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Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P.

Report on the Audit of the Consolidated Financial Statements

Qualified Opinion

In our opinion, except for the possible effects of the matters described in the Basis for Qualified Opinion
section of our report, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2020, and its consolidated
financial performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards (IFRSs).

We have audited the consolidated financial statements of Al-Arabiya Real Estate Company K.S.C.P. (the
“Parent Company”) and its subsidiaries (collectively the “Group™), which comprise the consolidated statement
of financial position as at 31 December 2020, the consolidated statement of income, consolidated statement of
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, incl uding a summary of significant
accounting policies.

Basis for Qualified Opinion

- Trade and other receivables, which are carried in the consolidated financial statements at
KD 9,597,012 (2019: KD13,250,468), includes an amount of KD 7,039,955 (2019: KD 7,039,955) which
represents the net carrying value of a compensation claim due to the Group. We were unable to obtain
sufficient appropriate audit evidence about the carrying value of compensation claim receivable by the
group because we could not verify management’s assertion that this amount was recoverable.
Consequently, we were unable to determine whether any adjustments to these amounts were necessary.
Our audit opinion for the year ended 31 December 2019 was also modified in respect of this matter.

= The Group’s investment in Sharm Dreams for Real Estate Development Company (“the associate”), a
foreign associate accounted for under the equity method is carried at KD 1,166,645 (2019: KD 1,1 09,080)
in the consolidated statement of financial position at 31 December 2020, and the Group’s share of the
associate’s other comprehensive income of KD 57,385 (2019: KD 93,178) is included in the Group’s
consolidated statement of comprehensive income for the year then ended. Management has not stated the
Group’s investment in the associate inclusive of the Group’s share of the associate’s earnings since no
financial information of the associate was available for the years ended 31 December 2020 and 31
December 2019, which constitutes a departure from IFRSs. We were unable to determine the adjustments
necessary to this amount, Our audit opinion for the year ended 31 December 2019 was also modified in
respect of this matter.

- Investment properties, which are carried in the consolidated statement of financial position at KD
117,280,181 (31 December 2019: 112,871,558) includes an amount of KD 23,597,000 (31 December
2019: KD 23,034,000) relating to certain investment properties located in the State of Kuwait and an
unrealized fair value gain of KD 563,000 for the year ended 31 December 2020 (2019: KD 704,000) is
included in the Group’s consolidated statement of income for the year then ended. We were unable to
obtain sufficient appropriate audit evidence about the carrying amount of these investment properties as
at 31 December 2020 and consequently the fair value related to these properties because we could not
verify the underlying data, method and assumptions used by the valuer in the determination of the fair
value of these properties as at 31 December 2020. Consequently we were unable to determine whether
any adjustment to these amount were necessary. Our opinion for the year ended 31 December 2019 was
also modified in respect of this matter,
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Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)
Basis for Qualified Opinion (continued)

- Loan and bank facilities, which are carried in the consolidated statement of financial position at KD
93,164,856, includes an amount of KD 9,520,226 which is owned to a regional bank located in the United
Arab Emirates. Management has not stated the amount owed to a regional bank in the United Arab
Emirates inclusive of interest arising from a court verdict, which constitutes a departure from IFRSs. We
were unable to determine the adjustments necessary to this amount.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditors’ Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the
Intemnational Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA
Code) and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified
opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 2 to the consolidated financial statements, which indicates that the Group incurred
a losses of KD 3,580,518 during the year ended 31 December 2020 (31 December 2019: profit of KD
1,666,370) accumulated losses KD 2,568,532, as of that date, the Group’s current liabilities exceeded its
current assets by KD 83,939,531 (2019: KD 17,702,019). Furthermore, the Group has past due loan instalment
and related interests with an amount of KD 9,613,303 as of 31 December 2020. According to the loan contract
terms, ouistanding loan become due as a result of defaulting, these events and conditions, along with other
matters as set forth in Notes 2 and 15 indicate that a material uncertainty exists that may cast significant doubt
on the Group’s ability to continue as a going concern. Our opinion is not modified in respect of this matter.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the consolidated financial statements of the current year, In addition to the matters described in Basis for
Qualified Opinion section and in the Material Uncertainty Related to Going Concern section, we have
determined the matter described below to be the key audit matter to be communicated in our report. These
matters were addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters.

Fair value of investment properties

The Group’s investment properties are carried at KD 93,983,181 in the consolidated statement of financial
position as at 31 December 2020 and the net fair value gain recorded in the consolidated statement of income
amounted to KD 106,606. The Group measures its investment properties at fair value.

The determination of fair value of these investment properties is based on valuations performed by external
valuers using either market comparable approach or income capitalized approach.

The Group’s discounted future cash flows analysis and the assessment of the expected remaining holding
period and income projections on the existing operating assets requires management to apply significant
Jjudgements and make significant estimates related to future rental rates, capitalisation rates and discount rates.
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Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)

The existence of significant estimation uncertainty warrants specific audit focus in this area as any bias or
error in determining the fair value could lead to a material misstatement in the consolidated financial
statements and consequently we have determined this to be a key audit matter.

Refer to note 5 in the consolidated financial statements for further details relating to this matter.
We performed the following audit procedures in order to address the Key Audit Matter;

* We evaluated the design and implementation of controls related to the valuation of investment
properties.

*  Weassessed the external valuer’s skills, competence, objectivity and capabilities and read their terms
of engagement with the Group to determine that the scope of their work was sufficient for audit
purposes.

* We agreed the total valuation in the valuers report to the amount reported in the consolidated
statement of financial position.

¢  We tested the data provided to the valuer by the Group, on a sample basis.

» We have reviewed selected properties valuation valued by the external valuers and assessed whether
the valuation of the properties was performed in accordance with the requirements of IFRS 13 Fair
Value Measurement.

*  Where we identified estimates that were outside acceptable parameters, we discussed these with the
valuers and management to understand the rationale behind the estimates made.

» We performed sensitivity analyses on the significant assumptions to evaluate the extent of their
impact on the determination of fair values.

¢  We reperformed the arithmetical accuracy of the determination of recoverable amounts.

* We assessed the disclosures made in the consolidated financial statements relating to this matter
against the requirements of IFRSs.

Other information included in the Group’s 2020 Annual Report

Management is responsible for the other information. Other information consists of the information included
in the Group’s 2020 Annual Report, other than the consolidated financial statements and our auditors’ report
thereon. We obtained the report of the Parent Company’s Board of Directors, prior to the date of our auditors’
report, and we expect to obtain the remaining sections of the Annual Report after the date of our auditors’
report.

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

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially inconsistent
with the consolidated financial statements or our knowledge obtained in the audit, or otherwise appears to be
materially misstated.
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Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Other information included in the Group’s 2020 Annual Report (continued)

If, based on the work we have performed on the other information that we obtained prior to the date of this
auditors’ report, we conclude that there is a material misstatement of this other information, we are required
to report that fact. As described in the Basis for Qualified Opinion section above, we were unable to obtain
sufficient appropriate evidence about the camrying amount of the compensation claim amount, the carrying
amount of investment in associate and the fair value basis of local investment property and the carrying value
of the loan as at 31 December 2020. Accordingly, we are unable to conclude whether or not the other
information is materially misstated with respect to this matter.

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

Management 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
OF 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 concem 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.

Auditors’ 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 auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken based on these consolidated
financial statements.

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

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or emror, 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.



Deloitte. EY

Building a better
working world

Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Auditors® Responsibilities for the Audit of the Consolidated Financial Statements (continued)

*  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 expressing an opinion on the effectiveness of the Group’s
internal control.

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

»  Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists, related to events or conditions that
may cast significant doubt on the Group’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditors’ 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 auditors’ report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

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

e 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 to 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 to Those Charged With Govemance 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 to Those Charged With Governance, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current year and are therefore
the key audit matters, We describe these matters in our auditors’ 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 conseguences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication,
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Independent Auditors’ Report to the Shareholders Al-Arabiya Real Estate Company
K.S.C.P. (continued)

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion, proper books of accounts have been kept by the Parent Company and the
consolidated financial statements, together with the contents of the report of the Parent Company’s Board of
Directors relating to these consolidated financial statements, are in accordance therewith. We further report
that we obtained all the information and explanations that we required for the purpose of our audit, except for
the matters described in the Basis for Qualified Opinion section of our report, and that the consolidated
financial statements incorporate all information that is required by the Companies Law No.1 of 2016, as
amended, and its executive regulations, as amended; and by the Parent Company’s Memorandum of
Incorporation and Articles of Association, as amended, that an inventory was duly carried out; and that, to the
best of our knowledge and belief, no violations of the Companies Law No.1 of 2016, as amended, and its
executive regulations, as amended; or of the Parent Company’s Memorandum of Incorporation and Articles
of Association, as amended, have occurred during the year ended 31 December 2020 that might have had a
material effect on the business of the Parent Company or on its financial position, except that the Parent
Company has directly invested in shares of certain companies, whose objectives are different from the Parent
Company’s (Note 7).

We further report that, during the course of our audit, we have not become aware of any violations of the
provisions of Law No 7 of 2010 concerning the Capital Markets Authority and its related regulations during
the year ended 31 December 2020, except for the matters described in the Basis for Qualified Opinion section
of our report, that might have had a material effect on the business of the Parent Company or on its financial
position.
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Al-Arabiya Real Estate Company K.S.C.P. and its Subsidiaries

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at 31 December 2020

Assets

Non-current assets

Property, plant and equipment
Investment properties
Investment in an associate

Financial assets at fair value through other comprehensive income

Current assets
Trade and other receivables
Cash and cash equivalents

Total assets

Equity and liabilities

Equity

Share capital

Share premium

Treasury shares

Statutory reserve

Voluntary reserve

Other reserves

(Accumulated losses) retained earnings

Total equity

Liabilities

Non-current liabilities
Employees’ end of service benefits
Loans and bank facilities

Current liabilities
Trade and other payables
Loans and bank facilities

Total liabilities

Total equity and liabilities

Notes

~ A

o oo

11
12
13
14

15

16
15

2020 2019
KD KD

15,910,653 16,637,926
117,280,181 112,871,558
1,166,465 1,109,080
9,241,491 11,119,287
143,598,790 141,737,851
9,597,012 13,250,468
798,981 744,707
10,395,993 13,995,175
153,994,783 155,733,026
50,984,499 50,984,499
327,188 327,188

(714,784) (714,784)
4,744,392 4,744,392
174,732 174,732
(305,470) 1,453,121
(2,568,532) 997,717
52,642,025 57,966,865
323,743 516,371
6,693,491 65,552,596
7,017,234 66,068,967
7,864,159 11,364,013
86,471,365 20,333,181
94,335,524 31,697,194
101,352,758 97,766,161
153,994,783 155,733,026

Dr. Anwar Ali Al Nagi

Vice Chairman

The attached notes 1 to 27 form part of these consolidated financial statements.




Al-Arabiya Real Estate Company K.S.C.P. and its Subsidiaries

CONSOLIDATED STATEMENT OF INCOME
For the year ended 31 December 2020

2020 2019
Notes KD KD
Revenues
Rental income 4,508,404 5,304,979
Income from a hotel 2,080,948 5,896,673
Dividends income 222,025 314,188
Other income 17 173,011 6,965,245
Foreign exchange loss (4,835) (26,452)
Unrealized gain (loss) from valuation of investment properties 106,606 (1,233,109)
7,086,159 17,221,524
Expenses
Investment properties expenses 743,253 1,012,146
Loss on sale of investment properties - 480,000
Expenses of a hotel 2,583,995 4,481,796
Staff costs 18 395,341 478,271
Depreciation 727,280 876,327
Impairment of property, plant and equipment - 746,969
Other expenses 19 2,407,927 2,893,592
Finance costs 3,808,881 4,505,104

10,666,677 15,474,205

(LOSS) PROFIT FOR THE YEAR BEFORE CONTRIBUTION TO
KUWAIT FOUNDATION FOR THE ADVANCEMENT OF SCIENCES

(KFAS), NATIONAL LABOR SUPPORT TAX (NLST) AND ZAKAT (3,580,518) 1,747,319
KFAS - (15,726)
NLST g (46,659)
Zakat - (18,564)
NET (LOSS) PROFIT FOR THE YEAR (3,580,518) 1,666,370
BASIC AND DILUTED (LOSS) EARNINGS PER SHARE 20 (7.09) fils 3.30 fils

The attached notes 1 to 27 form part of these consolidated financial statements.
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