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ZAIN BAHRAIN B.S.C.

DIRECTORS' REPORT

The Directors of Zain Bahrain B.S.C. (the “Company”) present their annual report together with the financial
statements for the year ended December 31, 2019.

Principal activity

The principal activity of the Company is to provide telecommunication services under various licenses issued by
the Telecommunications Regulatory Authority of the Kingdom of Bahrain.

Results of the year
The Company’s profit for the year amounted to BD 5.27 million.

Share capital structure
2019(%)  2018(%)

Shareholders:

Mobile Telecommunication Company K.S.C. - Kuwait 54.78 54,78
Sheikh Ahmed Bin Ali Al Khalifa 16.10 16.10
Gulf International Bank B.S.C. 6.54 8.47
Others 22.58 20.65

100.00 100.00

Change in Directors
None.
Directors’ remuneration

Director’s remuneration charge for the year, amounted to BD 223,612 (2018: BD 223,612).

Auditors

The auditors, Deloitte & Touche - Middle East, have expressed their willingness to accept re-appointment.

On behalf of the Board

>

~Ahmed Bin Ali Al Khalifa Mr. Bader Nasser Al-Kharafi
Chairman Board Member

February 09, 2020
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders
Zain Bahrain B.S5.C.
Kingdom of Bahrain

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Zain Bahrain B.S.C. {the “"Company”), which comprise the statement
of financial position as at December 31, 2019, and the statement of profit or loss and other comprehensive
income, statement of changes in equity and statement of cash flows for the year then ended, and notes to the
financial staterments, including a summary of significant accounting policies,

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position
of the Company as at December 31, 2019, and its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (1SAs). Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Company in accordance with the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the other ethical
requirements that are relevant to our audit of the Company’s financial statements in the Kingdom of Bahrain,
and we have fulfilled our other ethical responsibilities. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

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

on these matters,

Key audit matter How our audit addressed the key audit matter

Revenue recognition
The Company has various revenue streams | In responding to this area of focus, our audit procedures
recognized in the financial statements. included the following:

— o v obtaining an understanding of the process used to record
The appllcatlon Of. revenue recognition revenue, including performing an end to end waikthrough of
accounting standards is complex and involves these processes

a number of judgements and estimates. ’

) . | = performing procedures to test the design, implementation
We have considered revgnu.e to be a key audit and operating effectiveness of relevant controls refated to the
matter due to the following: revenue process, including those over the authorization of
rates and the input of this information into the billing

= Revenue is the key business driver for the systems:

Company;
= Inherent risk around the accuracy of the | = involving our internal information technology (“IT")
revenue recorded due to complexity of specialists in performing the test of specific application
billing systems, impact of changing pricing controls and information produced by the entity {(“IPE")
models to revenue recognition (tariff reports surrounding relevant revenue 1T systems, and IT
structure, incentives arrangements, general controls related to those systems;
discounts, etc.} and arrangements with
multiple elements.




INDEPENDENT AUDITOR'S REPORT {CONTINUED

Key Audit Matters (Coniinued)

Key audit matter How our audit addressed the key audit matter
Revenue recognition (continued) » performing analytical reviews of significant revenue
streams;

Refer to note 3 to the financial statements for
the Company's accounting policy and note 17 | » reviewing key reconciliations performed by the Company's
for other disclosures about revenue. Revenue Assurance team, including testing end to end
reconciliation from business support systems to billing and
rating systems to the general ledger, this testing includes
validation of material journals processed between billing
systerns and general ledger;

= testing a sample of subscribers involces back to the cash
receipts;

= performing tests on the accuracy of subscribers bill
generation on a sample basis;

= performing procedures to determine if the revenue
recognition criteria adopted by the Company for all major
revenue streams is in compliance with IFRSs.

Evaluating the disclosures relating to revenue in the annual
financial statements to determine if they are in comphlance
with IFRSs.

Other Information

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

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

In connection with ocur audit of the 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
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. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with IFRSs, and for such internal controf as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liguidate the Company or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.



INDEPENDENT AUDITOR'S REPORT (CONTINUED)

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with 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 infiluence the economic decisions of users taken on the basis of these financial statements.

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

¥ Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than the one resulting from error, as fraud may involve collusion, forgery,
intentional omission, 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 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 & material uncertainty exists related to events or conditions that
may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures
in the financial statements or, if such disclosure are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of cur auditor's report. However, future events or
conditions may cause the Company to cease to continue as a going concern.

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

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 controf that we
identify during our audit.

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

From the matters communicated with those charged with governance, we determine those matters that were of most
significance in the audit of the financial statements of the current period and are therefore the key audit matters. We
describe these matters in our auditor’s report unless law and regulations preciude 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,




Deloitte

INDEPENDENT AUDITOR’'S REPORT (CONTINUED)

Report on Other Legal and Regulatory Requirements

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

a) The Company has maintained proper accounting records and the financial statements from page 6 to
32 are in agreement therewith;

b) The financial information contained in the Directors’ report on page 1 is consistent with the financial
statements;

c) Nothing has come to our attention which causes us to believe that the Company has, during the year,
breached any of the applicable provisions of the Commercial Company’s Law, or the items of its
Articles of Association that would have a material adverse effect on its business or its financial
position; and

d) Satisfactory explanations and information have been provided to us by management in response to
all our requests.

B) As required by the Article (8) of Section (2) of Chapter (1) of the Bahrain Corporate Governance Code,
we report that the Company:

a) has appointed a Corporate Governance Officer; and
b) has a board approved written guidance and procedures for corporate governance.

C) We are not aware of violations occurred during the year to the Central Bank of Bahrain (CBB) Rule Book

(applicable provisions of Volume 6) or the Bahrain Bourse rules and procedures that would have a
material adverse effect on the business of the Company or its financial position.

The engagement partner on the audit resulting in this independent auditor’s report is Zahi Zeini.

Delsitte ; 1heche

DELOITTE & TOUCHE - MIDDLE EAST
Partner Registration No. 184
Manama, Kingdom of Bahrain

February 09, 2020



ZAIN BAHRAIN B.S.C.
STATEMENT OF FINANCIAL POSITION

DECEMBER 31, 2019

ASSETS

Current assets
Cash and banks
Trade receivables and other assets
Inventories

Total current assets
Non-current assets
Trade receivahles and other assets
Right-of-use assets
Property and equipment
Intangible assets

Total non-current assets

Total assets

LIABILITIES AND EQUITY
Liabilities
Current liabilities
Accounts payable and other liabilities
Lease liabilities
Contract liabilities

Total current liabilities
Non-current liabilities
Accounts payable and other liabilities

Lease liabilities
Provision for employees’ end of service benefits

Total non-current liabilities
Total liabilities

Equity

Share capital

Treasury shares
Treasury shares reserve
Share premium
Statutory reserve
Retained earnings

Total equity

Total liabilities and equity

December 31,

December 31,

Notes 2019 2018
BD ‘000 BD ‘000
5 10,239 5,045
6 22,106 23,555
7 2,886 3,081
35,231 31,681
6 3,366 4,222
8.1 12,763 .
9 52,042 56,058
10 15,337 2,842
83,508 63,122
118,739 94,803
1 23,453 22,115
8.2 3,806 7
1,708 2,175
28,967 24,290
11 7,819 =
8.2 9,343 -
12 349 300
17,511 300
46,478 24,590
13 36,800 36,800
14 (754) (754)
14 (6) (6)
15 3,032 3,032
16 12,282 11,755
20,907 19,386
72,261 70,213
118,739 94,803

The financial statements from page 6 to 32 were approved by the Board of Directors on February 09, 2020

and signed on its behalf by:

|
N n.
_Sh—Ahmed Bin Ali Al Khalifa

Chairman

Mr. Bader Nasser Al-Kharafi

Board Member

The accompanying notes are an integral part of these financial statements
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ZAIN BAHRAIN B.S.C.
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

YEAR ENDED DECEMBER 31, 2019

Year ended December 31,

Notes 2019 2018
BD ‘000 BD ‘000
Revenue 17 62,895 66,198
Cost of revenue (18,997) (21,879)
Gross profit 43,898 44,319
Operating and administrative expenses 18 (21,553) (27,520)
Depreciation and amortization 8,9&10 (14,635) (10,401)
Impairment losses on financial assets 5,6 (1,250) (1,188)
Provision for inventories 7 (122) (98)
Operating profit 6,338 5,112
Other (loss) / income - net (145) 39
(Loss) / gain on currency translation adjustment (23) 2
Interest income 286 71
Finance costs 19 (1,187) (50)
Profit for the year 5,269 5,174
Other comprehensive income - - '
Total comprehensive income for the year 5,269 5,174
Basic and diluted earnings per share 20 Fils 14 Fils 14
sfr. Ahmed Bin Ali Al Khalifa Mr. Bader Nasser Al-Kharafi
Chairman Board Member

The accompanying notes are an integral part of these financial statements



ZAIN BAHRAIN B.S.C.
STATEMENY OF CHANGES IN EQUITY
YEAR ENDED DECEMBER 31, 2019

Balance, December 31,
2017

Transition adjustment on

adoption of IFRS 15

Balance as restated,
January 1, 2018

Appropriation of dividends

(note 13)

Total comprehensive income
for the year

Appropriation to statutory
Reserve

Balance, December 31,
2018

Transition adjustment on
adoption of IFRS 16 (note 2.1)
Balance as restated,

Yanuary 1, 2019

Appropriation of dividends

{(note 13)

Total comprehensive income
for the year

Appropriation to statutory
Reserve

BRalance, December 31,
2019

The accompanying notes are an integral part of these financial statements

Treasury
Share Treasury shares Share Statutory Retained
capital shares reserve  premium reserve earnings Total
BD 000 BD'000 BD 000 BD ‘000 BD 000 BD ‘000 BD 000
36,800 {754} (6) 3,032 11,238 16,800 67,110
_ R - - - (252) (252)
36,800 (754) (6) 3,032 11,238 16,548 66,858
- - - - - (1,819) {1,819)
- - - - - 5,174 5,174
- - - - 517 {517) -
36,800 (754} {6} 3,032 11,755 19,386 70,213
- - - - - (1,402) (1,402)
36,800 (754) (6) 3,032 11,755 17,984 68,811
- - - - - (1,819) (1,819)
- - - - - 5,269 5,269
- - - - 527 {527} -
36,800 (754} (6) 3,032 12,282 20,907 72,261




ZAIN BAHRAIN B.S.C.

STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2019

Cash flows from operating activities
Profit for the year
Adjustments for:
Depreciation and amortization
Provision for impairment of financial assets
Provision for inventories
Finance costs
Gain on disposal of property and equipment
Write-off property and equipment
Rebate received on payables
Provision for employees’ end of service benefits

Working capital changes:
Net change in inventories
Net change in trade receivables and other assets
Net change in accounts payable and other liabilities
Net change in contract liabilities
Payments for employees’ end of service benefits
Interest expense
Net cash from operating activities

Cash fiows from investing activities
Acquisition of property and equipment

Payment for intangible assets

Proceeds from disposal of property and equipment

Net cash used in investing activities

Cash flows from financing activities
Repayment of term loans

Repayment of principal portion of lease liabilities
Interest paid

Dividends paid

Net cash used in financing activities

Net increase in cash and cash eguivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Mon-cash transactions (note 5)

Year ended December 31,

Notes 2019 2018
BD ‘000 BD ‘000
5,269 5,174
8, 9810 14,635 10,401
5,6 1,250 1,188
7 122 98
19 1,187 50
- (4)
9 950 -
(754} -
12 62 55
22,721 16,962
73 1,168
358 (2,389)
1,094 (7,983)
(467) 308
12 (13) (76)
(1,187) -
22,579 7,990
9 (6,295) (1,153)
10 (5,078) (8)
- 4
(11,373) (1,157)
. (1,875)
(4,223) -
- {52)
(1,789) (1,773)
(6,012) (3,700)
5,194 3,133
5,045 1,912
5 10,239 5,045

The accompanying notes are an integral part of these financial statements




ZAIN BAHRAIN 8.5.C.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

1. CORPORATE INFORMATION

Zain Bahrain B.S.C. (the “"Company”) is a Bahraini Shareholding Company (Public) incorporated in the Kingdom
of Bahrain on Aprit 19, 2003 and registered with the Ministry of Industry, Commerce and Tourism under
Commercial Registration number 50603, Its shares are listed on Bahrain Bourse. The Company is a subsidiary of
Mobite Telecornmunications Company K.5.C.P. {the “Parent Company”), a Kuwaiti shareholding company listed
on the Kuwait Stock Exchange. The Company's registered office is P.O. Box 266, Manama, Kingdom of Bahrain.

The Company is mainly engaged in the provision of public telecommunications and retated products and services.

2. ADOPTION OF NEW AND REVISED STANDARDS (IFRSs)

2.1 New and revised IFRS Standards that are effective for the current year

In the current year, the Company has adopted for the first time IFRS 16 Leases as issued by the IASB in January
2016. The Standard replaces the existing guidance on leases, including IAS 17 Leases, IFRIC 4 Determining
whether an Arrangement contains a Lease, SIC 15 Operating Leases - Incentives and SIC 27 Evaluating the
Substance of Transactions in the Legal Form of a Lease.

IFRS 16 results In lessees accounting for most leases within the scope of the Standard in a manner similar te the
way in which finance leases are accounted for under IAS 17 Leases. The Standard requires lessees to recognize
a 'right of use’ asset and a corresponding financial liability on the balance sheet. The asset is amortized over the
length of the lease and the financial liability is measured at amortized cost. The requirements for lessor accounting

remains substantially unchanged.
The Company’s accounting policies for its leases are detailed in note 3.

The date of initial apptlication of IFRS 16 for the Company is January 1, 2019. Upon adoption of IFRS 16, the
Company has opted for the modified retrospective application permitted by the Standard.

Practical expedients used and impact of application of IFRS 16 Leases
buring the first time application of IFRS 16 to operating leases, the Company has used the following practical
expedients:

e Use of a single discount rate.

= Reliance on previous assessments on whether leases are onerous.

¢ The exclusion of initial direct costs for the measurement of the right-of-use asset at the date of initlal

appilication.
e The use of hindsight in determining the lease term where the contract contains options to extend or terminate

the lease.

The associated right-of-use assets for property leases were measured on a retrospective basis as if the new rules
had always been applied. The recognized right-of-use assets relate to the foliowing types of assets:

December 31, January I,
2019 2019
BD ‘G00 8D 000
Building and premises 3,136 3,995
Sites 9,597 10,110
Vehicles 30 52
12,763 14,157

190




ZAIN BAHRAIN B.S.C.
NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2019

The off-balance sheet lease obligations as of December 31, 2618 are reconciled as follows to the recognized lease

liabilities as of January 1, 2019:

Operating lease commitments disclosed as of December 31, 2018

Discounted using the Company's incremental borrowing rate at the date of initial application

BD ‘0060

26,051

20,192

Adjustments as a result of a different treatment of extension and termination options and

other adjustments
Lease liabilities recognized as at January 1, 2019
Of which are:

Current lease liabilities
Non-current lease liabilities

(5,329)

14,863

4,690

10,173

14,863

Impact of the application of IFRS 16 on assets, liabilities and equity as at January 1, 2019:

As
previously IFRS 16
reported adjustments As restated
BD 000 BD 000 BD ‘000

Right-of-use assets - 14,157 14,157
Trade receivables and other assets 27,777 (696) 27,081
Net impact on total assets 27,777 13,461 41,238
Lease liabilities - 14,863 14,863
Net impact on total liabilities - 14,863 14,863
Net impact on retained earnings 19,386 {1,402} 17,984

The following table summarizes the impact on the statement of profit or loss
2019.

For the year

for the year ended December 31,

ended December 31, 2019

Without
adoption of

As reported IFRS 16 IFRS 16

BD ‘000 BD ‘000 BD ‘000
Operating and administrative expenses (21,553) (5,003) (26,556)
Depreciation and amortization (14,635) 3,903 (10,732)
Other (loss) / income — net (145) (12) {157)
Finance costs {1,187} 736 {451)

Profit for the year (376)

The following tabie summarizes the impact on the statement of cash flows for the year ended December 31, 2019.

For the year ended December 31, 2019

Without
adoption of
As reported IFRS 16 IFRS i6
BD 000 BD *000 BD ‘000
Operating lease payments - 4,954 4,954
Interest paid 1,187 (736) 451
Net cash flows from operating activities 4,218
Payrent of principal portion of lease liabilities 4,223 {4,223) -
Net cash used in financing activities (4,223)

11



ZAIN BAHRAIN B.S5.C.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

2.2 Other new and revised Standards applied with no material impact on the financial statements

In the current year the Company has applied the following IFRS Standards and interpretations that are effective
for an annual period that begins on or after January 1, 2019. Their adoption did not have any material impact on
the disclosures or on the amounts reported in the financial statements:

°

2.3

Amendments to IFRS 9 Prepayment Features with Negative Compensation and Modification of financial
liabilities: The amendments to IFRS 9 clarify that for the purpose of assessing whether a prepayment feature
meets the SPPI condition, the party exercising the option may pay or receive reasonable compensation for
the prepayment irrespective of the reason for prepayment. In other words, prepayment features with
negative compensation do not automatically fail SPPI.

Amendments to IAS 28 Long Term Interests in Associates and Joint Ventures

The amendments clarify that an entity applies IFRS 9 to long-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 fong term investments. The amendments also cfarified
that in applying IFRS 9, an entity does not take into account of any losses of the associate or joint venture,
or any impairment losses on the net investments that arise from applying IAS 28,

Annual Improvements to IFRSs 2015-2017 Cycle Amendments to IFRS 3 Business Combinations, IFRS 11
Joint Arrangements, IAS 12 Income Taxes and IAS 23 Borrowing Costs.

Amendments to IAS 19 Employee Benefits Plan Amendment, Curtailment or Settlement to clarify the
accounting for defined benefit plan amendments, curtailments and settlements,

IFRIC 23 Uncertainty over Income Tax Treatments

The interpretation addresses the determination of taxable profit (tax loss), tax bases, unused tax losses,

unused tax credits and tax rates, when there is uncertainty over income tax treatments under JAS 12. It

specifically considers:

- whether tax treatments should be considered collectively;

- Assumptions for taxation authorities' examinations;

- the determination of taxable profit (tax loss), tax bases, unused tax losses, unused tax credits and tax
rates; and

- the effect of changes in facts and circumstances.

New and revised standards issued but not yet effective

At the date of authorization of these financial statements, the Company has not applied the following new and
revised IFRS Standards that have been issued but are not yet effective:

Amendments to IAS 1 Presentation of Financlal Statements and 1AS 8 Accounting Policies, Changes in
Accounting Estimates and Errors - Definition of Material (effective from January 1, 2020).

Amendments to IFRS 3 Business Combinations - Definition of a Business (effective from January 1, 2020).

Amendments to References to the Conceptual Framework in IFRS Standards related IFRS 2, IFRS 3, IFRS 6,
IFRS 14, IAS 1, IAS 8, IAS 34, IAS 37, IAS 38, IFRIC 12, IFRIC 19, IFRIC 20, IFRIC 22, and SIC-32 {effective

from January 1, 2020).

Amendments to IFRS 7 Financial Instruments: Disclosures and IFRS 9 Financial Instruments. Amendments
regarding pre-replacement issues in the context of the IBCR reform {effective from January 1, 2020).

IFRS 17 Insurance Contracts {effective from January 1, 2022).

Amendments to IFRS 10 Consolidated Financial Statements and 1AS 28 related to the treatment of the sale
or contribution of assets between an Investor and its Associate or Joint Venture (Effective date deferred
indefinitely. Adoption is still permitted).

The Directors do not expect that the adoption of the above Standards will have a material impact on the
Company’s financial statements in future periods.

12




ZAIN BAHRAIN B.S.C.
NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2019

3. SIGNIFTICANT ACCOUNTING POLICIES

Basis of accounting
The financial statements have been prepared in accordance with International Financial Reporting Standards
("IFRS Standards™) and the applicable requirements of the Bahraln Commercial Companies Law and the Central

Bank of Bahrain Rule Book.

The financial statements have been prepared on the historical cost basis.
The financial statements have been presented in Bahraini Dinars {“*BD") which is the Company’s functional
currency. Al financial information presented in Bahraini Dinars has been rounded to the nearest thousand

(BD'000) except where stated otherwise.

Going concern

Management has assessed the Company’s ability to continue on a going concern and is satisfied that the Company
has the resources to continue in business for the foreseeable future. Furthermore, the Board of Directors of the
Company is not aware of any material uncertainties that may cast significant doubt upon the Company’s ability
to continue as a going concern. Therefore, the financial statements continue to be prepared on the going concern

basis.
The principal accounting policies adopted are set out below.

Revenue recognition
The Company recognizes revenue from the following major sources:
¢« Revenue from telecommunication services
¢ Handset trading
» Upgrade rights for additional services
¢ Value added services (VAS) sharing arrangements

Revenue is measured based on the consideration to which the Company expects to be entitled in a contract with
a customer and excludes amounts collected en behalf of third parties. The Company recognizes revenue when it
transfers control of a product or service to a customer.

Handsets and telecommunication services

Revenue from mobile telecommunication services provided to postpaid and prepaid customers is recognized as
services are transferred. When the customer performs first, for example, by prepaying its promised consideration,
the Company has a contract liability. If the Company performs first by satisfying performance obligation, the
Company has a contract asset. Consideration received from the sale of prepaid credit is recognized as contract
liability until such time as the customer uses the services when it is recognized as revenue,

The Company provides subsidized handsets to its customers along with mobile telecommunication services and
IFRS 15 requires entities to allocate a contract’s transaction price to each performance obligation based on thelr
refative stand-alone selling price. Revenue from device sales is recognized when device is delivered to the
customer, This usually occurs when customer signs a contract. Revenue from volice, messaging, internet services
etc. are included in the bundled package are recognized on the period of the contract as the services are rendered.

In the case of locked devices, revenue from the delivery of the device and service is recognized over the period
of the contract as the Company concluded that it is a single performance obligation.

The Company has offering where it provides customer with multiple handsets. Revenue is deferred for handsets
that are not delivered.

Upgrade rights .
The Company offers early upgrade rights for additional services. This requires the Company to determine the

accounting, including whether a material right has been granted to the customer, if the right affects the
transaction price, if modification accounting applies or if wajved amounts are an incentive to enter into a new
contract. A material right is an option to acquire additional goods or services at a price that does not reflect the
good’s or service’s stand-alone selling price and is considered a separate performance obligation.

Value-added services
Revenue from VAS is recognized when the Company performs the related service on the basis of Company’s

share of the billing rate applied against facilitating the service.
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Significant financing component

If a customer can pay for purchased equipment over a period along with network services, IFRS 15 requires
judgement to determine if the contract includes a significant financing component. If it does, then the transaction
price is adjusted to reflect the time value of money.

Roaming
Roaming revenue arises from revenue sharing arrangements with other telecommunication operators in respect

of traffic exchanged and is recognized as earned.

Interconnection

Revenue {inbound)
Interconnection revenue represents amounts receivable from other network operators for their subscribers’ traffic

terminated on the Company’s network and is accounted for during the period of such use,

Expense {outbound)
Interconnection expenses represent amounts payable to other network operators for the traffic terminated on

their network by the Company's subscribers and are accounted for during the period of such use.

Interest income
Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest

rate applicable.

Property and equipment

Property and equipment are stated at cost less accumulated depreciation and accumulated impairment losses if
any. Cost includes expenditures that are directly attributable to the acquisition cost of the asset. Subsequent
expenditure Is capitalized only when it is probable that the future economic benefits associated with the

expenditure will flow to the Company.

Depreciation is recognized so as to write off the cost of assets or valuation of assets {other than freehold land
and capital work in progress) over their estimated useful lives, using the straight-tine method.

The estimated useful lives of property and equipment are as follows:

Freehold building 50 years
Network equipment 3-20 years
Office equipment 4-5 years
Furniture and fixtures 5 years
Vehicles 5 years

Freehold land is not depreciated. Assets (including capital work in progress) are depreciated from the time an
asset is completed and ready for use.

An item of property and equipment Is derecognized upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of
an itemn of property and equipment is determined as the difference between the sales proceeds and the carrying
amount of the asset and is recognized in profit or loss.

Intangible assets
Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated

amortization and accumulated impairment losses, if any. For acquired network businesses whose operations are
governed by fixed-term licenses, the amortization period is determined primarily by reference to the unexpired
license period and the conditions for license renewal. Telecom license fees are amortized on a straight line basis

over the life of the license.

Indefeasible Right to Use {"IRU") are the rights to use a portion of the capacity of a terrestrial or submarine
transmission cable granted for a fixed period. IRUs are recognized at cost as an asset when the Company has
the specific indefeasible right to use an identified portion of the underlying asset, generally optical fibers or

dedicated wave length bandwidth and the duration of the right is for the major part of the underlying assel’s
economic life. They are amortized on a straight line basis over the shorter of the expected period of use and the

life of the contract.

Intangible assets with indefinite useful lives that are acquired separately are carried at cost less accumulated
impairment iosses, if any.
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Impairment of non-financial assets
Where there is an indication of impairment in value, such that the recoverable amount of an asset (other than

inventories) falls below its net book vatue, an impairment loss is recognized immediately in profit or loss, unless
the relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a revaluation

decrease.

When an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognized for the asset in prior years.
A reversal of an impairment loss is recognized immediately in profit or loss, unless the relevant asset is carried
at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

Funding costs

Borrowing costs directly attributable to the acquisition, construction or production 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 substantially ready for their intended use or sale. All
other borrowing costs are recognized in profit or loss in the period in which they are incurred.

Inventories
Inventories are stated at the lower of cost and net realizable value. Costs of inventories are determined con a

weighted average basis. Costs are those expenses incurred in bringing each product to its present location and
condition.
Net realizable value represents the estimated selling price in the ordinary course of business iess all estimated

selling expenses.

Financial instruments
Financial assets and financial liabilities are recognized in the Company’s statement of financial position when the

Company becomes a party to the contractual provisions of the instrument.

Financial assets and financial Habilities are initially measured at fair value. Transaction costs that are directly
attributable to the acquisition or issue of financial assets and financial liabilities (other than financial assets and
financial liabilities at fair value through profit or loss) are added to or deducted from the fair value of the financial
assets or financial Habilities, as appropriate, on initial recognition. Transaction costs directly attributable to the
acquisition of financial assets and financial liabilities at fair value through profit or loss are recognized immediately

in profit or loss,

Financial assets
All recognized financial assets are measured subsequently in their entirety at either amortized cost or fair value,

depending on the classification of financial assets.
Classification of financial assets

Financial assets are classified as follows:

« Financial assets at amortized cost

« Financial assets at Fair Value Through Other Comprehensive Income {FVTOCI)
+ Financial asset at Fair Value Through Profit or Loss {FVTPL)

The classification and measurement category of financial assets, except for equity instruments and derivatives,
are assessed based on a combination of the entity’s business model for managing the assets and the instruments’

contractual cash flow characteristics.

Business model assessment:

The Company determines its business model at the level that best reflects how it manages groups of financial
assets to achieve its business objective. That is, whether the Company’s objective is solely to collect the
contractual cash flows from the assets or is to collect both the contractual cash flows and cash flows arising from
the sale of assets. If neither of these are applicable (e.qg. financial assets are heid for trading purposes), then
the financial assets are classified as part of 'Sell’ business model.

The business model assessment is based on reasonably expected scenarios without taking 'worst case’ or 'stress
case’ scenarios Into account.

Contractual cash flow characteristics test:

The Company assesses whether the financial instruments’ cash flows represent Solely for Payments of Principal
and Interest (the ‘SPPI"). The most significant elements of interest within a lending arrangement are typically
the consideration for the time value of money and credit risk. The Company reclassifies a financial asset onfy
when its business model for managing those assets changes. The reclassification takes place from the start of
the first reporting period following the change. Such changes are expected to be very infrequent.
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Financial assets at amortized cost
A financial asset is measured at amortized cost i It satisfies the SPPI test and is held within a business modei

whose objective is to hold assets to collect contractual cash flows; and its contractual kerms give rise, on specified
dates, to cash flows that are solely payments of principal and profit on the principal amount outstanding.

The Company’s cash and cash equivalents, trade and receivables, contract assets, and other assets are classified
as financial assets at amortized cost.

Financial assets at FVYTOCI

A debt instrument is measured at FVOCI if It satisfles the SPPI test and is held within a business model whose
objective is to hold assets to collect contractual cash flows and to seli. These assets are subsequently measured
at fair value, with change in fair value recognized in Other Comprehensive Income (OCI). Interest income is
calculated using the effective interest method. Foreign exchange gains/losses and impairment are recognized in
profit or loss. On de-recognition, gains and losses accumutated in OCI are reclassified to the statement of profit

or loss.

For an equity instrument; upon initial recognition, the Company may elect to classify irrevocably some of its
equity investments as equity instruments at FVOCI when they meet the definition of equity under IAS 32 Financial
Instruments: Presentation and are not held for trading. Such classification is determined on an instrument-by-
instrument basis. Gains and losses on these equity instruments are never recycled to the statement of profit or
toss. Dividends are recognized in profit or loss when the right to receive has been established, except when the
Company benefits from such proceeds as a recovery of part of the cost of the instrument, in which case, such
gains are recorded in OCIL. Equity instruments at FVOCI are not subject to an impairment assessment. Upon
disposal cumuiative gains or losses may be reclassified from fair value reserve to retained earnings in the

statement of changes in equity.

Financial assef at FVTPL
Financial assets that do not meet the criteria for amortized cost or FVOCI are measured at FVTPL. This also

inciudes equity instruments held-for-trading and are recorded and measured in the statement of financial position
at fair value. Changes In fair values and dividend income are recorded in statement of profit or loss according to
the terms of the contract, or when the right to recelve has been established.

Impairment of financial assets

A loss allowance for expected credit tosses (ECL) is recognized on investments in debt instruments that are
measured at amortized cost or at FVTOCI and trade receivables, as well as on financial guarantee contracts. The
amount of expected credit loss is updated at each reporting date to reflect changes in credit risk since initial
recognition of the respective financial instrument.

ECL are the discounted product of the Probability of Default (PD), Exposure at Default {(EAD), and Loss Given
Default (LGD). The PD represents the likelihood of a borrower defauiting on its financial obligation, either over the
next 12 months (12M PD), or over the remaining lifetime (Lifetime PD) of the obligation. EAD represents the
expected exposure in the event of a default. The Company derives the EAD from the current exposure to the
financial instruments and potential changes to the current amounts allowed under the contract including
amortization. The EAD of a financial asset is its gross carrying amount. The LGD represents expected loss
conditional on default, its expected value when realized and the time value of money,

The Company incorporates forward-looking information based on expected changes in macro-economic factors in
assessment of whether the credit risk of an instrument has increased significantly since its initial recognition and
its measurement of ECL.

Impairment of trade receivables
The Company always recognizes lifetime ECL for subscriber receivables, contract assets and distributor receivables,

using the simpiified approach.

To measure the expected credit iosses, subscriber receivables and contract assets are grouped based on shared
credit risk characteristics and the days past due. The contract assets relate to unbilled subscriber receivables and
have substantially the same risk characteristics as the subscriber receivable for the same type of contracts. The
Company has therefore concluded that the expected loss rates for trade receivables are a reasonable
approximation of the loss rates for the contract assets,
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Impairment of other financial assets
The Company recognizes expected credit loss (ECL) for cash and cash equivalents and other advances using the

general approach.

Under this approach the Company applies three-stage approach to measuring ECL. Assets migrate through the
three stages based on the change in credit quality since initial recognition. Financial assets with significant increase
in credit risk since initial recognition, but not credit impaired, are transitioned to stage 2 from stage 1 and ECL is
recognized based on the probability of default (PD) of the counter party occurring over the life of the asset. All
other financial assets are considered to be in stage 1 unless it is credit impaired and an ECL is recognized based
on the PD of the customer within next 12 months. Financial assets are assessed as credit impaired when thereis
a detrimental impact on the estimated future cash flows of the financial asset.

Significant increase in credit risk

In assessing whether the credit risk on a financial instrument has increased significantly since initial recognition,
the Company compares the risk of default occurring on the financial instrument at the reporting date with the
risk of default occurring on the financial instrument at the date of initial recognition. In making this assessment,
the Company considers both quantitative and qualitative information that is reasonable and supportable, including
historical experience and forward looking information that is available without undue cost or effort.

The Company considers a financial asset to have a low credit risk when the asset has external credit rating of
‘investment grade” and there is no past due amounts,

Credit-impaired financial assets
A financial asset is credit-impaired when one or more events that have a detrimental impact on the estimated
future cash flows of that financial asset, have occurred. Evidence that a financial asset is credit-impaired includes
observable data about the following events:
«  Significant financial difficulty of the borrower;
+ A breach of contract, such as default or past due event;
¢« The lender(s) of the borrower, for economic or contractual reasons relating to the borrower’s financial
difficulty, having granted to the borrower a concession(s) that the lender(s) would not otherwise consider;
+ It is becoming probable that the borrower will enter into bankruptcy or other financial reorganization; or
» The disappearance of an active market for that financial asset because of financial difficulties.

Financial liabilities
Financial liabilities that are not (i) contingent consideration of an acquirer in a business combination, (ii) Held for

trading, or (iii) designated at FVTPL, are subsequently measured at amortized cost.

Offsetting financial assets and financial liabilities
Financial assets and liabilities are offset and reported on a net basis in the statement of financial position when a
legally enforceable right to set-off such amounts exists ad when the Company intends to settle on a net benefits
basis or to release the assets and settle the liabilities simultaneously.

Cash and cash equivalents
Cash and cash equivalents comprise cash in hand, current accounts with banks and bank deposits with contractuat
maturities of three months or less and which are subject to insignificant risk of changes in fair value,

Provisions
Provisions are recognized when the Company has a present obligation {legal or constructive) arising from a past
event, it is probable that the Company will be required to settle the obligation, and a reliable estimate can be

made of amount of obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting peried, taking into account the risks and uncertainties surrounding the
oblgation. When a provision is measured using the cash flows estimated to settle the present obligation, its
carrying amount is the present value of those cash flows {when the effect of the time value of money is materiat).

When same or ail of the economic benefits required to settle a provision are expected to be recovered from a
third party, a receivable is recognized as an asset if it is virtually certain that the reimbursement will be received
and the amount of the recelvable can be measured reliably.
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iLeases (effective from January 1, 2019)
The Company as lessee:

The Company assesses whether a contract is or contains a lease, at the inception of the contract. The Company
recognizes a right-of-use asset and a corresponding lease liability with respect to all lease arrangements in which
it is the lessee, except for short term leases (lease term of 12 months or less) and leases of low value assets.
For these leases, the Company recognizes the lease payments as an operating expense on a straight-line basis
over the term of the lease.

The [ease liability is initially measured at the present value of lease payments that are not paid at the
commencement date, discounted by using the rate implicit in the lease. If this rate cannot be readily determined,
the Company uses its incremental borrowing rate.

Lease payments included in the measurement of the lease liability comprise the following where applicable:

« Fixed lease payments, less any lease incentives;

« Variable lease payments that depend on an index or rate, initially measured using the index or rate at the
commencement date;

o  Amount expected £to be payable by the lessee under the residual value guarantees;

¢ The exercise price of the purchase option, If the lessee is reasonably certain to exercise the options; and

« Payment of penalties for terminating the lease, if the [ease term reflects the exercise of an option to
terminate the lease.

The lease liability is subsequently measured by increasing the carrying amount to reflect interest on the lease
liability (using effective interest method) and by reducing the carrying amount to reflect the lease payments
made.

The right-of-use assets comprise the initial measurement of the corresponding lease liability, lease payments
made at or before the commencement day and any initial direct costs. They are subsequently measured at cost
less accumulated amortization (over the shorter period of lease term and useful life of the underlying asset) and
impairment losses.

The Company recognizes a provision when it incurs an obligation for costs to dismantle and remove a leased
asset or restore the site on which it is located.

Leases (Pricr to January 1, 2019)

The Company as lessee:

Finance leases, which transfer to the Company substantially all the risks and benefits incidental to ownership of
the leased item, are capitalized at the inception of the lease at the fair value of the leased asset or, if lower, at
the present value of the minimum lease payments. Lease payments are apportioned between finance expenses
and reduction of the lease lability so as to achieve a constant rate of interest on the remaining balance of the
lease.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are classified as
operating leases. Operating lease payments are recognized as an expense in the profit or loss on a straight- line
basis over the lease term.

Provision for employees’ end-of-service benefits

Bahraini employees

Pension rights (and other social benefits) for Bahraini employees are covered by Social Insurance Organization
for Social Insurance scheme to which employees and employers contribute monthly on a fixed-percentage-
salaries basis. The Company’s share of contributions to this scheme, which is a defined contribution scheme
under IAS 19 Employee benefits is recognized as an expense statement of profit or loss and total comprehensive
income,

Expatriate employees

Expatriate employees are entitled to leaving indemnities payabte under the Bahraini Labor Law for private sector,
based on length of service and final remuneration. Provision for this unfunded commitment which represents a
defined benefit plan has been made by calculating the notional liability had all employees left at the reporting
date. The liability recognized in the statement of financial position in respect of the employees’ end of service
benefits is the present value at the reporting date.

Employees’ saving scheme

The Company operates an employee saving scheme for its Bahraini employees. The scheme’s assets consist of
deposits with banks are not incorporated in these financial statements,
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Foreign currencies

Transactions in currencies other the Company’s functional currency {foreign currencies} are recognized in the
Company’s functional currency at the rates of exchange ruling at the dates of the transactions. Monetary assets
and liabilities denominated in foreign currencies are retransiated at the rate of exchange ruling at the reporting
date. All differences are taken to profit or loss. Non-monetary items that are measured in terms of historical cost
in a foreign currency are not retransiated.

Segment information

An operating segment is a component of an entity that engages in business activities from which it may earn
revenues and incur expenses including revenues and expenses relating to transactions with other components of
the same entity, whose operating results are regularly reviewed by the entity’s Chief Executive Officer to make
decisions about resources to be allocated to the segment and assess its performance and for which discrete

financial information is available.

Treasury shares
The cost of the Company’s own shares purchased, including directly attributable costs, is classified under equity.
Gains or losses arising on sale are separately disclosed under shareholders” equity and these amounts are not
available for distribution. These shares are not entitled to cash dividends. The issue of bonus shares increases
the number of treasury shares proportionately and reduces the average cost per share without affecting the total
cost of treasury shares,

4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Company’s accounting policies, which are described in note 3, the management is
required to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sources. The estimates and associated assumptions are based on
historical experience and other factors that are considered to be relevant. Actual results may differ from these

estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recoghized in the period in which the estimate is revised if the revision affects only that period, or in the
period of the revision and future periods if the revision affects both current and future periods.

Critical judgements in applying the Company's accounting policies
In the process of applying the Company’s accounting policies, which are described in note 3, management has
made the following judgements that may have significant effect on the amounts recegnized in the financial

statements.

Determining the lease term
In determining the lease term, management considers all facts and circumstances that create an economic

incentive to exercise an extension option, or not exercise a termination option. Extension options (or periods
after termination options) are only included in the lease term if the lease is reasonably certain to be extended
(or not terminated). Management did not include the extension options in those the lease terms stipulating that
the lease cannot be renewed without the consent of both parties.

Key sources of estimation uncertainty
The following is the key assumption concerning the future, and other key sources of estimation uncertainty at
the reporting date, that have a significant risk of causing a material adjustment to the carrying amounts of assets

and liabilities within the next financial year.

Property and equipment - network
Due to the nature of the Company’s business, the network assets of the Company, as detailed in note 9, are

susceptible to technological obsolescence. Management depreciates those assets over 3 to 20 vyears. The
estimation of network assets usefui lives is based on management judgement and estimates. In order to estimate
the lives of network assets, management considers the nature of the assets, usage and technological
advancement. Therefore, any technological advancement in future may warrant the need for substantial upgrade
of equipment.
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5, CASH AND CASH EQUIVALENTS

Cash and cash equivalents include cash and short-term bank deposits with an original maturity of three months

or kess.

2019 2018
BD 000 BD ‘000
Cash and current accounts with banks 10,160 4,928
Items under collection 81 119
10,241 5,047
Loss allowance {2) (2)
Cash and cash equivalents 10,239 5,045

The following table shows the movement of loss allowance on cash and cash equivalents during the year:

2019 2018
BD '000 BD ‘000
Balance as at January 1 2 -
Adjustment upon application of IFRS 9 - 43
Balance as at January 1 under IFRS 9 2 43
Net decrease in loss allowance - (41}
Balance as at becember 31 2 2
Non-cash transactions:
2019 2018
BD ‘000 BD ‘000
bividends declared not yet settled at the reporting date 168 138
Write-off property and equipment against pavyables - 695
Changes in liabilities arising from financing aclivities:
Term loans
2019 2018
BD 000 BD ‘000
Total liabilities from financing activities at January 1 1,875
Repayment - {1,875)

Total [iabilities from financing activities at December 31
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6. TRADE RECEIVABLES AND OTHER ASSETS

2019 2018
BD 000 BD 000
Trade receivables:
Bue from postpaid subscribers 24,712 23,383
Due from roaming partners 1,376 1,460
Contract assets 7,790 10,031
Due from distributors 409 301
Interconnect receivables from other operators 727 475
35,014 35,650
Loss allowance {12,810) (11,539)
22,204 24,111
Accrued income (unbilied services) 77 50
22,281 24,201
Other assets:
Due from a related party (note 21) 1 1
Sundry receivables and advance payments 1,411 1,179
Staff receivables 124 86
Loss allowance {155) {176)
Prepaid expenses 1,810 2,486
3,191 3,576
Total trade receivables and other assets 25,472 27,777
Less: Non-current portion of contract assets (2,167} (2,930)
Less: Non-current portion of prepaid expenses (1,199) (1,292)
22,106 23,555
The loss allowance of trade receivables and other assets is broken down as follows:
2019 2018
BD '000 BD 000
Trade receivables:
Postpaid subscribers {note 6.1) Collectively assessed 11,843 10,505
Roaming partners Individually assessed 328 328
Contract assets Collectively assessed 515 621
Due from distributors Collectively assessed 4 9
Interconnect receivables from other operators Individuaily assessed 120 76
Other assets:
Sundry receivables Collectively assessed 149 171
Staff receivables Collectively assessed 6 5
12,965 11,715

6.1 Trade receivables postpaid subscribers

Management considers that invoices outstanding up to 60 days are considered within the acceptable credit period.
No interest is charged on trade receivable.

The Company always measures the allowance for trade receivables at an amount equal to lifetime expected credit
losses (ECL). The ECL on trade receivables is estimated using a provision matrix by reference to past default
experience of the debtors’ group under postpaid receivables, and an assessment of both the current as well as
the forecast direction of conditions at the reporting date. The Company considered the probability of default at
100% for the aggregate portion of trade receivables balance aged more than 90 days.

There has been no change in the estimation techniques or significant assumptions made during the current year.

A trade receivable is written off when there is information indicating that the debtor is in severe financial difficuity
and there is no realistic prospect of recovery.
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The following table details the risk profile of trade receivables from post-paid subscribers and due from distributors
based on the Company’s provision risk matrix. As the Company’s historical credit loss experience does not show
significantly different loss patterns from different customers segments, the provision for loss allowance based on
past due status is not further distinguished between the Company’s different customer bases.

December 31, 2019 December 31, 2018
Estimated Estimated
total gross total gross
carrying Expected carrying Expected
Aging amount at credit Lifetime amount at credit Lifetime
brackets defauit loss rate ECL default loss rate ECL

BD ‘000 Yo BD ‘000 BD ‘000 % BD 000
< 30 days 1,795 11% 193 1,755 5% 83
31 - 60 days 794 14% 109 955 16% 155
61 - 90 days 409 34% 139 566 39% 219
91 - 180 days 1,373 45% 616 1,457 53% 771
> 181 days 20,750 52% 10,790 18,951 49% 9,286
25,121 11,847 23,684 i0,514

The following table shows the movement in the loss alfowance that has been recognized for trade and other
receivables:

Collectiveily Individuaily

assessed assessed Total
BD ‘000 BD ‘000 BD 000
Balance, January 1, 2018 under IAS 39 10,291 239 10,530
Adjustment upon application of IFRS 9 (291) 248 (43)
Balance, January 1, 2018 under IFRS 9 10,000 487 10,487
Net increase / {decrease) in loss allowance 1,311 (83) 1,228
Balance, December 31, 2018 11,311 404 11,715
Net increase in loss allowance 1,206 44 1,250
Balance, December 31, 2019 12,517 448 12,965

The net increase in the loss allowance during the year is mainly attributed to the increase in gross exposures at
default, namely for postpaid trade receivables under the aging bracket above 181 days.

7. INVENTORIES

2019 2018
BD 000 BD ‘000
Handsets, accessories and others 4,494 4,567
Provision for obsolescence {1,608) (1,486)
2,886 3,081
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8. LEASES
The Company only operates as a lessee.
8.1 Right-of-use assets

The recognized right-of-use assets relates to the following types of assets leased by the Company. The average
lease term is five years.

Building and
premises Sites Vehicles Total

BD 000 8D ‘000 BD 000 BD ‘000
Balance, December 31, 2018 - - - -
Transition adjustments on IFRS 16 application 3,995 10,1106 52 14,157
Balance, January 1, 2019 (restated) 3,955 10,110 52 14,157
Amortization (1,189) (2,689) (25) (3,903)
Additions / modifications 330 2,266 3 2,589
Termination - (90) - (S0}
Balance, December 31, 2019 3,136 9,597 30 12,763

The following are the amounts recognized in profit and loss for the year ended December 31, 2019:

2019
BD 000
Amortization expense on right-of-use assets 3,903
Interest expense on lease liabilities 736

During 2019, the total cash cutflow for [eases amounted to BD 4,954 thousands.

At the reporting date, none of the property leases in which the Company is the lessee, contain variable lease
payment terms.

8.2 Lease liahilities
2019
BD 000
Balance, December 31, 2018 -
Transition adjustments on IFRS 16 application 14,863
Balance, January 1, 2019 (restated) 14,863
Additions 2,599
Terminations (95)
Accretion of interest (note 19) 736
Payments (4,954)
Balance, December 31, 2019 13,149
Below is the allocation of lease liabilities as at December 31, 2019:
2019
BD 000
Current lease liabilities 3,806
Non-current lease liabilities 9,343
13,149
The maturity analysis of lease liabilities as at December 31, 2019 is as follows:
2019
BD ‘000
Not later than 1 year 4,422
Later than 1 year and not later than 5 years 9,235
tater than 5 years 1,192
14,849
Less: unearned interest (1,700)
13,149

The Company does not face a significant liquidity risk with regard to its liabilities. Lease liabilities are monitored
within the Company’s treasury function.
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ZAIN BAHRAIN B.S.C.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

10. INTANGIBLE ASSETS

2019 2018
BD 000 BD 000
National Fixed Wireless Services license {note 10.1) 780 1,152
Mobile frequency and spectrum licenses (note 10.2} 13,579 622
Other intangible assets (note 10.3) 978 1,068
15,337 2,842
The movement of intangible assets is as follows:
2019 2018
8D 000 BD *000
Balance, beginning of year 2,842 6,825
Effect of change in accounting policies (note 10.4) - (3,471)
Restated at the beginning of the year 2,842 3,354
Additions 13,866 8
Amortization charge (1,371) (520)
Balance, end of year 15,337 2,842

The National Fixed Wireless Services ("NFWS") license was acquired on January 8, 2007. Cost of BD

Frequency license for additional spectrum block was acquired on September 19, 2013. Cost of BD
956,700 is amortized over the license period of 15 years. During the year, the Company renewed mobile
frequency license and spectrum freqguency license for 10 years and 15 years respectively and the license
fees are required to be paid over five year period. Accordingly the license fees were capitalized by

10.1
5,676,211 is amortized over the license period of 15 years.
10.2
discounting at incremental borrowing rate.
10.3 Other intangible assets are amortized over the contracted period.
10.4

With the adoption of IFRS 15 on January 1, 2018, the Company recognized the cumulative effect of
initially applying this standard as an adjustment to the opening balance of retained earnings.
Accordingly, the carrying amount of subscribers acquisition cost amounting to BD 3.471 million, net of
the carrying amount of lock devices which were recognized as other assets, was transferred to retained

earnings.

ii. ACCOUNTS PAYABLE AND OTHER LIABILITIES

2019 2018
BD 000 8D 000

Due to suppliers 9,972 3,562
Accrued expenses 14,569 8,716
Interconnection payable 1,925 2,011
Due to roaming partners 551 928
Accrued employees’ benefits 1,267 1,074
Due to related parties (note 21) 2,356 5,442
Value added tax payable 218 -
Accrued Directors’ remuneration {(note 21) 224 223
Deposits 22 21
bividends payabie i68 138
Total accounts payable and other liabilities 31,272 22,115
Less: Non-current portion of due to suppliers (7,819 -

23,453 22,115

No interest is charged on trade payables.
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ZAIN BAHRAIN B.S.C.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

12, PROVISION FOR EMPLOYEES' END OF SERVICE BENEFITS

The movement of the provision for the employees’ end of service indemnity was as follows:

2019 2018
BD ‘000 BD ‘000
Balance, beginning of year 300 321
Charge for the year 62 55
Settlements (13) (76)
Balance, end of year 349 300

13. SHARE CAPITAL

The Company’s issued share capital consists of 368,000,000 ordinary shares at 100 Fils each, issued and fully
paid. Below are the shareholders with more than 5% equity stake:

December 3%, 2019 December 31, 2018

No. of % of No. of % of
shares shareholding shares shareholding
Mobile Telecommunication Co. K.S5.C. Kuwait 201,600,000 54.78% 201,600,000 54.78%
Sh. Ahmed Bin Ali Al-Khalifa Bahrain 59,260,000 16.10% 59,260,000 16.10%
Gulf International Bank B.S.C. Bahrain 24,085,097 6.54% 31,154,997 8.47%

Distribution of shares by sharehoiding brackets

Shareholding brackets % of total shares No. of shareholders

2019 2018 2019 2018
Less than 1% 14% 14% 478 476
1 % up to less than 5% 8% 6% 5 4
5 % up to less than 10% 7% S% 1 1
10 % up to less than 20% 16% 16% 1 1
More than 50% 55% 55% 1 i
486 483

Dividends
The annual general meeting of shareholders for the year ended December 31, 2018, held on March 25, 2019

approved the distribution of cash dividends of 5 fils per share totaling BD 1,819,000.

The Board of Directors proposed a cash dividends distribution of 5 fils per share to the registered shareholders
subject to ratification during the Annual General Meeting of Shareholders to be held in 2020, after obtaining the

necessary regutlatory approvals.

14. TREASURY SHARES
2019 2018

Number of shares 4,116,990 4,116,890

Percentage of issued shares 1.12% 1.12%
Market value {BD *000) 441 309
Cost (BD 000} 754 754

15. SHARE PREMIUM

Share premium refates to amounts collected in excess of the par value of the issued share capital, net of shares
issue costs. Share premium is not available for distribution.

16. STATUTORY RESERVE
In accordance with the Bahrain Commercial Companies Law and the Company’s Articles of Association, 10% of

the yearly net profit should be appropriated to statutory reserve, The Company may elect to discontinue such
appropriation when the reserves reaches 50% of the capital. This reserve is not available for distribution.
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ZAIN BAHRAIN B.S.C.
NOTES TO THE FEINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

i7. REVENUE

The Company derives its revenues from telecommunications services and related services, which management
considers a single reportable business segment, categorized as follows:

2019 2018
BD ‘000 BD 000
Airtime, data and subscription 50,568 50,720
Trading 12,327 15,478
62,895 66,198

The transaction price allocated to {partiafly) unsatisfied performance obligations at December 31, 2019 is set out
below:

2019 2018
BD *000 BD ‘000
Trading 539 506

Management expects that majority of the transaction price allocated to unsatisfled contracts as of 2019 year-end
will be recognized as revenue during 2020, with the remaining balance in 2021.

As permitted under IFRS 15, the Company does not disclose transaction price allocated to the remaining
performance obligations as it primarily provides services that corresponds directly with the value transferred to
the customer,

18. OPERATING AND ADMINISTRATIVE EXPENSES

2019 2018
BD *000 BD ‘000
Staff costs 6,581 6,259
Rent 133 5,238
Management fees (note 21) 1,564 1,699
Directors’ remuneration (note 21) 224 224
Other 13,051 14,100
21,553 27,520

As per an agreement dated December 28, 2003 and subsequent amendments in 2013 and 2018 between the
Company and the Parent Company, the Parent Company provides different management services to the Company
against management fees of 3% on the annual revenue as defined in the agreement.

19, FINANCE COSTS

2019 2018
BD ‘000 BD 000
Interest on bank borrowings - 50
Interest expense on lease liabilities (note 8.2) 736 -
Others 451 -
1,187 50
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ZAIN BAHRAIN B.S.C.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

20. EARNINGS PER SHARE

The basic and dituted earnings per share based are as follows:

Profit for the year

Weighted average number of shares in issue

Basic and difuted earnings per share

2019

2018

BD 000

5,269

5,174

Number of shares

363,883,010

363,883,010

Fils

14

14

Basic and diluted earnings per share are same since the Company has no instruments that would have a

diluting effect.

21, RELATED PARTIES

The Company has entered into transactions with related parties on terms approved by management.

Transactions and balances with related parties are as follows:

Costs:

Office rent and maintenance costs
Site and outlet rent

Management fees (note 18)
Telecommunication services
Repairs and maintenance
Revenues:

Telecommunication services
Capital expenditures:

Purchase of fixed assets

2019 2018
BD 000 BD ‘000

980 980

18 17

1,564 1,699

1,291 1,723

146 128

401 442

398 238

Accruals for Board of Directors’ remuneration made during the year amounted to BD 224 thousand, subject
to ratification by the Annual General Meeting of Shareholders (2018: BD 224 thousand) (notes 11 & 18).

Remuneration of members of key management during the year was as follows:

Short-term benefits
Other long-term benefits

Balances with related parties are as follows:

Due from a related party: (note 6)
Zain — Lebanon

Due to related parties: {note 11)

Zain Group Holding-Bahrain 5.P.C.
Zain - Jordan
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2019 2018
BD ‘000 BD ‘000

1,311 1,263

110 102

1,421 1,365
2019 2018
BD ‘000 BD ‘000

1 1

1 1

2,340 5,426

16 16

2,356 5,442




ZAIN BAHRAIN B.S.C.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

22, SEGMENT INFORMATION

The Company operates in a singfe business segment, telecommunications and related services, organized into
three main activities: mobile operation, fixed broadband operation and trading of handsets and accessories.
Management considers that these business activities are not separate operating units.

The Company carries out its operations in the Kingdom of Bahrain.
23, COMMITMENTS AND CONTINGENCIES

As of the year-end, the Company had the following outstanding items:

Letters of guarantee
Capital expenditures

24, FINANCIAL INSTRUMENTS AND FINANCIAL RISKS

2019 2018
BD ‘600 BD ‘000
8,870 584
123 660

The Company’s financial assets and financial liabilities are categorized at amortized cost. There were no financial

instruments measured at FVTPL or classified at FVTOCI.

Financial assets

Cash and banks at amortized cost
Trade receivables and other assets at amortized cost
Total financial assets

Financial tiabilities
Accounts payable and other liabilities at amortized cost
Lease liabilities at amortized cost

Total financial liabilities

2019 2018
BD ‘000 BD 000

10,239 5,045
23,251 24,979
33,490 30,024
31,272 22,115
13,149 -
44,421 22,115

Financial instruments subject to offsetting enforceable master netting arrangements or similar arrangements:

Gross amounts of recognized financial instruments

Gross amounts of recognized financial instruments subject to set off in
the statement of financial position

Net amounts of financial instruments presented in the statement of
financial position

Gross amounts of recognized financial instruments

Gross amounts of recognized financial instruments subject to set off in
the statement of financial position

Net amounts of financial instruments presented in the statement of
financial position
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Trade receivables

2019 2018
BD ‘000 BD ‘000
7,235 5,862
(5,132) (3,927)
2,103 1,935
Accounts payables
2019 2018
BD ‘000 BD 000
7,608 6,866
(5,132) (3,927)
2,476 2,939




ZAIN BAHRAIN B.S.C.
NOTES TO THE FINANCIAEL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

The Company’s use of financial instruments exposes it to a variety of financial risks such as market risk (such as
foreign exchange risk, interest rate risk, and equity price risk), credit risk and lquidity risk. The Company
continuously reviews its risk exposures and takes measures to limit it to acceptable levels, The Board of Directors
has the overall responsibility for the establishment and oversight of the Company’s risk management framework
and monitoring the risk management policies in close co-operation with the Parent Company. The Company’s
risk management policies are established to identify and analyze the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions.

There has been no change to the Company’s exposure to the above financial risks or the manner in which it
manages and measures the risk,

Credit Risk

Credit risk is the risk that a counterparty wili default on its contractual cbligations resulting in financial foss to
the Company. As at December 31, 2019, the Company maximum exposure to credit risk without taking into
account any collateral held or other credit enhancements, which will cause a financial loss to the Company due
to fallure to discharge an obligation by the counterparties and financial guarantees provided by the Company
arises from:

¢ The carrying amount of the financial assets as stated in the statement of financial position; and
« The maximum amount the Company would have to pay if the letters of guarantees disclosed in note 23 are
called upon, irrespective of the likelihood of the guarantee being exercised.

The Company’s financial assets are detailed below:
DBecember 31, 2019

30

Net
Gross carrying Loss carrying
Notes amount allowance amount
BD 000 BD ‘000 BD ‘000
Cash and banks 5 (i) 10,160 (2) 10,158
Items under collection 5 81 - 81
Trade and other receivables:
Due from postpaid subscribers 6 (i) 24,712 (11,843} 12,869
Due from roaming partners 6 1,376 (328} 1,048
Contract assets 6 (i) 7,790 (515) 7,275
Due from distributors 6 (i) 409 {(4) 405
Interconnect receivables 6 727 (120) 607
Accrued income (unbilled services) 6 77 - 77
Due from related parties 6 1 - 1
Sundry receivables 6 1,000 {149) 851
Staff receivables 6 124 (6) 118
46,457 (12,967) 33,490
December 31, 2018
Gross Net
carrying Loss carrying
Notes amount allowance amount
BD ‘000 BD ‘000 BD *000
Cash and banks 4,928 (2} 4,926
Items under coliection 5 (D 119 - 119
Trade and other receivables: 5
Due from postpaid subscribers 23,383 (10,505} 12,878
Due from roaming partners 6 (ii) 1,460 (328} 1,132
Contract assets 6 10,031 (621} 9,410
Due from distributors 6 (i) 301 {(9) 292
Interconnect receivables 6 (i) 475 (76) 399
Accrued income (unbilled services) 6 90 - S0
Due from related parties 6 1 - 1
Sundry receivables 6 867 {171) 696
Staff receivables 6 86 {5) 81
6 41,741 (11,717) 30,024




ZAIN BAHRAIN B.5.C.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

{i} Cash is deposited at banks with external credit rating at investment grade. Loss allowance is measured at
12 months ECL.

(ii) For trade receivables, contract assets and due from distributors, the Company has adopted the simplified
approach to measure the [oss allowance at lifetime ECL. The Company adjusts the expected credit losses on
these items by using a provision matrix, estimated based on historical credit loss experience. The credit risk
profile of these assets is presented based on their past due status in terms of the provision matrix. Note 6
includes further details on the loss allowance for postpaid trade receivables and distributors.

Other receivables are categorized under stage 2 and stage 3 depending on credit risk quality.
Trade receivables from postpaid subscribers consist of a large number of customers.

The Company is also exposed to credit risk in relation to letters of guarantees given (note 23). The Company's
maximum exposure in this respect is the maximum amount the Company could have to pay if the guarantee is
calted on.

The Company does not hold any collateral or credit enhancement to cover its credit risks associated with its
financial assets.

Foreign exchange risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument wil fluctuate due to

changes in foreign exchange rates.

At the reporting date, the carrying amounts of monetary assets and monetary liabilities denominated in
currencies other than the Company’s functional currency are as follows:

Total
foreign
December 31, 2019 U.S DoHar Pound Euro currencles
BD ‘000 BD ‘000 BD 000 BD 000
Monetary assets
Cash and banks 405 - - 405
Trade receivables and other assets 1,301 19 22 1,342
1,706 19 22 1,747
Monetary liabilities
Accounts payable and other liabilities* 8,363 - 3,205 11,568
8,363 - 3,205 11,568
Net (6,657) 19 (3,183) (9,821)
Total
foreign
December 31, 2018 U.S Deollar Pound Euro currencies
BD ‘000 BD 000 BD 000 BD *000
Monetary assets
Cash and banks 219 - - 219
Trade receivables and other assets 1,239 - 64 1,303
1,458 - 64 1,522
Monetary liabilities
Accounts payable and other kabilities 6,296 - 330 6,626
6,296 - 330 6,626
Net {4,838) - (266) {(5,104)

* The remaining monetary liabilities including lease liabilities are denominated in Company’s functional currency.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because

of changes in market interest rates.

The Company is not exposed to significant interest rate risk. The Company does not have interest bearing
liabilities or assets at December 31, 2019, other than current accounts at banks.
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ZAIN BAHRAIN B.S.C,
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2019

Liquidity risk

Liquidity risk is the risk that the Company may not be able to meet its funding requirements. The Company
manages this risk by maintaining sufficient cash, availability of funding from credit facilities and its ability to close
out market positions on short notice.

The Company has unutilized bank overdraft facility of BD 5.5 million (2018: BD 5.5 million) with local commercial
banks.

Below is analysis of the Company’s financial liabilities into relevant maturity groupings based on the remaining
contractual maturity at the reporting date, modified to the expected settlement period. Balances due within 12
months equal their carrying balances, as the impact of discounting is not significant:

2019
Less than 1-3 3-12 i-5
1 month months months years Total
BD ‘000 BD'000  BD'000 BD ‘000 BD 000
Accounts payable and other liabilities 3,382 8,009 12,062 8,871 32,324
2018
Less than 1-3 3-12 1-~5
i month months months years Total
BD ‘000 BD ‘000 BD ‘000 BD ‘000 BD 000
Accounts payable and other liabilities 3,386 6,523 12,206 22,115

The maturity analysis of lease liabilities are disclosed in note 8.2.

25. EAIR VALUF OF FINANCIAL TNSTRUMENTS

Fair value is the price that would be received to seli an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Consequently, differences may arise between the carrying
values and the fair vaiue estimates.

The Company’s financial Instruments are carried at amortized cost. The fair values of these financial instruments
approximate their carrying value.

26, CAPITAL RISK MANAGEMENT

The Company’s objectives when managing capital are to safeguard its ability to continue as a going concern in
order to provide return on investment to shareholders and to maintain an optimal capital structure to reduce the
cost of capital.

The capital structure of the Company consists of equity, comprising issued capital, treasury shares, reserves and
retained earnings. The management reviews the capital structure on an annual basis. As part of this review, the
managernent considers the cost of capital and the risk assocdiated with each claim as capital. The Company is
relatively debt free at the current reporting date.
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