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INDEPENDENT AUDITOR'S REPORT

To the Shareholders of Union Tobacco and Cigarette Industries
Public Shareholding Company

Amman - Jordan

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Union Tobacco and Cigarette Industries -
Public Shareholding Company (the "Company") and its subsidiaries (together the "Group"), which
comprise the consolidated statement of financial position as at 31 December 2018, and the
consolidated statement of profit or loss, consolidated statement of other comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year
then ended, and notes to the consolidated financial statements, including a summary of significant

accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the financial position of the Group as at 31 December 2018, and its financial performance
and cash flows for the year then ended in accordance with International Financial Reporting

Standards (IFRSs).

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 are independent of the
Group in accordance with the International Ethics Standards Board for Accountants' Code of Ethics
for Professional Accountants (IESBA Code) together with the ethical requirements that are relevant
to our audit of the consolidated financial statements in Jordan, and we have fulfilled our other ethical
responsibilities in accordance with these requirements and the IESBA Code. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

A member Tirm of Erns! & Young Global Limited
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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 for the year ended 31 December 2018. These
matters were addressed in the context of our audit of the consolidated financial statements as a
whole, and in forming our apinion thereon, and we do not provide a separate opinion on these matters.
For each matter below, our description of how our audit addressed the matter provided in that context.
We have determined the matters described below to be the key audit matters to be communicated in

our report.

We have fulfilled the responsibilities described in the Auditor's responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The results
of our audit procedures, including the procedures performed to address the matters below, provide
the basis for our audit opinion on the accompanying consolidated financial statements.

1. Recoverability of trade receivables
Disclosures that relate to the valuation of trade receivables are included in note (7) to the

consclidated financial statements.

Key audit matter: How the key audit matter was addressed in
The Group's trade receivables amounted to JD | the audit:
17,568,632 as at 31 December 2018 which | Our audit procedure included the following:

representing 26.3% of the Group's total assets. .
P 9 ’ P - understanding the Group’s policy In

The Group has applied the simplified approach of calculating the provision in comparison
International Financial Reporting Standard 9 (IFRS with the requirement of International
9) and has calculated the expected credit losses on Financial Reporting Standard 9 (IFRS 9).

accounts receivable. The Group has established a
provision matrix that is based on the Group's
historical credit loss experience, adjusted for
forward-looking factors and economic | . \We assessed the reasonableness of
environment estimates and judgements used by
management in calculating the provision
for expected credit losses.

- We verified the inputs and outputs used in
the expected credit losses framework.

Due to the slgnificance of accounts receivable and
the related estimation uncertainty based on IFRS
(9), this is considered a key audit matter.
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1. Provision for slow moving inventories

(6) to the consolidated financial statements.

Disclosures that relate to the valuation of provision for slow moving inventories are included in note

Key audit matter:

At 31 December 2018, total inventories balance
amounted to JD 10,741,056 representing 16.1% of
total assets of the Group. Judgment is required to
assess the appropriate level of provisioning for
slow moving and obsolete items, which may be
ultimately sold below cost or not in saleable
conditions. The Group is mainly operating in the
tobacco industry and trades in foreign markets and
inventories are stored in different local and foreign
locations increasing the level of judgment involved
in estimating the provision.

How the key audit matter was addressed in
the audit:

For both finished goods and raw materials, we
tested the methodology for calculating the
provision, reviewed the appropriateness and
consistency of judgments and assumptions
used in estimating the provision, the accuracy
and completeness of ageing profile of
inventory, including the adequacy of provision
for slow moving and obsolete items.
Additionally, we have observed the inventories
stock count process in order to identify the

obsolete and damaged inventories.

Other Matter

Our audit opinion on the consolidated financial statements for the year ended 31 December 2017
was qualified in relation to recognition of a gain of JD 653,248 from sale of machinery and equipment
during 2017 after receiving an amount of JD 1,775,000, which represents 50% of the total sale price.
The machinery and equipment were still in the Group’s possession. During 2018, the Group
transferred these machinery and equipment and recognized a gain on sale of JD 666,937.

Other information included in the Group’s 2018 annual report.
Other information consists of the information included in the annual report, other than the consolidated
financial statements and our auditor's report thereon. Management is responsible for the other
information. Qur opinion on the consolidated financial statements does not cover the other information
and we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information 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, we conclude that there
is a material misstatement of this other information; we are required to report that fact. We have

nothing to report in this regard.
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Responsibilities of Board of Directors and Those Charged with Governance for the
Consolidated Financial Statements

Board of Directors is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs, 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.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor's report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with 1SAs will always detect a material misstatement when it exist. Misstatements can
arise from fraud or error and are considered material if, individualiy 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 skepticism 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.
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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 exist, 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 fo continue as a going concern,

Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consoclidated 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.

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 staiement 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.
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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 maitters 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 reasonable be expected to outweigh the public interest

benefits of such communication.

Report on Other Leqgal and Regutatory Requirements

The Group maintains proper books of accounts which are in agreement with the consolidated financial
statements.

The partner in charge of the audit resulting in this auditor’s report was Mohammad Ibrahim Al-Karaki,
license number 882,

Amman — Jordan
31 March 2019

W*




UNION TOBACCO AND CIGARETTE INDUSTRIES - PuBLIC SHAREHOLDING COMPANY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2018

ASSETS

Non-Current Assefs-
Property, plant and equipment
Investment properties
Advances on investments

Advances on machinery purchases
Financial assets at fair value through other

comprehensive income

Current assets-

Inventories

Trade receivables

Other current assets
Due from a related party
Cash and bank balances

Total Assets

EQUITY AND LIABILITIES
Equity-

Paid in capital

Share premium
Statutory reserve
Voluntary reserve

Fair value reserve
Accumulated losses

Net equity

Liabilities-
Non-current liabilities-
Long term loans

Current liabilities-

Current portion of long term loans
Bank overdrafts

Trade and other payables

Due to a related party

Income tax provision

Total liabilities
Total Equity and Liabilities

Notes 2018 2017
JD JD

3 16,435,430 17,955,874
17,203 17,203

24 7,799,219 -
12,389 101,244
5 7,953,001 9,585,050
32,217,242 27,659,371
6 10,741,056 13,397,170
7 17,568,632 23,108,830
8 2,865,261 2,754,991
19 3,021,033 3,625,745
9 352,072 218,128
34,548,054 43,104,864
66,765,296 70,764,235
10 15,083,657 15,083,657
10 5,000,000 5,000,000
10 3,774,151 3,774,151
10 7,250,000 7,250,000
5 (1,916,691) (726,532)
(10,100,312) (5,186,946)
19,090,805 25,194,330
11 12,143,478 13,812,140
11 5,254,294 5,352,000
12 243,869 265,845
13 23,648,539 22.737,324
19 5,709,733 2,728,018
18 674,578 674,578
35,631,013 31,757,765
47,674,491 45,569,905
66,765,296 70,764,235

The attached notes from 1 to 28 form part of these consolidated financial statements




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY

CONSOLIDATED STATEMENT OF PROFIT OR Loss
FOR THE YEAR ENDED 31 DECEMBER 2018

Sales
Cost of sales
Gross profit

Gain on selling of property, plant and equipment

Other expenses, net

Administrative expenses

Selling and marketing expenses

Provision for advance payments on machinery
purchases

Finance costs

Loss for the year before income tax

Income tax expense for the year

Loss for the year

Basic and diluted loss per share for the year
attributable to shareholders

14

15
16

18

17

2018 2017
JD JD
12,255,370 11,957,001
(12,011,095) (11,087,197)
244,275 889,804
666,937 720,538
(263,595) (73,786)
(1,894,646) (2,312,671)
(1,437,325) (953,971)
(101,244) -
(1,764,545) (1,668,064)
(4,550,143) (3,398,150)
- (279,269)
(4,550,143) (3,677,419)
JDI Fils JD/ Fils
(0/302) (0/244)

The attached notes from 1 to 28 form part of these consolidated financial statements




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED IN 31 DECEMBER 2018

2018 2017 °
JD JD

Loss for the year (4,550,143) (3,677,419)
Add: other comprehensive income items not to be

reclassified to profit or loss

in subsequent periods:
Net losses of financial assets at fair value through other

comprehensive income (1,553,382) (458,637)
Total comprehensive income for the year (6,103,565} (4,135,956)

The attached notes from 1 to 28 form part of these consolidated financial statements




S)USWAE]S [EISUBUY PAJEPIOSUOD 950U} Jo Hed U0 gZ 0 | Wol) Sajou paydene syl

oce'v6l'sz (9v6'98L'G) (zegs'ozs)  000°0S2°L  LSL'viL'e  000'000°G  2S9'€80°GlL

- (LLg'op) LiL8'ab - - - -
(2£6'95p) - (Le6'95t) - - - -
(61¥'229C) (BLY'£29'E) - - - - -
992'0££'62 (gLz'zov'L)  (908'vLE) 000'06Z'2  \SL'vLZ'€  0Q00'000'S  AG9'€80°SL
G08'060'61 (zic'00L'0L) (L69'OLE'L) 000'0S2'Z LSL'PZZ'€  000°000°'S  1S9'€80°GL

- (gze'cot) £TT'89¢ - - - -
(Zge'ess'L) - (zee'ess'L)

(e¥L'065'Y) (erL'08S'Y) - - - - -
oee'veL'sz  (9v6'98L'G) (zeg'ozl)  000'0SZ'Z  LSL'vZZ'€  000'000'G  LS9'€80'SL
ar ar ar ar ar ar ar
1Bjo L $9%50| B3nesal anlasal ENVELET wniwaid [eudes

paleInwnady  anjealied AEjunjon foines aleys ui pred

2102 Jaquianaq L Je aouejeg

swoou| aaisuayaldwoes Jayio ybnoiyy

an(eA Jiey Je S)9SSe [BIoUBUY JO 9|BS UO SSOT
SWaY SWOooUIl dAISUSY3IdWoD 1I3yl0

Je2aA auy Joy $507

2102 Aenuer 1 e Sg aaueleg

- 210Z Ja0qwad3q L§ papus Jeak ayj 104

810z Joquiadaq Lg je asuejeg

awoou aasuayadwoo Jaugie ybnoays

anjeA Jie) J2 S]9SSE [BIOUBUY JO 3[BS UO $SO7
SWIaY awooul ansuayaidwos Jauio

Jeak auy Joy s507
g1.0g Aenuer | Je Se aouefeq

- g1L.0Z JoqWadaq L€ Papua Jeah ay} 104

8102 mm.ms_momn_ LE N] O3AN3 ¥v3IA FHL ¥Od

ALINDA NI SONVHY 40 INIWALVLS Q3LVAITOSNOD
ANVAINO?) ONIGTOHIUVHS OIT89Nd - SAIYLSNAN] FLLIHVOID ANV 022VE0L NOINN



UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED IN 31 DECEMBER 2018

OPERATING ACTIVITIES
Loss for the year before tax

Adjustments for:
Depreciation

Provision for advance payments on machinery purchases

Gain on sale of property, plant and equipment
Finance costs

Working capital changes:

Inventories

Trade receivables and other current assets
Related parties balances

Trade and other payables

Net cash flows from operating activities

INVESTING ACTIVITIES

Proceeds from sale of property, plant and equipment
Purchases of property, plant and equipment
Advances on Investments

Purchases of financial assets at fair value through
other comprehensive income

Proceeds from sale of financial assets at fair value
through other comprehensive income

Net cash flows (used in) from Investing activities

FINANCING ACTIVITIES
Repayments of loans
Proceeds from loans
Finance costs paid

Net cash flows used in financing activities

Net increase In cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Notes 2018 2017
JD JD
(4.550,143) (3,398,150)
3 1,438,081 915,020
101,244 -
(666,937) (720,538)
1,764,545 1,668,064
2,580,033 3,233,823
5,413,101 2,617,185
3,586,427 2,554,975
911,215 (6,265,450)
10,577,566 614,929
750,001 3,761,456
(701) (1,765,019)
24 (7,799,219) -
(511,064) (987,868)
670,250 468,865
(6,890,733) 1,477,434
(4,748,976) (2,236,374)
2,982,608 3,063,348
(1,764,545) {1,668,064)
(3,530,913) (841,090)
155,920 1,251,273
(47,717) (1,298,990)
9 108,203 (47,717)

The attached notes from 1 to 28 form part of these consolidated financial statements




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
34 DECEMBER 2018

(1) GENERAL

Union Tobacco and Cigarette Industries (the “Company”) was established as a public shareholding
company on 19 July 1993 under registration number (232) with paid in capital of JD 15,083,657 divided
into 15,083,657 shares at a par value of JO 1 per share.

The Company's objective is the production and packaging of tobacco, cigarette, toombak products and
printing works related to these products.

The consolidated financial statements were approved by the Company’s Board of Directors in their
meeting held 31 March 2019. The consolidated financial statements require the approval of the General
Assembly. '

2) BASIS OF PREPARATION AND ACCOUNTING POLICIES

(2-1) __BASIS OF PREPARATION -

The consolidated financial statements have been prepared in accordance with the International
Financial Reporting Standards ("IFRS") as issued by the International Accounting Standards Board
("IASB"). -

The consolidated financial statements have been prepared on historical cost basis, except for financial
assets at fair value through other comprehensive income which have been measured at fair value.

The consolidated financial statements are presented in Jordanian Dinars (JD), which represents the
functional currency of the Group.

(2-2) BASIS OF PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS -

The consolidated financial statements comprise of the Company's financial statements and its
subsidiaries (together the "Group") as of 31 December 2018.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases
when the Group loses control of the subsidiary. Control is achieved when the Group is exposed, or has
rights, to variable returns from its involvement with the investee and has the ability to affect those
returns through its control over the investee.

Specifically, the Group controls an investee if and only if the Group has:

_  Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee).

— Exposure, or rights, o variable returns from its involvement with the investee.

— The ability to use its power over the investee to affect its returns.




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

When the Group has less than a majority of the voting or similar rights of an investee, the Group
considers all relevant facts and circumstances in assessing whether it has power over an investee,
which includes:

— The contractual arrangement with the other vote holders of the investee.
— Rights arising from other contractual arrangements.
. The Group's voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control. Consolidation of a subsidiary begins
when the Group obtains control over the subsidiary and ceases when the Group loses control of the
subsidiary. Income and expenses of a subsidiary acquired or disposed of during the year are included
in the statement of income from the date the Group gains contro! unti! the date the Group ceases {0
control the subsidiary.

Profit or loss and each component of other comprehensive income (OCl) are attributed to the equity
holders of the parent of the Group and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the financial
statements of subsidiaries to bring their accounting policies into line with the Group's accounting
policies. All intra-group assets and liabilities, equity, income, expenses and cash flows relating to
transactions between members of the Group are eliminated in full on consolidation.

A change in the ownership interest of a subsidiary without a loss of control is accounted for as an
equity transaction. If the Group loses control over a subsidiary, it: '

. Derecognizes the assets (including goodwill) and liabilities of the subsidiary.

_ Derecognizes the carrying amount of any non- controlling interests.

- Derecognizes the cumulative translation differences, recorded in equity.

- Recognizes the fair value of the consideration received.

- Recognizes the fair value of any investment retained.

- Recognizes the gain or loss resulted from loss of control.

. Reclassifies the parent’s share of components previously recognised in OCl to profit or loss or
retained earnings, as appropriate, as would be required if the Group had directly disposed of the
related assets or liabilities.

The Company’s subsidiaries along with percentage of ownership are disclosed in note (19).




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

{2-3) CHANGES IN ACCOUNTING POLICIES

The accounting policies used in the preparation of the consolidated financial statements for the year
ended 31 December 2018 are consistent with those used in the preparation of the consclidated financial
statements for the year ended 31 December 2017 except that the Group has applied the following
amandments starting 1 January 2018:

IFRS 15 Revenue from Contracts with Customers

IFRS 15 supersedes IAS 11 Construction Contracts, IAS 18 Revenue and related Interpretations and
it applies to all revenue arising from contracts with customers, unless those contracts are in the scope
of other standards. The new standard establishes a five-step model to account for revenue arising from
contracts with customers. Under IFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or services
to a customer.

The standard requires entities to exercise judgement, taking into consideration all of the relevant facts
and circumstances when applying each step of the model to contracts with their customers. The
standard also specifies the accounting for the incremental costs of obtaining a contract and the costs
directly related to fulfilling a contract.

The impact of adopting IFRS 15 impacted the Group's accounting policy for revenue recognition as
detailed below:

{a) Sale of goods

The Group contracts with customers for the sale of goods generally include performance obligations.
The Group has concluded that revenue from sale of goods should be recognised at the point in time
when control of the asset is transferred to the customer generally on delivery of the goods.

This standard did not have a material impact on the Group's consolidated financial statements.

IFRS 9 Financia! Instruments

IFRS 9 Financial Instruments replaces IAS 39 Financial Instruments: Recognition and Measurement
for annual periods beginning on or after 1 January 2018, bringing together all three aspects of the
accounting for financial instruments; classification and measurement; impairment; and hedge
accounting.

The Group had previously implemented the first phase of IFRS 9 as issued during 2009. The date of
initial implementation of the first phase of IFRS 9 was 1 January 2011.

The standard eliminates the use of the IAS 39 incurred loss impairment model approach, uses the
revised hedge accounting framework, and the revised guidance on the classification and measurement
requirements.

The standard eliminates the use of the IAS 39 incurred loss impairment model approach, uses the
revised hedge accounting framework, and the revised guidance on the classification and measurement

requirements.




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Impairment

The adoption of IFRS 9 has fundamentally changed the Group accounting for impairment losses for
financial assets by replacing IAS 39's incurred loss approach with a forward-looking expected credit
loss (ECL) approach.

IFRS 9 requires the Group to record an allowance for ECLs for all debt instruments measured at
amortization cost.

For all debt instruments, the Group has applied the standard's simplified approach and has calculated
ECLs based on lifetime expected credit losses. The Group has estabilished a provision matrix that is
based on the Group’s historical credit loss experience, adjusted for forward-looking factors specific to
the debtors and the economic environment.

This standard did not have a material impact on the Group's consclidated financial statements.

IFRIC interpretation 22 Foreign Currency Transactions and Advance Considerations

The Interpretation clarifies that, in determining the spot exchange rate to use on initial recognition of
the related asset, expense or income (or part of it} on the derecognition of a non-monetary asset or
non-monetary liability relating to advance consideration, the date of the transaction is the date on which
an entity initially recognises the non-monetary asset or non-monetary liability arising from the advance
consideration. If there are multiple payments or receipts in advance, then the entity must determine a
date of the transactions for each payment or receipt of advance consideration.

This Interpretation does not have any impact on the Group's consolidated financial statements.

Amendments to IAS 40 Transfers of Investment Property

The amendments clarify when an entity should transfer property, including properiy under construction
or development into, or out of investment property. The amendments state that a change in use occurs
when the property meets, or ceases to meet, the definition of investment property and there is evidence
of the change in use. A mere change in management’s intentions for the use of a property does not
provide evidence of a change in use.

These amendments do not have any impact on the Group's consolidated financial statements.




UniON TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Amendments to IFRS 2 Classification and Measurement of Share-based Payment Transactions
The IASB issued amendments to IFRS 2 Share-based Payment that address three main areas: the
effects of vesting conditions on the measurement of a cash-settled share-based payment transaction;
the classification of a share-based payment transaction with net settlement features for withholding tax
obligations; and accounting where a modification to the terms and conditions of a share-based payment
transaction changes iis classification from cash settled to equity settled. On adoption, entities are
required to apply the amendments without restating prior periods, but retrospective application is
permitted if elected for all three amendments and other criteria are met.

These amendments do not have any impact on the Group’s consolidated financial statements.

Amendments to IFRS 4 Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts
The amendments address concerns arising from implementing the new financial instrument standard,
IFRS 9, before implementing IFRS 17 insurance contracts, which replaces IFRS 4. The amendments
introduce two options for entities issuing contracts: a temporary exemption from applying IFRS 9 and
an overlay approach. These amendments are not relevant to the Group.

These amendments do not have any impact on the Group's consolidated financial statements.

Amendments to |AS 28 Investments in Associates and Joint Ventures - measuring investees at
fair value through profit or loss.

The amendments clarify that an entity that is a venture capital organisation, or other qualifying entity,
may elect, at initial recognition on an investment-by-investment basis, to measure its investments in
associates and joint ventures at fair value through profit or loss. If an entity, that is not itseif an
investment entity, has an interest in an associate or joint venture that is an investment entity, the entity
may, when applying the equity method, elect to retain the fair value measurement applied by that
investment entity associate or joint venture to the investment entity associate’s or joint venture's
interests in subsidiaries. This election is made separately for each investment entity associate or joint
venture, at the later of the date on which: (a) the investment entity associate or joint venture is initially
recognised; (b) the associate or joint venture becomes an investment entity; and (c) the investment
entity associate or joint venture first becomes a parent.

These amendments do not have any impact on the Group’s consolidated financial statements.




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

(2-4) SumMMARY OF SIGNIFICANT ACCOUNTING POLICIES -

Property, plant and equipment

Property and equipment are recorded at cost less accumulated depreciation and any impairment in
value. Cost represents the cost of replacement of property, plant and equipment and borrowing costs
for long-term projects under construction, if recognition conditions are met. Maintenance and repair
expenses are recognized in the consolidated statement of profit or loss. Depreciation (except for land)
is calculated on a straight-line basis over the estimated useful lives of the assets using the following
annual depreciation rates:

%

Buildings 4
Machinery and equipment* 5
Laboratory and quality control equipment 15
Computers 20-25
Furniture and fixtures 20-25
Tools supplies 20
Vehicles 15
Others 10-25

* Some of the machinery and equipment are depreciated using the units of production method.

The carrying values of properly, plant and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. If any such indication
exists and where the carrying value exceeds the estimated recoverable amount, the assets are written
down to their recoverable amounts. Impairment losses are recognized in the consolidated statement of
profit or loss.

The useful lives and methods of depreciation are reviewed periodically to ensure that the method and
period of depreciation are consistent with the expected pattern of economic benefits from items of
property and equipment

Gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and carrying amount of the asset) is included in the consolidated statement of profit or loss
when the asset is derecognized.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

Investment properties
Properties held to earn rental or for capital appreciation purposes or held for undetermined use are
considered investment properties.

Investment properties are measured at cost less accumulated depreciation and any impairment in
value. Depreciation (except for land) is calculated when ready for use on a straight-line basis over the
estimated useful lives using annual rates that range from 2 to 20%.

Investments in associate

An associate is an entity in which the Group has significant influence and which is neither a subsidiary
nor a joint venture. The Group's investments in its associates are accounted for using the equity
method.

The investment in the associate is carried in the statement of financial position at cost plus post
acquisition changes in the Group’s share of nef assets of the associate. Goodwill relating to an
associate is included in the carrying amount of the investment and is neither amortized nor individually
tested for impairment. The consolidated statement of profit or loss reflects the share of the results of
operations of the associate. Where there has been a change recognized directly in the equity of the
associate, the Group recognizes its share of any changes and discloses this, when applicable, in the
consolidated statement of changes in equity. Unrealized gains and losses resulting from transactions
between the Group and the associate are eliminated to the extent of the interest in the associate.

Impairment of non-financial assets

The Group assesses, at each reporting date, whether there is an indication that an asset may be
impaired. If any indication exists, or when annual impairment testing for an asset is required, the Group
estimates the asset's recoverable amount. An asset’s recoverable amount is the higher of an assef's
or cash-generating unit's (CGU) fair value less costs to sell and its value in use. Recoverable amount
is determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or Group's of assets. When the carrying amount of an asset or
CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount.

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.
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Financial assets at fair value through other comprehensive income

These financial assets are initially recognized at fair value plus attributable transaction costs and
subsequently measured at fair value. The change in fair value of those assets is presented in the
consolidated statement of comprehensive income within equity, including the change in fair value
resulting from the foreign exchange differences of non-monetary assets. In case those assets — or part
of them - were sold, the resultant gain or loss is recorded in the consolidated statement of
comprehensive income within equity and the fair value reserve for the sold assets is directly transferred
to the retained earnings and not through the consolidated statement of profit or loss.

These financial assets are no longer subject to impairment testing and dividends are recognized in the
consolidated statement of profit or loss.

Recognition of financial assets

Sale and purchase of financial assets is recognized at transaction date.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is

based on the presumption that the transaction to sell the asset or transfer the liability takes place either:

+ In the principal market for the asset or liability, or
« Inthe absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best interest.

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

The Group uses valuation techniques that are appropriate in the circumstances and for which sulfficient
data are available to measure fair value, maximizing the use of relevant observable inputs and
minimizing the use of unobservable inputs.
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All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole:

e Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

s Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable

« Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable

For assets and liabilities that are recognized in the consolidated financial statements on a recurring
basis, the Group determines whether transfers have occurred between Levels in the hierarchy by re-
assessing categorization (based on the lowest level input that is significant to the fair value
measurement as a whole) at the end of each reporting period.

Inventories
Inventories are valued at the lower of cost and net realizable value.

Net realizable value is the estimated selling price in the ordinary course of business, less estimated
costs necessary to make the sale,

Raw inventories, work in progress and spare parts are stated using the weighted average cost.
Trade receivables

Accounts receivable are stated at original invoice amount less any provision for any uncollectible
amounts or expected credit loss. The Group applies a simplified approach in calculating ECLs. The
Company has established a provision matrix that is based on the Company's historical credit loss
experience, adjusted for forward-looking factors specific to the debtors and the economic environment.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, and other short-term highly liquid investments with
original maturities of three months or less which do not include the risk of the change in fair value, net
of outstanding bank overdrafts.




UNioN TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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Loans

After initial recognition, interest bearing loans are subsequently measured at amortized cost using the
effective interest rate method (EIR). Gains and losses are recognized in the consolidated statement of
profit or loss when the liability is derecognized as well through the EIR amortization process.

Amortized cost is calculated by taking into account any discount or premium on a acquisition and fees
or costs that forms an integral part of the effective interest rate.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that
necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized
as part of the cost of the asst. All other borrowing costs are expensed in the period in which they occur.
Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing
of funds.

Trade payables and other current liabilities

Liabilities are recognized for amounts to be paid in the future for goods or services received, whether
billed by the supplier or not.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) arising from
a past event and the costs to settle the obligation are both probable and able to be reliably measured.

Income tax

Income tax for the years ended 31 December 2018 and 2017 was calculated in accordance with the
Income Tax Law no. (34) of 2014.

Deferred income taxation is provided using the liability method on all temporary differences at the
consolidated financial statement date. Deferred income tax assets and liabilities are measured at the
tax rates that are expected to apply to the period when the asset is realized or the liability is settled,
based on laws that have been enacted at the financial position date. The carrying values of deferred
income tax assets are reviewed at each consolidated statement of financial position date and reduced
to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the deferred tax asset to be utilized.

Revenue Recognition

Revenue is recognized at a point in time, when control of the goods is transferred to the customer and
an invoice is issued.

Dividends are recognized when the shareholder's right to receive payment is established.

Other revenues are recognized on the accrual basis.

-10 -
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Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the transactions.
Monetary assets and liabilities denominated in foreign currencies are retranstated at the rate of
exchange ruling at the consolidated statement of financial position date, based on the rates declared
by the Central Bank of Jordan.

Non-monetary assets and liabilities measured at fair value in a foreign currency are translated using
the exchange rates at the date when the fair value is determined. The again or loss arising on
transaction of non-monetary items measured at fair value is recognized in the consolidated statement
of comprehensive income.

Transaction differences foritems of non-monetary financial assets and liabilities denominated in foreign
currencies (like shares) are recognized as part of the change in fair value.

Segment reporting

For the purpose of reporting to management and the decision makers in the Group, a business segment
is a group of assets and operations engaged in providing products or services that are subject to risks
and returns that are different from those of other business segments.

A geographical segment is engaged in providing products or services within a particular economic
environment that are subject to risks and return that are different from those of segments operating in
other economic environments.

Offsetting
Offsetting between financial assets and financial liabilities and presenting the net amount on the
consolidated statement of financial position is performed only when there are legally-enforceable rights

to offset, the settlement is on a net basis, or the realization of the assets and satisfaction of the liabilities
is simultaneous.

-11-
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(2-5) USE OF ESTIMATES

The preparation of the consolidated financial statements and the application of accounting policies
require management to make estimates and judgments that affect the amounts of assets and liabilities
and disclose potential liabilities. These estimates and judgments also affect the income, expenses and
provisions and, in parficular, require the Group's management to make judgments and judgments to
estimate the amounts and timing of future cash flows arising from the circumstances and circumstances
of those estimates in the future. These estimates are necessarily based on muitiple hypotheses and
factors that have varying degrees of estimation and uncertainty and actual results may differ from
estimates as a result of future changes in the conditions and circumstances of those provisions.

The estimates and assumptions used in the consolidated financial statements are as follows:

_  Provision for expected credit losses is made on the basis and assumptions approved by the Group's
management to estimate the provision to be taken in line with IFRS 9.

— The fiscal year shall be charged for the income tax expense in accordance with the accounting
regulations, laws and standards. The deferred tax assets and liabilities and tax provision are
measured and recognized.

—  The Group periodically recalculates the useful life of the property and equipment for the purpose of
calculating annual depreciation based on the general condition of the asset and estimated future
useful lives. Impairment losses are recoghized as an expense in the consolidated statement of profit
or loss.

- A provision is taken for legal cases raised against the Group based on legal studies prepared by

the Group's legal advisors, under which future potential risks are identified these studies are
reviewed on a periodic basis.

-12-
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UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY

NoTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

(4 INVESTMENT IN AN ASSOCIATE

The Group owns 50% of Al-Rafidain for Tobacco and Cigarettes Distribution Company, a fimited
liability company that was established on 6 November 2012. The Board of Directors resolved to
liquidate the company in its meeting held on 14 July 2016, accordingly the investment's carrying

amount was written off.

(5} FINANCIAL ASSETS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

This amount represents the Group's investments in the capital of the following companies:

Quoted Shares / Inside Jordan

Union Investments Corporation/ P.L.C
Union Land Development Corporation/ P.L.C

The movement on the fair value reserve was as follows:

Balance at 1 January

Change in fair value of financial assets at fair value through
other comprehensive income

Loss on selling of financial assets at fair value through other

comprehensive income

Balance at 31 December

-13-

2018 2017
JD JD
2,067,696 2,231,509
5,885,305 7,353,541
7,953,001 9,585,050
2018 2017
JD JD
(726,532) (314,806)
(1,553,382) (458,537)
363,223 48,811
(1,916,691) (726,532)
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(6) _ INVENTORIES

2018 2017
JD JD
Raw materials 3,652,060 5,775,061
Work in progress 952,537 1,135,043
Finished goods 6,157,482 6,176,121
Spare paris 2,053,930 2,356,475
Goods in transit 95,907 101,411
12,811,916 15,544,111
Provision for slow moving inventories (2,070,860) (2,146,941)
10,741,056 13,397,170
The movement on the provision for slow moving inventories was as follows:
2018 2017
JD JD
Balance at 1 January 2,146,941 2,146,941
Written off during the year (76,081) -
Balance at 31 December 2,070,860 2,146,941

-14 -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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(7) TRADE RECEIVABLES

2018 2017
JD JD
Trade receivables 19,690,355 25,233,424
Provision for expected credit losses (2,121,723) (2,124,594)

17,568,632 23,108,830

Movement on the provision for expected credit losses as at 31 December was as follows:

2018 2017
JD JD
Balance at 1 January 2,124,594 2,124,594
Wiritten off during the year (2,871) -
Balance at 31 December 2,121,723 2,124,594

As at 31 December, the aging of unimpaired trade receivables is as follow:

Past due but not impaired

1-180 More than 181
days days Total
JD JD JD
2018 6,948,782 10,619,850 17,568,632
2017 9,140,053 13,968,777 23,108,830

The management of the Group believes that unimpaired receivables are expected to be fully
recoverable. The Group does not obtain guarantees against these receivables and thus they are
unsecured.

(8) OTHER CURRENT ASSETS

2018 2017
JD JD

Refundable deposits 197,461 190,871
Governmental deposits 1,326,339 1,253,828
Advances to suppliers 615,592 791,473
Employees receivables 42,720 58,101
Prepaid expenses 651,834 416,342
Others 31,315 44,376

2,865,261 2,754,991

-15 -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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(9 CASH AND BANK BALANCES

2018 2017
JD JD
Cash and bank balances 352,072 218,128
352,072 218,128

For the purpose of the preparing consolidated statement of cash flows, cash and cash equivalents
comprise of the following:

2018 2017
JD JD
Cash and bank balances 352,072 218,128
Bank overdrafts (Note 12) (243,869) (265,845)
108,203 47,717)

(10) SHAREHOLDERS' EQUITY

Authorized and paid in capital -
The Company's authorized and paid in capital is JD 15,083,657 divided into 15,083,657 shares at a par
value of JD 1 per share as at 31 December 2018 and 2017.

Share premium —

The amounts accumulated in this account represents the amounts received and resulted from the
difference between the shares issuance price and the shares face value as a result of increasing the
Company's capital during previous years.

Statutory reserve -

As required by the Jordanian Companies Law, 10% of the profit before tax is to be transferred to
statutory reserve. This reserve is not available for distribution to the shareholders. Transfers cannot be
stopped before the statutory reserve reaches 25% of the Company'’s authorized capital. The Company's
Board of Directors decided to discontinue such annual transfer after the reserve reached 25% of its paid
in capital.

Voluntary reserve -

The amount accumulated in this reserve represents the transfers from profit before tax at maximum of
20%. This reserve is available for distribution to shareholders.

-16 -
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{11} LOANS
Loan instaliments
2018 2017
Current  Non-current Current  Non-current
Currency  porilon portion Total periion portion Total
JD JD JD JD JD JD
Bank Al Etihad — Revelving loan JD 830,730 - 830,730 941,024 - 941,024
Bank Al Etihad — Revolving loan usD 2,134,912 - 2,134,912 2,122,324 - 2,122,324
Bank Al Elihad — Reducing loan uspo 2,288,652 12,143,478 14,432,130 2,288,652 13,812,140 16,100,792

5,254,204 12,143,478 17,397,772 5,352,000 13,812,140 19,184,140

Bank Al Etihad - Revolving loan- JD

During 2017, the Company obtained a revolving loan with a ceiling of JD 1,000,000, and an annual
interest rate of 5.5% with no commission, to be fully repaid during the year 2018.The guarantees on this
loan are the same as those related to the reducing loan from Bank Al Etihad, which is mentioned below
in this disclosure. '

Bank Al Etihad - Revolving loan- USD

During 2017, the Company obtained a revolving loan with a ceiling of USD 3,000,000, and an annual
interest rate of 5.5% with no commission, to be fully repaid during the year 2018. The guarantees on this
loan are same as those related to the reducing loan from Bank Al Etihad, which is mentioned below in
this disclosure.

Bank Al Etihad — Reducing loan-USD

The Company has obtained a reducing loan in US Dollars amounted to USD 14,000,000 at an annual
interest rate of 5.5% without commission repayable over 48 equal monthly installments of USD 326,000
each except for the last installment which will be due on 1 December 2018 which represents the remaining
balance of the loan, and the first installment was due on 2 February 2014 and the last installment will be
due on 1 January 2018.

The loan is guaranteed by the purchased shares of the Union Land Development Company (sister
company) and Union Investment Corporation (parent company) and the resulting dividends. The loan is
also secured by a first degree real estate mortgage with an amount of JD 15,000,000 and endorsement
of insurance policy in favor of the bank in the amount of JD 21,000,000.

-17 -
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On 12 August 2015, the reducing loan was increased to become USD 17,000,000 at an annual interest
rate of 5.5% less a margin of 0.25% without commission. The loan is repayable over equal monthly
instaliments of USD 394,000 each, the first installment was due on 30 September 2015 and the last
instaflment which represents the remaining balance of the loan will be due on 30 August 2019 under the
same conditions and collaterals mentioned above,

On 28 April 2016, the reducing loan was increased to become USD 26,900,000 at an annual interest rate
of 5.5% without commission repayable over 100 equal monthly installments of USD 269,000 each, the
first instailment was due on 30 May 2016 and the last installment which represents the remaining balance
of the loan will be due on 30 September 2024 under the same conditions and collaterals mentioned
above.

The amounts of annual principle maturities of bank loans are as follows:

JD
2020 2,288,652
2021 2,288,652
2022 — 2024 7,566,174
12,143,478

(12) BANK OVERDRAFT

This item represents the utilized balance of the overdrafts provided for the Group, the details of this
item are as follow:

Average
Currency interest rate Credit limit 2018 2017
JD JD JD
Bank Al Etihad JD 8.75% 250,000 243,869 265,845

The Group exceeded the granted ceiling as of 31 December 2017 as a result of the interest accrued
on the facility.

Bank Al Etihad

Guarantees on these facilities are the same guarantees relating to the Bank Al-Etihad reducing loan
mentioned in Note (11).

-18 -
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(13) TRADE AND OTHER PAYABLES

2018 2017
JD JD

Accounts payable 18,203,949 17,515,494
Financial brokers payables* 1,902,502 2,008,329
Shareholders deposits 571,117 564,653
Accrued expenses 779,731 669,550
Sales tax deposits 1,028,773 622,365
Miscellaneous provisions 1,051,323 1,249,851
Employee payables 110,664 106,602
Others 480 480

23,648,539 22,737,324

*  The financial broker's payables bear interest ranging from 10.5% to 12.25% annually.

(14) COST OF SALES

2018 2017
JD JD

Cost of materials used in production 8,813,129 8,223,533
Salaries and wages 1,148,101 1,352,412
Depreciation {Note 3) 1,200,933 651,328
Maintenance 101,934 76,363
Electricity, water and fuel 185,645 214,901
Employees’ meals and hospitality 27,995 41,396
Vehicles expenses 59,996 48,308
Damaged materials 3,360 451
Fees and licenses 35,106 43,293
Cleaning 13,317 13,786
Insurance 345,665 339,283
Manufactured samples 4,206 -
Stationery and printings 4,146 4015
Others 67,562 58,128

12,011,095 11,067,197
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{15) ADMINISTRATIVE EXPENSES

Salaries and wages
Depreciation (Note 3)
Professional fees and consultancy
Fees and licenses
Postage and telephone
Advertisements

Rent

‘Water and electricity
Transportation
Stationary and printing
Vehicles expenses
Insurance
Maintenance

Cleaning

Hospitality

Donations and gifts
Bank charges

Others

{18)  SELLING AND MARKETING EXPENSES

Salaries and wages
Export expenses
Trademark expenses
Depreciation (Note 3)
Others

2018 2017
JD JD
792,914 1,182,123
227,197 255,097

61,570 48,132
435,341 213,236
35,125 40,044
1,075 1,875
77,976 124,216
104,019 67,314
36,343 39,761
7,353 17,710
34,925 54,025
39,471 91,282
1,376 4,836
2,206 1,288
13,322 19,838
1,973 1,444

. 4,458
22,460 145,002

1,894,646 2,312,671

2018 2017
JD JD

77,248 92,493
1,242,700 777,718
5,790 1,467
9,951 7,695
101,636 74,598
1,437,325 953,971
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(17}  BASIC AND DILUTED LOSS PER SHARE

2018 2017
JD JD
Loss for the year aitributable to shareholders of the Company (JD) (4,550,143) (3,677,419)
Weighted average number of shares (Share) 15,083,657 15,083,657
Basic loss per share attributable to shareholders (JD / Fils) (0/302) (0/244)

The diluted loss per share equals the basic loss per share.

{18) INCOME TAX

Income tax -

Income tax presented in the consolidated statement of profit or loss is as follows:

2018 2017
JD JD
Prior years income tax expense - 279,269
The movement on provision for income tax was as follows:
2018 2017
JD JD
Balance at 1 January 674,578 395,309
Prior years income tax expense - 279,269
Balance at 31 December 674,578 674,578

No income tax provision for the years ended 31 December 2018 and 2017 has been calculated in
accordance with the Income Tax Law No. (34) of 2014,

The Company reached a final settlement with the Income Tax Department up to the year 2012. The
Income Tax Department reviewed the accounting records of the Company and its subsidiaries until the
end of the year 2015 without issuing a final clearance yet until the date of these consolidated financial

statements.

The Income and Sales Tax Department did not review the Group's accounting records for the years 2016
and 2017 up to the date of these consolidated financial statements.

-29 -




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

{19) RELATED PARTIES

The consolidated financial statements include the following financial statements of the Company and the
following subsidiaries:

Country of Paid In Major Percenlage
incorporation Capital Activily Of Ownership
JD %
Al Aseel for Marketing of Ma'ase! and Cigarettes Jordan 100,000 Marketing 100
Union for Advanced Indusiries Jordan 100,000 Marketing 100
Union Tobacco and Cigarette Industries - Iraq Iraq - Marketing 100

Related parties include associates, major shareholders, Board of Directors members, executive
management, as well as companies controlled or significantly influenced directly or indirectly, by those
entities.

The balances of related parties in the consolidated statement of financial position represent the following:

2018 2017
JD JD
Due from a related party
Union Investments Corporation — P.L.C (Parent company) 3,021,033 3,625,745
2018 2017
JD JD
Due to a related party
Union Land Development Corporation- P.L.C (Sister company) 5,709,733 2,728,018

The following is a summary of the benefits (salaries, bonuses and other benefits) of the key management
of the Group:

2018 2017
JD JD
Salaries, bonuses and other benefits 115,050 190,534
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{20) _ OPERATING SEGMENTS

The presentation of key segments is determined on the basis that the risks and rewards relating to the
Group are materially affected by the difference in the products or services of those segments. These
segments are organized and managed separately by the nature of the services and products, each of
which is a separate unit and is measured accerding to reports used by the Group's Chief Executive Officer
and Chief Decision Maker.

The Group is organized for administrative purposes through the following sectors:
~ Cigarette and Tobacco.
— Carton Production.

— Marketing of Cigarette and Tobacco.

The Group's management monitors the results of business segments separately for performance
evaluation purposes. Segment performance is evaluated based on operating profit or loss for each
segment.

A geographical segment is associated with the provision of products or services in a specific economic
environment that is subject to risks and rewards that differ from those in other economic environments.
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Revenues, profits, assets and liabilities by business sector are as follows:
Marketing of

Cigarette and cigarette and
tobacco tobacco Total
JD JD JD
For the year ended 31 December 2018-
Revenues:
Revenues 3,220,087 9,035,283 12,255,370
Results:
{Loss) profit for the year (5,568,155) 1,016,012 {4,550,143)
Other segment information:
Deprecation (1,404,781) {33,300) (1,438,081)
Finance costs (1,764,545) - (1,764,545)
For the year ended 31 December 2017-
Revenues:
Revenues 5,866,818 6,090,183 11,967,001
Resuils:
(Loss) profit for the year (5,104,853) 1,427,434 (3,677,419)
Other segment information:
Deprecation (866,585) (48,435) (915,020)
Finance costs (1,668,064) - (1,668,064)
As at 31 December 2018-
Segment assets and liabilities
Segment assets 52,639,915 14,125,381 66,765,296
Segment liabilities 39,534,490 8,140,001 47,674,491
As at 31 December 2017-
Segment assets and liabilities
Segment assets 51,752,321 19,011,914 70,764,235
Segment liabilities 29,260,065 16,309,840 45,569,905

-24-




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

(21)___NON-CURRENT ASSETS HELD FOR SALE

On 29 November 2016, the Group signed an agreement to sell the carton-production segment for an
amount of JD 7,525,000. The selling price is divided into the following:

1} Cash of JD 5,267,000
2) Inventories with an amount of JD 2,258,000

During January 2017, an amount of JD 5,267,000 was received after deducting the sales tax of JD
361,280. Inventories will be supplied in accordance with the agreement signed on 26 January 2017 over
the following periods:

1) An amount of JD 1,800,000 for the period from the date of signing the agreement until
1 February 2018.
2) Anamount of JD 458,000 after 1 February 2018.

The Group has recognized a gain from the sale of non-current assets held for sale amounted to JD
3,826,146.

(22)  CONTINGENT, CONTRACTUAL AND CAPITAL COMMITMENTS

At the date of the consolidated financial statements, the Group has letters of guarantee amounted to
JD 2.005,002 (2017: JD 1,903,152).

{23) LAWSUITS RAISED BY AND AGAINST THE GROUP

As at 31 December 2018, the Group was defendant in number of lawsuits in its normal course of
business in the amount of JD 17,604,626 (2017: JD 13,927,009). The Group’s management and its
legal counsel believe that the Group will not have any obligations in respect of these lawsuits.

As at 31 December 2018, the Group was a claimant in a number of lawsuits in the amount of JD 209,262

(2017: JD 209,262). This amount resulted from the Group’s accounts receivables in the normal course
of business.

-25.




UNION TOBACCO AND CIGARETTE INDUSTRIES - PUBLIC SHAREHOLDING COMPANY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2018

{(24) ADVANCES ON INVESTMENTS

The Group has established a branch in Iraq on 15 April 2018, under registration number 5252 according
to the regulations of the lraqi Foreign Companies Act number (2) of 2017 in which this branch
established a factory in Irag, under the name of Al-Fiddiya Tobacco and Cigarettes Industries LLC with
a share capital of 1QD 5,000,000,000 which is equivatent to JD 3,008,500, the Group's owns 50% of
the share capital of Al-Fiddiya Tobacco and Cigarettes Industries LLC which is equivalent to JD
1,504,250, noting that the Group exerts majority control over Al-Fiddiya Tobacco and Cigarettes
Industries LLC. The Group has financed the factory for establishing purposes during the year ended
31 December 2018 with an amount of JD 1,779,699. According to that the total amount paid by the
Group for the purpose of establishing that factory is JD 3,299,219

During the third quarter of the year 2018, the Group has also contributed an amount of JD 4,500,000
to establish a new branch located in Baghdad under the name of Union Tobacco and Cigarettes
Industries (Baghdad) in which the Group owns 100% of the share capital of that branch.

{(25) RISK MIANAGEMENT

Interest rate risk -

The Group is exposed to interest rate risk on its floating interest bearing assets and liabilities such as
bank overdrafts and loans.

The following table demonstrates the sensitivity of the consolidated statement of profit or loss
reasonable possible changes in interest rates as of 31 December, with all other variables held constant.

Effect on loss

Increase in for the year
2018- interest rate hefore tax
Currency (Basis points) JD
JD 50 4,154
UsD 50 83,835
Effect on loss
Increase in for the year
2017- interest rate before tax
Currency (Basis points) JD
JD 50 4,705
usD 50 92,445

The effect of decrease in interest rate is expected to be equal and opposite to the effect shown above.
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Equity price risk -

The following table demonstrates the sensitivity of the consolidated statement of profit or loss, fair value
reserve, consolidated statement of other comprehensive income and shareholders' equity due to the
possible reasonable changes in share prices, with all other variables held constant:

2018-

Effect on
consolidated
statement of

comprehensive
income, fair value
reserve and
Index Change in index shareholders’ equity

(%) JD

Amman Stock Exchange 15 1,192,250

2017-

Effect on
consolidated
statement of

comprehensive
income, fair value
reserve and
Index Change in index shareholders’ equity

(%) JD

Amman Stock Exchange 15 1,437,758
The effect of the decrease in index is expected to be equal and opposite to the effect shown above.

Credit risk -

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss.

The Group seeks to limit its credit risk with respect to customers by setting credit limits for customers
and by monitoring outstanding receivables. In addition, the Group seeks to limit its credit risk with
respects to banks by only dealing with reputable banks.
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Liquidity risk -

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due.

The table below summarises the maturities of the Group’s undiscounted financial liabilities at

31 December, based on contractual payment dates and current market interest rates:

31 December 2018 -

Loans
Trade and other payabies

Bank overdraft

Total

31 December 2017 -

Loans
Trade and other payables

Bank overdraft

Total

Currency risk -

Less than 3 3to 12 More than 5
months months 1to 5 years years Total
JD JD JD JD JD
3,777,289 2,163,224 10,411,833 3,959,180 20,311,526
23,323,117 - : - 23,323,117
256,582 - - - 256,582
27,356,988 2,163,224 10,411,833 3,959,180 43,891,225
Less than 3 3to12 More than 5
months months 1to 5 years years Total
JD JD JD JD JD
4,013,788 2,298,665 11,063,725 4,207,087 21,583,245
22,737,324 - - - 22,737,324
280,466 - - - 280,466
27,031,578 2,298,665 11,063,725 4,207,067 44,601,035

Most of the Group’s transactions are in Jordanian Dinars and US Dollars. The Jordanian Dinar
exchange rate is fixed against the US Doltar (US $1.41 for JD 1), and accordingly the Group is not
exposed to significant currency risk.
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(26) FAIR VALUE OF FINANCIAL INSTRUMENTS

Financial instruments include financial assets and financial liabilities.

Financial assets comprise cash and bank balances, trade receivables, financial assets at fair value
through other comprehensive income, due from a related party and some other current assets.

Financial liabilities comprise of frade payables, loans, due to a related party, bank overdrafts and some
other current liabilities.

The following table illustrates the fair value measurement of financial assets and liabilities of the Group.

Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable

Level 3 - Valuation fechniques for which the lowest level input that is significant to the fair value
measurement is unobservable

Level 1 Total
JD

2018 -
Financial assets at fair value through other

comprehensive income 7,953,001 7,953,001
2017 -
Financial assets at fair value through other

comprehensive income 9,585,050 9,585,050

(27)  CAPITAL MANAGEMENT

The primary objective of the Group’s capital management is to ensure that it maintains a credit rating
and capital ratios in order to support its business and maximise shareholders value.

The Group manages its capital structure and makes adjustments to it in light of changes in business
conditions.

No changes were made in the objectives, policies or procedures during the current year and the prior
year.

Capital structure comprises of paid in capital, share premium statutory reserve, voluntary reserve, fair
value reserve and accumulated losses, and is measured at JD 19,090,805 as at 31 December 2018

(2017: JD 25,194,330)
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(28) STANDARDS ISSUED BUT NOT YET EFFECTIVE

The standards and interpretations that are issued but not yet effective, up to the date of issuance of the
Group’s consolidated financial statements are disclosed below. The Group intends to adopt these
standards, if applicable, when they become effective.

IFRS 16 Leases
During January 2016, the IASB issued IFRS 16 "Leases” which sets out the principles for the
recognition, measurement, presentation and disclosure of leases.

IFRS 16 substantially carries forward the lessor accounting requirements in IAS 17. Accordingly, a
lessor continues to classify its leases as operating leases or finance leases, and to account for those
two types of leases differently.

IFRS 16 introduced a single lessee accounting model and requires a lessee to recognize assets and
liabilities for all leases with a term of more than 12 months, unless the underiying asset is of low value.
A lessee is required to recognize a right-of-use asset representing its right to use the underlying leased
asset and a lease liability representing its obligation to make lease payments.

The new standard will be effective for annual periods beginning on or after 1 January 2019. Early
application is permitted.

Transition to IFRS 16

The Group has the option to adopt IFRS 16 retrospectively and restate each prior reporting period
presented or using the modified retrospective approach by applying the impact as an adjustment on
the opening retained earnings. The Group will elect to apply the standard to contracts that were
previously identified as leases applying IAS 17 and IFRIC 4.

The Group will adopt IFRS 16 using the modified retrospective approach. During 2018, the Group has
performed a detailed impact assessment of IFRS 16. The Group does not expect that there will be a
material impact on the consolidated financial statements as a result of adopting IFRS16.

IFRS 17 Insurance Contracts

IFRS 17 provides a comprehensive model for insurance contracts covering the recognition and
measurement and presentation and disclosure of insurance contracts and replaces IFRS 4 -Insurance
Contracts. The standard applies to all types of insurance contracts (i.e. life, non-life, direct insurance
and re-insurance), regardless of the type of entities that issue them, as well as to certain guarantees
and financial instruments with discretionary participation features. The standard general model is
supplemented by the variable fee approach and the premium allocation approach.

The new standard will be effective for annual periods beginning on or after 1 January 2021. Early
application is permitted.
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IFRIC Interpretation 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the accounting for income taxes when tax treatments involve uncertainty
that affects the application of IAS 12 and does not apply to taxes or levies outside the scope of IAS 12,
nor does it specifically include requirements relating to interest and penalties associated with uncertain
tax treatments. An entity must determine whether to consider each uncertain tax treatment separately
or together with one or more other uncertain tax treatments.

The interpretation is effective for annual reporting periods beginning on or after 1January 2019, but
certain transition reliefs are available.

Amendments to IFRS 9: Prepayment Features with Negative Compensation

Under IFRS 9, a debt instrument can be measured at amortised cost or at fair value through other
comprehensive income, provided that the contractual cash flows are ‘solely payments of principal and
interast on the principal amount outstanding’ (the SPPI criterion) and the instrument

is held within the appropriate business model for that classification. The amendments to IFRS 9 clarify
that a financial asset passes the SPPI criterion regardless of the event or circumstance that causes the
early termination of the contract and irrespective of which party pays or receives reasonable
compensation for the early termination of the contract.

The amendments should be applied retrospectively and are effective from 1 January 2019, with earlier
application permitted.

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor and Its
Associate or Joint Venture

The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control
of a subsidiary that is sold or contributed to an associate or joint venture. The amendments clarify that
the gain or loss resulting from the sale or contribution of assets that constitute a business, as defined
in IFRS 3, between an investor and its associate or joint venture, is recognised in full. Any gain or loss
resulting from the sale or contribution of assets that do not constitute a business, however, is
recognised only to the extent of unrelated investors' interests in the associate or joint venture. The IASB
has deferred the effective date of these amendments indefinitely, but an entity that early adopts the
amendments must apply them prospectively. The Group will apply these amendments when they
become effective.
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Amendments to IAS 19: Plan Amendment, Curtailment or Settlement

The amendments to IAS 19 address the accounting when a plan amendment, curtailment or settlement
occurs during a reporting period. The amendments also clarify that an entity first determines any past
service cost, or a gain or loss on seitlement, without considering the effect of the asset ceiling. This
amount is recognised in profit or loss.

An entity then determines the effect of the asset ceiling after the plan amendment, curtailment or
settlement. Any change in that effect, excluding amounts included in the net interest, is recognised in
other comprehensive income.

The amendments apply to plan amendments, curtailments, or seftlements occurring on or after the
beginning of the first annual reporting period that begins on or after 1 January 2019, with early
applidation permitted. These amendments will apply only to any future plan amendments, curtailments,
or settlements of the Group.

Amendments to IAS 28: Long-term interests in associates and joint ventures

The amendments clarify that an entity applies IFRS 9 to iong-term interests in an associate or joint
venture to which the equity method is not applied but that, in substance, form part of the net investment
in the associate or joint venture (long-term interests). This clarification is relevant because it implies
that the expected credit loss mode! in IFRS 9 applies to such long-term interests.

The amendments also clarified that, in applying IFRS 9, an entity does not take account of any losses
of the associate or joint venture, or any impairment losses on the net investment, recognised as
adjustments to the net investment in the associate or joint venture that arise from applying IAS 28
Investments in Associates and Joint Ventures.

The amendments should be applied retrospectively and are effective from 1 January 2019, with early
application permitted
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