tax assets arise from temporary differences on property, plant and equipment as follows:

2018 2017
AED’000 AED’000
Opening balance 3,823 3,737
Impact on the consolidated statement of comprehensive
income 1,459 86
Closing balance 5,282 3,823
Deferred tax assets and liabilities are considered non-current,
2018 2017
AED’000 AED’000
Current tax liability
As at 1 January 2018 19910 17,030
Current tax expense 5,796 16,000
Taxes paid during the year (12,840) (13,120)
As at 31 December 2018 12,866 19910
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

10 Trade and other receivables

Current Non-current
2018 2017 2018 2017
AED'000 AED'000 AED’000 AED’000
Trade receivables 55,462 56,785 - -
Contract receivables 1,830,731 1,875,975 - -
Amounts due from

customers on contracts 2,641,928 2,981,193 - -
4,528,121 4,913,953 - -

Provision for doubtful
debts (334,521) (265,382) (1,736) -
4,193,600 4,648,571 (1,736) -
Retentions receivable 844,153 639,945 538,754 751,899
Total 5,037,753 5,288,516 537,018 751,899

The maximum exposure to credit risk at the reporting date is represented by the carrying amounts
of each class of receivables mentioned above.

Contract receivables represent amounts due from customers for construction work rendered by the
Group and certified by the customers' consultants.

Retentions receivable represent amounts withheld by the customers in accordance with contract
terms and conditions. These amounts are to be released upon fulfilment of contractual obligations.

The balance of contract receivables includes two customers’ balances totalling AED 335 million
(2017: AED 346 million) individually representing more than 5% of the total balance of contract
receivables. The Group does not expect any losses from these receivables due to history of
payments from these customers.

A provision has been made for the estimated impairment amounts of trade and other receivables
of AED 335 million (2017: AED 265 million). This provision has been determined based on
assumptions about risk of default and expected loss rates. The Group uses judgement in making
these assumptions and selecting the inputs to the impairment calculation, based on the Group’s
past history, existing market conditions as well as forward looking estimates at the end of each
reporting period



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

10 Trade and other receivables (continued)

Movement in the provision for doubtful debts against trade and other receivables is as follows:

2018 2017

AED’000 AED’000

At 1 January 265,382 298,478

Provisions on impact of changes

in accounting policies (Note 39) 112,679 -
Write off of trade receivables (33,854) (1,175)
Reversal of provision during the year (9,025) (31,430)
Provision made during the year (Note 26) 1,075 2,491
Relating to disposal of a subsidiary - (2,982)
At 31 December 336,257 265,382

Amounts due from customers for contract work are presented net of impairment provision of AED
39,209 thousand (2017: AED 39,209 thousand).

Contract and trade receivables

Trade receivables are amounts due from customers for goods sold or services performed in the
ordinary course of business. They are generally due for settlement within 90 days and therefore
are all classified as current. Trade receivables are recognised initially at the amount of
consideration that is unconditional unless they contain significant financing components, when
they are recognised at fair value. The Group holds the trade receivables with the objective to collect
the contractual cash flows and therefore measures them subsequently at amortised cost using the
effective interest method. Details about the Group’s impairment policies and the calculation of the
loss allowance are provided in Note 2.

At 31 December 2018, the Group has net receivable exposure amounting to AED 153 million after
considering outstanding advances and other receivables from the customer and direct payments
made (o the Group’s suppliers by the customer. Negotiations with the customers for recovery of
the amounts are in progress. Based on the contracts and communications with the customers,
management is of the opinion that the Group is entitled under the contracts to recover the full
amounts and accordingly, no provision for impairment has been made against these balances.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

10 Trade and other receivables (continued)
Contract and trade receivables (continued)

At 31 December 2018, contract receivables of AED 459,657 thousand (2017: AED 514,468
thousand) were fully performing.

Included in the Group's contract receivables balance are debtors with a carrying amount of AED
1,034,817 million (2017: AED 1,096,125 million) which are past due at the reporting date for
which the Group has not recorded any provision as there has not been a si gnificant change in credit
quality and the amounts are still considered recoverable. The Group does not hold any collateral
over these balances.

Ageing of past due but not impaired balances:

2018 2017

AED’000 AED’000

Past due for less than 3 months 532,988 555,169
Past due for more than 3 months 501,829 540,956
1,034,817 1,096,125

In determining the recoverability of contract and trade receivables, the Group considers any change
in the credit quality of the contract and trade receivables from the date the credit was initially
granted up to the reporting date. At the reporting date, management has taken the current market
conditions into account when assessing the credit quality of contract and trade receivables. The
project directors also hold regular meetings with contract customers to renegotiate payment terms
and to ensure the credit-worthiness of the ultimate end-users. In addition, the concentration of
credit risk is limited due to the customer base being large and unrelated. Accordingly, taking all
of the above into account, the Board of Directors of the Group believe that there is no further credit
provision required in excess of the current provision for doubtful debts disclosed above.

Ageing of impaired contract and trade receivables against which the provision for doubtful debts
has been made amount to AED 336,257 thousand (2017: 265,382 thousand)
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the

31 December 2018 (continued)
10 Trade and other receivables (continued)

10.1  Amounts due from customers on contracts

Amounts due from customers on contracts included in
trade and other receivables

Amounts due to customers on contracts included in
trade and other payables (Note 21)

year ended

Contract costs incurred plus recognised profit less
recognised losses to date on projects in progress
Less: Progress billings

At 31 December

2018 2017
AED’000 AED’000
2,641,928 2,981,193

(66,455) (171,921)
2,575,473 2,809,272
41,344,875 36,615,929
(38,769,402) (33,806,657)
2,575,473 2,809,272

Due to the short-term nature of the current receivables, their carrying amount is considered to be
the same as their fair value. For the non-current trade receivables and retentions, the fair values
were calculated based on discounted cash flows discounted. They are classified as level 3 fair

values in the fair value hierarchy due to the inclusion of unobserv

counterparty credit risk.

11 Other financial assets

able inputs including

Current Non-current
2018 2017 2018 2017
AED'000 AED'000 AED’000 AED’000
Financial assets at cost
Financial assets at fair
value through other
comprehensive income
Unquoted equity shares - - 17,282 17,282
Total financial assets at
fair value through
other comprehensive
income - - 17,282 17,282
Financial assets at
amortised cost
Fixed deposits under lien 80,843 63,459 - -
Margin deposits 124,870 118,968 - =
205,713 182,427 17,282 -
Total other financial
assets 205,713 182,427 17,282 17.282
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

11 Other financial assets (continued)

Unquoted equity shares include an investment in Al Waab City project, Qatar. As the fair value
of this investment cannot be reliably determined, it is carried at cos( less provision for impairment
of AED 1,110 thousand (2017: AED 1,110 thousand). The Group intends to hold this investment

for future growth or until an appropriate exit is available.

Fixed deposits under lien and margin deposits include the deposits held against bank facilities and
labour visas.

12 Inventories

2018 2017
AED’000 AED’000
Steel inventories required for specific projects 9,344 13,550
Other construction materials 75,027 80,541
Work in progress 42,738 22,217
Ready mix concrete and other related materials 6,172 6,258
133,281 122,566

Less: provision for impairment in inventories (2,691) (5,620)
130,590 116,946

Movement in provision for impairment in inventories:

2018 2017
AED’000 AED’000
At 1 January 5,620 16,544
Provision recognised during the year (Note 26) 50 525
Reversal of provision during the year (Note 27) (2,979) (9,144)
Disposal of a subsidiary - (2,305)
At 31 December 2,691 5,620
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial
31 December 2018 (continued)

13 Related party transactions and balances

statements for the year ended

The Group enters into a variety of transactions with companies and entities that fall within the
definition of related parties as contained in International Accounting Standard No. 24: Related
Party Disclosures on mutually agreed terms. Related parties comprise the Group's shareholders
who control or exercise significant influence, directors and entities related to them, companies
under common ownership and/or common management and control, their partners and key
management personnel. Joint operations partners and non-controlling interests are considered by
the Group as related parties. Management decides on the terms and conditions of the transactions

and services received/rendered from/to related parties as well as on other charges.

(a) Due from related parties

Joint operations
Amounts due from joint operations' partners

Shareholders

Other related parties

Entities with common ownership and management
Al Waab City W.L.L., Doha, Qatar

Arabtec - Musawa W.L.L

Others

(b) Due to related parties

Joint operations
Amounts due to joint operations' partners

Shareholders

Associate
Depa Interiors LLC, Dubai, UAE

Other related parties
Entities with common ownership and management
Nasser Bin Khaled Al-Thani and Sons Group
and its related parties, Qatar
Others

2018 2017
AED’000 AED’000
561,231 634,713
- 73,788

2,552 2,552
7,353 -
5,024 3,356
14,929 5,908
576,160 714,409
2018 2017
AED’000 AED’000
390,369 458,796
7,048 -
50,855 39,304
31,686 33,227
7,071 4,941
38,757 38,168
487,029 536,268
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Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

13 Related party transactions and balances (continued)

(c) Loan from a related party
On 13 July 2016, the Group entered into a loan note agreement with Aabar Investments
PIS (a shareholder) for a term loan facility of AED 400 million, to support the projects’
execution. As at 22 June 2017, the drawn-down balance of the loan amounting to AED

399,635 thousand, was settled from the proceeds of the ri ghts issue.

(d) The nature of significant related party transactions and the amounts involved were as

follows:
2018 2017

AED’000 AED’000
Joint operations
Manpower and other charges to joint operations 64,543 47,315
Shareholders
Contract and other revenue 23,119 39,961
Other related parties
Contract and other revenue 98,229 148,015
Subcontracting costs 10,134 19,236
Equipment hire - 125
Wages and salaries - 117

Certain contracting customers of the Group are entities controlled by the Government of the
Emirate of Abu Dhabi, The Group enters into transactions with such entities in the normal course
of business (providing construction services). Below here is list of all balances and transactions
relating to such projects:

Amounts due on

construction Accounts Retentions Advances
Revenue works receivable receivable received
AED’ 000 AED’ 000 AED’ 000 AED’ 000 AED’ 000
Year ended 31
December 2018 4,676,552 091,466 403,944 382,918 523,185
Year ended 31
December 2017 4,204,192 1,233,162 478,639 407,804 979,277
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Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

13  Related party transactions and balances (continued)

(e) The remuneration of directors and other members of key management during the year was
as follows:

2018 2017

AED’000 AED’000

Short term benefits 13,512 10,469
End of service indemnity 751 1,094
Attendance fees to directors 9,200 -
Bonus 9,218 -

The remuneration of key executives and attendance fees of the Board of Directors are determined
by the Board of Directors.

(f) Included in amounts due from customers for contract work is an amount of AED 668
thousand (2017: Nil) due from a shareholder.

The Group, in the ordinary course of business, enters into various transactions including
borrowings and bank deposits with financial institutions which may be majority-owned by the
Government of the Emirate of Abu Dhabi. The effect of these transactions are included in the
consolidated financial statements. These transactions are made at terms equivalent to those that
prevail in arm’s length transactions.

Cash and cash equivalents and borrowings include AED 324,432 thousand (2017: AED 144,476
thousand) and AED 540,181 thousand (2017: AED 648,937 thousand) respectively, with/from
entities in which the Government of the Emirate of Abu Dhabi has an equity stake. Finance cost
include AED 30,582 thousand (2017: AED 21,050 thousand) relating to balances with these
entities.
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31 December 2018 (continued)

14 Other current assets

2018 2017

AED’000 AED’000

Prepaid expenses 139,069 153,240
Other receivables 146,564 163,628
Due from employees 3,668 18,515
289,301 335,383

15 Cash and cash equivalents

Cash and cash equivalents comprise bank balances, cash and short-term deposits held by the
Group, net of bank overdrafts. The details are as follows:

2018 2017

AED’000 AED’000

Cash and bank balances 898,728 892,177

Short term bank deposits 370,847 251,967

Bank balance and cash 1,269,575 1,144,144

Deposits maturing after three months (40,912) (40,000)

Bank overdrafts (Note 18) (353,765) (603,395)
Cash and cash equivalents for the purposes of

consolidated statement of cash flows 874,898 500,749

Term deposits carry an average interest rate of 1.9% to 3% (2017: 1% to 2.25%) per annum.
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31 December 2018 (continued)

16  Share capital

2018 2017
AED’000 AED’000
Authorised, issued and fully paid up:
1,500,000 thousand shares of AED 1 each (31 December
2017: 1,500,000 thousand shares of AED 1 each) 1,500,000 1,500,000

During the year ended 31 December 2017, the Group completed its recapitalisation program. The
share capital of the Company was increased by AED 1.5 billion through the issuance of new shares
at an offer price of AED 1 per share and reduced through the cancellation of 4,615,065 thousand
shares of AED 1 each in the Company on a pro rata basis to extinguish the accumulated losses
after obtaining the necessary regulatory approvals. Based on the resolution of the Board of
Directors, the Group’s statutory reserve was used to offset the Group’s losses of AED 30,185
thousand decreasing statutory reserve to AED 117,974 thousand.

17  Reserves
(a) Statutory reserve

In accordance with the UAE Federal Law No. 2 of 2015 and the Company's Articles of
Association, the Company is required to establish a statutory reserve by appropriation of a
minimum of 10% of net profit for each year until the reserve equals a minimum of 50% of the
share capital. This reserve is not available for distribution except in the circumstances stipulated
by the Law.

In line with the Board of Directors’ recommendation under UAE Federal Law No. 2 of 2015, a
resolution was passed by the shareholders during the General Assembly convened on 2 June 2016
to reduce the accumulated losses by using the statutory reserve. Accordingly, statutory reserve
amounting to AED 1,004,434 thousand was offset against the accumulated losses at the date of
approval. During the year ended 31 December 2018, an amount of AED 25,653 thousand (2017:
AED 12,305 thousand) has been transferred to the statutory reserves.

As of 31 December 2018, the statutory reserve amounted to AED 155,909 thousand representing
10.4% of the issued capital (2017: AED 130,279 thousand representing 8.7% of the issued share
capital).

(b) Other reserves

These represent reserves created on acquisition of additional interests in certain subsidiaries.
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31 December 2018 (continued)

18  Bank borrowings

Current Non-current

2018 2017 2018 2017

AED’000 AED’000 AED’000 AED’000

Bank overdrafts (Note 15) 353,765 603,395 - -

Acceptances 305,755 166,441 - -
Project payment certificate

discounting 20,097 86,093 - -

Trust receipts 97,546 291,321 - =

Term loans 719,933 696,183 559,911 790,338

Total 1,497,096 1,843,433 559911 790,338

Bank overdrafts

Bank overdrafts have been obtained from commercial banks and subject to EIBOR and KCB rates
+ margins of 1.5% to 5% per annum (2017: EIBOR + margins of 1.5% to 5% per annum).

Acceptances and trust receipts
Acceptances are subject to commission charges. Trust receipts are obtained from commercial
banks, repayable in 180 days and subject to EIBOR and KCB + margins of 2.5% to 3.5% per

annum (2017: margins of 2.5% to 3.5% per annum).

The bank facilities are subject to certain restrictive covenants on overall borrowings outstanding
at any time, including;:

° Irrevocable assignment of project proceeds to the financing banks to be confirmed by the
customers.

° Irrevocable undertaking by a subsidiary to deposit the proceeds of projects financed by
banks into the specific accounts maintained with the financing banks.

° Assignment of concession rights on property.

° Assignment of sub-contractors' performance bonds in favour of the financing banks for

specific contracts.

° Assignment of leasehold rights and insurance over property.
° Minimum net worth requirements.

° Maximum leverage ratio requirements

° Corporate guarantees of subsidiaries and the Company.

° Pledge of purchased shares of other companies
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18  Bank borrowings (continued)

Term loans

The term loans are repayable as follows:

2018 2017
AED’000 AED’000
On demand or within one year 719,933 696,183
In the second year 239,013 213,305
Third year onwards 320,898 577,033
1,279,844 1,486,521
Less: Amount due for settlement within 12 months
(shown under current liabilities) (719,933) (696,183)
559911 790,338
Details of term loans are as follows:
2018 2017
Term Loan Purpose Pricing AED’000 AED’000
At C -
Term Loans 1 Propcrty, Plant EIBQR +3.25% - 3.95% i 17.500
and equipment per annum
. 1 Arite o7, _ §5C a
Term Loans 2 Working capital EIBOR +2.5% - 5% per 1.279.844 1,469,021
annum
1,279,844 1,486,521

The above term loans are taken from commercial banks in the UAE and KSA and are repayable
in monthly, quarterly and semi-annually equal instalments of various amounts.

Included in term loan are borrowings of AED 216,530 thousand (2017: AED 278,515 thousand)
relating to the Group’s subsidiaries in Kingdom of Saudi Arabia that were de-consolidated during
the year 2017. The balances represent the Group’s share of the liability under the corporate
guarantees issued by the Group on behalf of the de-consolidation subsidiaries.
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19  Retentions payable
Retentions payable represent retentions that have been withheld by the Group from payments due

to sub-contractors. These amounts excluding current portion of retentions payable become due in
a period exceeding one year from the end of the reporting period.

2018 2017

AED’000 AED’000

Total retentions payable 742,540 691,108
Less: Retentions payable - current portion (Note 21) (381,306) (304,640)
Retentions payable - non-current portion 361,234 386,468

20  Provision for employees’ end of service benefits

Provision for employees' end of service benefits is made in accordance with the relevant labour
laws assuming the maximum payable based on current remuneration and cumulative years of
service at the end of the reporting period.

In accordance with the provisions of IAS 19, management has carried out an exercise to assess the
present value of its obligations as at 31 December 2018 and 2017 using actuarial techniques, in
respect of employees’ end of service benefits payable under the UAE labour Law and the Laws
applicable in the countries in which the Group operates, for their periods of service up to the balance
sheet date.

Under this method an assessment has been made of the employees’ expected service life with the
Group and the expected basic salary at the date of leaving the service. Future salary increases have
been estimated on a basis consistent with the natural progression of an employees’ salary in line with
the Group’s salary scales, past experience and market conditions. As part of their assessment,
management assumes an average increment/promotion cost and the expected liability at the date of
leaving the service by discounted the liability to its net present value using an appropriate discount.
These have been listed in the following tables.

The following tables summarise the components of net benefit expense recognised in the
consolidated income statement:

2018 2017
AED’000 AED’000
Net benefit expense
Current service cost 51,564 52,127
Interest cost 4,031 9,272
Net expense recognised in the consolidated income
statement 55,595 61,399
Net actuarial loss /(gain) recognised in other
comprehensive income 19,681 (9,402)
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20  Provision for employees’ end of service benefits (continued)

Changes in the present value of defined benefit obligations is as follows:

2018 2017

AED’000 AED’000

At 1 January 2018 200,510 207,688

Current service cost 51,564 52,127

Interest cost 4,031 9,272

Benefits paid during the year (59,741) (58,858)
Actuarial loss/ (gain) recognised in other

comprehensive income 19,681 (9,402)

Disposal of a subsidiary - (317)

At 31 December 2018 216,045 200,510

The principal assumptions used in determining the provision for end of service benefit obligations
are shown below:

2018 2017
Discount rate per annum 6% 6%
Salary increase rate per annum
Staff 6% 5%
Workers 4% 3.25%

Following shows the sensitivity analysis on liability due to change in the actuarial assumptions:

2018 2017

AED’000 AED’000

Increase in discount rate by 0.5% (5,223,850) (6,528,646)
Decrease in discount rate by 0.5% 5,556,090 6,982,911
Increase in salary inflation by 1% 10,182,174 12,031,239
Decrease in salary inflation by 1% (9,770,574) (11,624,507)
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21  Trade and other payables

Trade payables

Amounts due to subcontractors

Retentions payable - current portion (Note 19)

Amounts due to customers for contract work
(Note 10.1)

Other accruals and payables

22  Revenue

Contract revenue

Sale of ready mix concrete / precast
Drainage division revenue

Plant division revenue

Other revenues

23 Direct costs

Contract costs

Cost of sales of ready mix concrete / precast
Drainage division costs

Plant division costs

Other costs

statements for the

year ended

2018 2017
AED’000 AED’000
1,195,553 1,005,665
2,060,827 2,093,221
381,306 304,640
66,455 171,921
1,037,205 1,239,855
4,741,346 4,815,302
2018 2017
AED’000 AED’000
9,250,630 8,516,735
167,486 231,001
246,671 151,161
40,976 50,274
147,226 191,966
9,852,989 9,141,137
2018 2017
AED’000 AED’000
8,785,968 8,164,736
140,537 188,889
215,343 137,466
36,411 41,349
39,495 148,977
9,217,754 3,681,417
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31 December 2018 (continued)

24 Investment income

2018 2017
AED’000 AED’000
Interest income 4,080 8,011
Gain on disposal of a subsidiary (Note 34(b)) ~ 1,922
4,080 9,933
25  General and administrative expenses
2018 2017
AED’000 AED’000
Employees' salaries and other benefits 193,201 202,044
Consultancy fees 662 1,187
Tender expenses 17,217 17,742
Depreciation (apportioned) (Note 5) 8,649 9,150
Travelling expenses 2,123 6,631
Office rent - operating leases 6,788 12,928
Selling expenses 510 2,248
IT, communication and utilities 3,525 3,908
Amortisation of intangible assets (Note 7) 1,000 4,552
Legal expenses 5,116 5,301
Others 58,718 53,623
297,509 319,314
26  Impairment losses
2018 2017
AED’000 AED’000
Provision for impairment of trade receivables (Note 10) 1,075 2,491
Impairment losses on slow-moving inventories
(Note12) 50 525
1,125 3,016
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31 December 2018 (continued)

27 Other income - net

2018 2017
AED’000 AED’000
Gain/(loss) on sale of property, plant and equipment 1,097 (2,354)
Scrap sales 1,372 1,020
Rental income 2,543 3,333
Write back of liabilities 3,613 3,392
Reversal of inventory provision during the year (Note 12) 2,979 9,144
Others 3,341 8,918
14,945 23,453
28  Finance cost - net
2018 2017
AED’000 AED’000
Interest cost on borrowings 111,335 93,215
Interest income on non-current trade receivables - (312)
Interest (income)/ cost on non-current retentions
receivable (1,819) 11,753
Interest income on non-current retentions payable (6,048) (5,745)
103,468 98,911

Interest cost on non-current retention receivables and payables relates to the Group agreeing on
long-term payment plans for certain trade receivables and payables, in addition to retentions which
are due after completion of a minimum service period of completed contracts. On date of inception,
the discount amount is recognised as interest income or expense. Payments are estimated to be
received or paid over the long term which results in interest expense or income recognised on
amortisation until maturity. The risk of recovery for receivables is provided for under the provision
for doubtful debts.

29  Basic and diluted earnings per share

Basic earnings per share is calculated by dividing the profit for the year attributable to the
shareholders of the Company of AED 256,299 thousand (2017: profit for the year of AED 123,053
thousand) by the weighted average number of shares outstanding during the period of AED
1,500,000 thousand (2017: AED 1,183.058 thousand).
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Notes to the consolidated financial statements for the year ended
31 December 2018 (continued)

30  Contingencies and commitments

2018 2017
AED’000 AED’000

Contingent liabilities
Performance and bid bonds 5,040,559 4,443,986
Advance payment bonds 2,003,442 2,498,012
Retention bonds 1,071,126 719,371
Letters of credit 396,261 496,135
Financial guarantees 155,052 162,188
Labour guarantees 46,248 41,722

The Group is a defendant in a number of lawsuits in its ordinary course of business. The Group’s
management believes that it is only possible, but not probable, that the claimants will succeed.
Accordingly, the Group’s management has assessed that the provision currently booked is
adequate to cover any liability arising for such cases.

During the year, a third party has filed a claim before the courts of Dubai against the Group and
its JV partner, along with other defendants, in respect of a previously completed project. The
proceedings are still in early stages and the court has yet to provide the defendants with a full
bundle of the Claimant’s exhibits. Consequently, management and the Group’s legal counsel are
not in a position to provide an evaluation on the likely outcome and range of potential losses, if
any, at this stage.
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31  Operating lease commitments

The Group as lessee:

2018 2017
AED’000 AED’000
Minimum lease payments under operating leases
recognised as expense in the consolidated
income statement for the year 116,702 251,763

At the end of the reporting period, the Group had outstanding commitments under non-cancellable
operating leases, which fall due as follows:

2018 2017

AED’000 AED’000

Within one year 149,137 242,691
Two to five years 243,121 572,270
More than five years 136,730 235,993
528,988 1,050,954

Operating lease payments represents rentals payable by the Group for land, buildings, certain
labour camps and rented vehicles.
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended 31
December 2018 (continued)

34  Disposal of subsidiaries
(a) Loss of control over KSA business

As detailed in Note 1, at 31 December 2016, the Group assessed that it had lost control over its
subsidiaries in Kingdom of Saudi Arabia (KSA). Management’s previous assessment of control
over these entities was based on the Group’s practical ability to direct relevant activities and affect
variable returns of these entities. Management believes that due to discontinuation of major
operations of the subsidiaries in KSA, there are no further relevant activities that the Group
exercises control or significant influence over. Accordingly, these subsidiaries were de-
consolidated and classified as available-for-sale investments under IAS 39 Financial Instruments:
Recognition and Measurement at 31 December 2016 (Note 11).

The carrying amounts of the assets and liabilities of these subsidiaries at the date of de-
consolidation were as follows:

2016
AED’000
ASSETS
Property, plant and equipment 94,826
Inventories 55,745
Due from related parties 271,741
Other current assets 9,208
Trade and other receivables 1,087,315
Cash and cash equivalents 14,214
1,533,049
LIABILITIES
Provision for employees' end of service benefits 5,876
Bank borrowings 538,102
Due to related parties 337,754
Trade and other payables 497,787
1,379,519
Net assets de-recognised 153,530
Non-controlling interests de-recognised 43,163
Loss on de-consolidation of subsidiaries recognised in the consolidated
income statement 196,693

The Group retained a portion of the bank borrowings of the de-consolidated subsidiaries
representing the Group’s share of the liability under the corporate guarantees issued by the Group
on behalf of the de-consolidated subsidiaries (Note 18).
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Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended 31
December 2018 (continued)

34  Disposal of subsidiaries (continued)
(b) Disposal of a subsidiary — House of Equipments LLC

During the year ended 31 December 2017, the Group has disposed of the following subsidiary:

Effective 19 October 2017, the Group disposed of its investment in House of Equipment LLC,
UAE for a consideration of AED 1.5 million. The net liabilities of the subsidiary on the date of
disposal amounted to AED 0.4 million. Gain on disposal amounted to AED 1.9 million was
recorded in the consolidated income statement.

(c) Disposal of a subsidiary — Powercon S witchgear Factory, UAE

Effective 16 December 2016, the Group disposed of its investment in Powercon Switch gear
Factory, UAE for a consideration of AED 1. The net assets of the subsidiary on the date of disposal
amounted to AED 3,556 thousand.

35  Material partly-owned subsidiary

Financial information of subsidiaries that have material non-controlling interests are provided
below:

(a) Proportion of equity interest held by non-controlling interests

2018 2017

AED’000 AED’000

EFECO Qatar W.L.L. 51% 51%

Arabtec Construction W.L.L., Qatar 51% 51%
(b) Accumulated balances of material non-controlling interest

2018 2017

AED’000 AED’000

EFECO Qatar W.L.L. (88,364) (91,685)

Arabtec Construction W.L.L., Qatar (190,945) (182,128)
(c) Profit/(loss) allocated to material non-controlling interest

2018 2017

AED’000 AED’000

EFECO Qatar W.L.L. 3,319 3,266

Arabtec Construction W.L.L., Qatar (8,817) (32,916)




Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended 31

December 2018 (continued)

35  Material partly-owned subsidiary (continued)

The summarised financial information of these subsidiaries are provided below. This information

is based on amounts before inter-company eliminations:

(d) Summarised statement of comprehensive income

For the year ended 31 December 2018

Revenue

Gross profit/(loss)
Other income
Profit/(loss) before tax
Profit/(loss) after tax

For the year ended 31 December 2017

Revenue

Gross profit/(loss)
Other income
Profit/(loss) before tax
Profit/(loss) after tax

(e) Summarised statement of financial position

At 31 December 2018

Current assets
Current liabilities
Non-current assets
Non-current liabilities

Arabtec
EFECO Qatar Construction
W.L.L. W.L.L.
AED’000 AED’000
46,201 72,985
7,768 (12,924)
6,509 (17,215)
6,509 (17,288)
Arabtec
EFECO Qatar Construction
W.L.L. W.LL.
AED’000 AED’000
86,767 142,295
12,432 (59,169)
- 934
6,403 (64,541)
6,403 (64,541)
Arabtec
EFECO Qatar Construction
W.L.L. W.L.L.
AED’000 AED’000
29,072 371,975
(201,534) (765,991)
124 63,401
(925) (26,943)
(173,263) (357.558)
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35  Material partly-owned subsidiary (continued)

(e) Summarised statement of financial position (continued)

At 31 December 2017

Current assets
Current liabilities
Non-current assets
Non-current liabilities

(f) Summarised statement of cash flows

For the year ended 31 December 2018

Operating
Investing
Financing
Net (decrease)/increase in cash and cash equivalents

For the year ended 31 December 2017

Operating
Investing
Financing
Net decrease in cash and cash equivalents

Arabtec
EFECO Qatar Construction
W.L.L. W.L.L.
AED’000 AED’000
41,002 386,195
(218,645) (735,605)
284 84,632
(2,391) (75,493)
(179,750) (340,271)
Arabtec
EFECO Qatar Construction
W.L.L. W.L.L.
AED’000 AED’000
8,461 30,339
(43) 1,220
- (29,608)
8,418 1,951
Arabtec
EFECO Qatar Construction
W.L.L. W.L.L.
AED’000 AED’000
2411 77,999
(36) 3,430
- (91,198)
2,375 (9.769)
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36

(a)

(b)

(c)

Contract Disputes

The Group has a total exposure of AED 428 million as at 31 December 2018 (2017: AED
428 million) relating to receivables against a previous project in Dubai, UAE. As the client
disputed the payment of receivables, the Board of Directors of the Group resolved to
initiate arbitration proceedings against the customer.

The Group has a total exposure of AED 203 million as at December 2018 (2017: AED 203
million) relating to receivables against two projects in Dubai, UAE, for the same client.
During the last quarter of 2017, the Group received a court judgment in its favour in respect
of one project, which the Group is taking steps to enforce. During the year, the Group
received an arbitral award for the second project in its favour and the Group is taking steps
to enforce its rights.

During 2016, the non-controlling shareholder of the Group’s subsidiary in Qatar (arabtec
Construction W.L.L. Qatar) issued a letter indicating their non-approval or non-
authorisation to issue the financial statements of the subsidiary, on the grounds that they
accepted no responsibility for the financial position and performance and management of
the subsidiary. The Group has obtained legal advice and strongly believes that the non-
controlling shareholder is responsible for their share of the subsidiary’s operations based
on the Qatari Commercial Companies Law, and that both shareholders of the entity are
jointly liable for the liabilities of the subsidiary. During the year ended 31 December 2017,
the shareholder filed a claim against the Group related to the above mentioned matter.

Management believes that the outcome of such a dispute would have no impact on the
consolidated results of the Group as a whole or on its total equity.
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December 2018 (continued)

37  Joint operations
The Group has the following significant interests in joint operations:

Share in Joint

Operations
(a)  Samsung/Arabtec joint operation project, UAE 40%
(b)  Six Construct/Arabtec joint operation projects, UAE 50%
(c)  Samsung/ nine Construct/Arabtec joint operation project, UAE 30%
(d)  Arabtec/Max Bogl joint operation projects, UAE 50%
(¢)  Arabtec/Aktor joint operation projects, UAE 60%
(f)  Arabtec/Emirates Sunland joint operation projects, UAE 50%
(g)  Arabtec/WCT Engineering joint operation projects, UAE 50%
(h)  Arabtec/Engineering Enterprises Company joint operation projects, Jordan 50%
() Arabtec/Dubai Contracting Company joint operation project, UAE 50%
()  Target Engineering and Construction Company LLC/ Marintek Middle East
and Asia FLE joint operation project UAE 65%
(k) Arabtec Engineering Services/WCT Engineering joint operation project, 50%
UAE
(I)  Arabian Construction Company/Arabtec joint operation project, Syria 50%
(m) Arabtec/National Projects and Construction joint operation project, UAE 50%
(n)  Arabtec/Al Saad joint operation project, KSA 66.66%
(0)  Arabtec/Combined Group Contracting Company Joint operation, Kuwait 60%
(p) TAV/CCC/Arabtec Joint operation, UAE 33%
(@) Oger Abu Dhabi LLC/Constructora San Jose SA/Arabtec Joint operation, 33%
UAE
(r) CCC/Arabtec Joint operation, Kazakhstan 50%
(s) ATC/CCC/DSC Joint Venture Limited, Jordan 33%
()  ATC/SIAC joint operation project, Egypt 55%
(u)  ATC/ Constructor San Jose SA joint operation project, UAE 50%
(v) EFECO/ACC joint operation project, Kazakhstan 40%
(w) Arabtec Al Mukawilon Joint operation, Palestine 60%
(x) ACC Arabtec Joint operation, Lebanon 50%

The Group is entitled to a proportionate share of the joint operations’ assets and revenues and bears
a proportionate share of their liabilities and expenses.
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December 2018 (continued)

38  Financial instruments by category

Financial Financial assets
assets at at fair value
amortised through profit
cost and loss Total
AED’000 AED’000 AED’000
Assets as per consolidated
statement of financial position
At 31 December 2018
Trade and other receivables
(excluding advances) (Note 10) 5,574,771 - 5.574,771
Due from related parties (Note 13) 576,160 - 576,160
Other financial assets (Note 11) 205,713 17,282 222,995
Other current assets (excluding
prepaid expenses) (Note 14) 150,232 - 150,232
Cash and bank balances (Note 15) 1,269,575 - 1,269,575
Total 7.776.451 17,282 7.793,733
Financial Financial assets
assets at at fair value
amortised through profit
cost and loss Total
AED’000 AED’000 AED’000
Assets as per consolidated
statement of financial position
At 31 December 2017
Trade and other receivables
(excluding advances) (Note 10) 6,040,415 - 6,040,415
Due from related parties (Note 13) 714,409 - 714,409
Other financial assets (Note 11) 182,427 17,282 199,709
Other current assets (excluding
prepaid expenses) (Note 14) 182,143 - 182,143
Cash and bank balances (Note 15) 1,144,144 - 1,144,144
Total 8.263,538 17,282 8.280.820
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38  Financial instruments by category (continued)
Other financial liabilities at amortised cost

At 31 December 2018

Bank borrowings (Note 18)

Trade payables and accruals (excluding advances from customers) (Note 21)
Due to related parties (Note 13)

Retentions payable (Note 19)

ended 31

AED’000

2,057,007
4,741,346
487,029
742,540

8,027,922

Other financial liabilities at amortised cost

At 31 December 2017

Bank borrowings (Note 18)

Trade payables and accruals (excluding advances from customers) (Note 21)
Due to related parties (Note 13)

Retentions payable (Note 19)

2,633,771
4,520,462
536,268
691,108

8,381,609

39  Changes in accounting policies

This note explains the impact of the adoption of IFRS 9 “Financial Instruments” and IFRS 15
“Revenue from Contracts with Customers” on the Group’s consolidated financial statements and
also discloses the new accounting policies that have been applied from 1 January 2018, where they

are different to those applied in prior periods.

As a result of the changes in the Group’s accounting policies, opening retained earnings in the
consolidated financial statements has been adjusted. IFRS 9 and IFRS 15 were adopted without
restating comparative information. The reclassifications and the adjustments arising from the new
standards are therefore not reflected in the restated consolidated statement of financial position as
at 31 December 2017, but are recognised in the opening retained earnings on | January 2018. The

adjustments are explained in more detail below.
39.1 IFRS 15 Revenue from Contracts with Customers

Impact of adoption

The TASB has issued a new standard for the recognition of revenue. IFRS 15 ‘Revenue from
contracts with customers’ outlines a single comprehensive model of accounting for revenue arising
from contracts with customers and supersedes IAS 11 which covers construction contracts and IAS
I8 which covers contracts for goods. The new standard is based on the principle that revenue is
recognised when control of a good or service transfers to a customer. The standard permits either

a full retrospective or a modified retrospective approach for the adoption.
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Changes in accounting policies (continued)

39.1 IFRS 15 Revenue from Contracts with Customers (continued)

Impact of adoption (continued)

The Group has adopted IFRS 15 from I January 2018 and applied the modified retrospective
approach permitted by IFRS 15 upon adoption. Following practical expedients available under the
modified retrospective approach of IFRS 15 have been opted by the Group:

The requirements of the new standard have been applied to contracts that are not completed
as at the date of initial application (1 January 2018); and

The Group has not restated the contracts in accordance with the revenue standard for
contract modifications which took place before the date of initial application.

The Group has assessed the impact of applying the new standard on the Group’s consolidated
financial statements and has identified following areas that were affected:

Variation orders will have to be accounted for prospectively or as new contracts based on
the nature and price of additional products and services requested through these variation
orders;

Incremental costs of obtaining a contract are costs that the Group would not have incurred
if the contract had not been obtained and are recognised as an asset if they are expected to
be recovered; and

The Group will have to include variable consideration (including claims, re-measurable
contract values and discounts) in the transaction price to which it expects to be entitled
from the inception of the contract. The amount of variable consideration will have to be
restricted to the extent that it is highly probable that a significant reversal in the amount of
cumulative revenue recognised will not occur when the uncertainty associated with the
variable consideration is subsequently resolved.

During the impact assessment exercise of IFRS 15, the Group has identified contracts which meet
the above criteria. However, the impact of the above on the consolidated financial statements is
not material.
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39  Changes in accounting policies (continued)

39.2 IFRS 9 Financial Instruments

Impact of adoption

The following table shows the adjustments for each individual line item of the consolidated
statement of financial position. Line items that were not affected by the changes have not been
included. As a result, the sub-totals and totals disclosed cannot be recalculated from the numbers
provided.

Consolidated statement of financial 31 December 1 January

position (extract) 2017 IFRS 9 impact 2018
AED’000 AED’000 AED’000

Non-current assets

Other financial assets* 17,282 - 17,282

Current assets

Trade and other receivables 5,288,516 (112,679) 5,175,837

Equity

Retained earnings 120,152 (101,397) 18,755

Non-controlling interests (244,368) (11,282) (255,650)

*The Group elected to present in OCI changes in the fair value of all its equity investments
previously classified as available-for-sale, because these investments are held as long-term
strategic investments that are not expected to be sold in the short to medium term. As a result,
assets with a fair value of AED 17,282 thousand were reclassified from available-for-sale financial
assets to financial assets at FVOCI (Fair Value through Other Comprehensive Income). No gain
or loss was recognised on such transfer.

(1) Classification and measurement

On 1 January 2018 (the date of initial application of IFRS 9), the Group’s management has assessed
which business models apply to the financial assets held by the Group and has classified its
financial instruments into the appropriate IFRS 9 categories. Management has concluded that there
are no material reclassifications of financial assets other than disclosed above.

(i1) Impairment of financial assets

The Group has the following types of financial assets that are subject to IFRS 9°s new expected
credit loss model:

- trade and other receivables; and
- contract assets (i.e. retentions and amounts due from construction contract customers).

The Group was required to revise its impairment methodology under IFRS 9 for each of these
classes of assets. The impact of the change in impairment methodology on the Group’s retained
carnings and equity is disclosed above. While cash and cash equivalents are also subject to the
impairment requirements of IFRS 9, the identified impairment loss was immaterial.

94



Arabtec Holding PJSC and its subsidiaries

Notes to the consolidated financial statements for the year ended 31
December 2018 (continued)

39  Changes in accounting policies (continued)

39.2 IFRS 9 Financial Instruments (continued)
Impact of adoption (continued)
Trade receivables and contract assets

For trade receivables, the Group has applied a combination of the simplified and general approach
permitted by IFRS 9. Under general approach, the Group measures the loss allowance for a
financial asset at an amount equal to the lifetime expected credit losses if the credit risk on that
financial instrument has increased significantly since initial recognition. However, simplified
approach requires expected lifetime losses to be recognised from initial recognition of the
receivables.

To measure the expected credit losses, trade receivables and contract assets have been grouped
based on credit risk characteristics and past due delays. The contract assets relate to unbilled work
in progress and have substantially the same risk characteristics as the trade receivables for the same
type of contracts. The Group has therefore concluded that the expected loss rates for trade
receivables are a reasonable approximation of the loss rates for the contract assets.

The loss allowances for trade receivables and contract assets as at 31 December 2017 reconcile to
the opening loss allowances on 1 January 2018 as follows:

AED’000
At 31 December 2017 — calculated under IAS 39 265,382
Amounts adjusted 112,679
Opening loss allowance as at | January 2018 — calculated under IFRS 9 378,061

Trade receivables and contract assets are written off when there is no reasonable expectation of
recovery

40  Comparative figures

Certain corresponding figures have been reclassified where appropriate to conform with current
year’s presentation.
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