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Khattab & Co.

PKF

Accouniants &
business sdvisers
Independent Auditors' Report
Shareholders’ of Jordan Steel Company and Its Subsidiarles

Public shareholding company
Amman — The Hashemite Kingdome of Jordan

Qualifigd Opinlon

We have audited the accompanying consolidated financial statements of Jordan Steel Company
{Public shareholding Company} and Its Subsidiaries which comprises of the ccnsolidated statement of
financial position as at December 31, 2017, and the related consolidaled statements of comprahensive
income, consolidated statement of changes in shareholders' aquily and consclidated statement of
cash flows for the year then ended, and the notes to the consolidated financial statements including a
summary of significant accounting policies and other explanatory information,

In our opinien, except for the 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 financial position of the Group as at December 31, 2017, and its financlal perfermance
and its cash flows for the year then ended in accordance with International Financial Reporting
Standards (IFRS).

Basls for qualified Opinion

The management of Consolidated Jordanian Company for Sieel Industry — a subsidiary — did not
recognize the deprecialion expense, estimated as JD 134,885, on tha “Spare Parls” item which is
stated in the financial statement as an amount of JD 1,123,391 as of 31 December 2017. In addition
the company did not recognize the depreciation expense of the bulidings, constructions, roads,
squares, fumilure, machines, vehicles and cars itams for the year 2015, which is estimated &s JD
171,165. This is a viclation of IAS 18 'property, plant and equipment’ as this leads to an increase in the
value of the accumulaled losses with the same amounts mentioned above.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibllities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Financia! Stalements saclion of our reporl. We are independent of the Group in
accordance with the Inlernational Ethics Standards Board of accountants’ (Code of Ethics for
Professional Accountants) in addition lo the ethical requirements that are relevant to our audit of the
financial statements in Jordan, and we have fulfilled our other ethical responsibilities In accordance
wilh thesea requirements.

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

Tel: +862 6 5621322/6/9 | Fax +962 6 5621473 | www.pkf jo
PKF Khattab & Co. | Jaber Ben Hayyan Street | Shmelsani | Amman | Jordan
P. O. Box 928575 | Amman 11190 Jordan | e-mail: info@pkf jo

PKF Khattab & Co.is a member firm of the PKF ntemational Limited network of legally independent firms and dogs not accapt any
rasponsibility or lability for the actions or inactions on tha part of any other individual member firm or firms.
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Khattab & Co. PKF

Accountants &
busineas advisers

Emphasis paragraph

Without considering this as an additional qualification in our opinion, we draw attention ta Note No, {8)
of the consolidated financial statements. We emphasize on Trade Receivable in the bocks of
Consolidated Jordan Company for Steel Industry {subsidiary) amounting to 1,146,588 JD with a
provision of 225,000 [D only against it. According to the company's lawyer letlers, a final count
decision was issued on Jan 30, 2018 dec’aring the courl’'s conciusion and its decision to imprison the
defended for three years.

However, thete Is a lawsuit filed against the bank which accepled these checks. As stated in the
lawyer's letter “the Consolidated Jordanian Company for steel industry LTD" has a good opportupity to
collect a good compensation from the defendant “the bank” in the lawsuit filed against him. The basis
of this lawsuit is based on the technical report to show that checks were fraudulent and to determine
the amount of damage that is subject {o this lawsuit, in the opinion of the company's lawyer it is likely
that the experience report regarding forgery Is most probably in favor of the Consalidated Jordanian
Company for steel industry LTD because there is a previous axperience report that had proven thal
forgery was perpetrated in the criminal case.

As remarked in Nole (24) there are several tax cases againsl some of the group companies and these
cases are slill pending belore the courls,

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidaled financial statements of the current period. These matters were addressed in
the contaxt of our audit of the consolidated financial statements as a whole, and in forming our
qualified opinion thereon, and we do not provide a separate opinion on these matters. |n addition ta the
matlers described in the Basis for Qualified Opinion Section.

Kay audit matters

Existence and valuation of inventories

A. Total inventories of 11442892 JD

rapresent 17% of the lotal assels of
Jordan Steel Company and s
subsidiaries. These inventories mainly
consist of finished goods, spare parts,
and raw material which exist in the
company's warehouses. Inventories are
valued at cosl or net realizable value
whichever Is less.

How our audit address the matters

A. The audit procedures carried out to check the

actua! existence of inventories focused mainly
on the examination of inlernal controls over
inventories cycles thal are adopted by the
managemant of Jordan Steel Company,
especially the annual physical invenlory
procedures. The procedures of annual physical
Inventory were carried out by the company's
management. We were present during the

annual physical inventory at the company’s

Furthermore, inventories are an important warehouses and we compared the samples
factor to consider in our procedures on laken by us with the balances of physica!
revenues cycle and cost and goods sold inventory camied out by the company's
cycle and therefore, it has been considered management.

as a key audit matters.
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Khattab & Co.

PKF

Accountants &
business advisers

To validate the inventory valuetion, we hava the
{following key actions:

~ Inspected the basis for inventory valuation and

Key audit mattars

also examined whethar there is an cbsolescence
or impairment in the value of Inventory in the
year 2017

Tracked sales involcas rmade in the months of
January and February 2018 for the parent
company and its subsidiaries and examined
whether the selling value of the stock of finishad
goods is higher than the cost of the stock of
finished goods as of December 31, 2017

Accordingly, we made sure that the company's
management has evaluated the inventory at its
fair value and there was no need to recognize a
loss for the low stocks In Jordan Steel Company
and its subsidiaries

Existence and valuation of inventories How our audlt address the matters

B. Obiigations may arise from tha legal
casas against or for the Group in respect
o legal and tax dispules and the
consequent interests and penalties.
Thesae amounts may ba malerial as
determining such obligations, due to their
nature, are subject to diligence and
judgment by the management and legal
advisors of the group's management.
Therefore, the process of determining
contingent liabilities is important to our
audit.

Disclosures regarding conlingent liabilities

and lawsuits are set out in note {(24) to the
financial statementa.

Other matters

B. The sudit procedures include evaluating the

internal proceduras used to delermina these
obligations and reviewing the correspondences
with the regulaters by the management and the
legal advisors of the Group on alt material
issues, Therefors, we discussed important
issues with the group's management and legal
counsel, In addition to oblaining an opinicn from
the Company's independent legal counsel on ali
material issues with determining of the
probabllity of loss or gain. We have also
assessed the adequacy and appropriateness of
the provislons as well as the disclosures
preparad by management.

- Without gquslifying our opinion and based on the General Assembly extracrdinary masling No (2/
2014} which held on 31 March 2014, it was voluntary decided to liquidste Jordan Stesl
Engineering Industries (Limited Liabllity subsidiary company), the legal procedures have not been
completed for the liquidation at the Ministry of Industry and Trade and relevant official bodies until
the date of issuance these consolidated financial statement.
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Khattab & Co. PK(

Accountants &
business advisers

- In our previous qualified audit report o the financial statements dated on 28 January 2017, our
qualified opinion was based on that the Group did not apply the International Financial Reporting
Standard No 5 “Non-current Assets held for sale and discontinued operations " over property,
plant and equipment and inventory items. The Group has catried oul the appropriate accounting
treatment of these items and therefore the qualified opinion has nol been included In these
financial statements,

Qther information

- Managemaent Is responsible for Other Information. Other Information Includes Information contained
in the company's annual report for the year 2017, except for the consolidated financial stalements
and our opinion over them. Our aplnion on the consolldated financial statements does not include
Other Information and we do not express any assurance about Other information.

- In connectlon with our audit of the consolidated financial statements, our responsibility is to read the
Other Information and, in doing so, consider whether the other Information is materially inconsistent
with the consolidated financial statements or our knowledge obialned in the audit or otherwise
appears to be materially misstated.

- I, based on the work that we have performed, we conclude thal there Is a material misstatement of
this other Information, then wa are required fo report that fact. We have nothing to report In
this regard,

Responsiblli f nagement 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 IFRS, and for such intermnal conirol as management determines Is necessary lo
enable the preparation of financial statements that are free from materlal missiatement, whether due to
fraud or error.

In preparing the financial statemeants, managemant is responsible for assessing the Company's ability
lo 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 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.

ore’ R bill for Audit of the Financlal Statements

Our objectives are to obtain reasonable assuranca about whather the financiai statements as a whole
are free from material misstatement, whether due to fraud or error, and o Issue an auditors’ report that
includes our opinion,

Reasonable assurance is a high level of assurance, but is not a guaraniee that an audit conducted in
accordance with ISAs will always delect a material misstaternent when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial stalements.

Annual Report 2017 | Jordan Steel Company | 4

ey

o

Py

e,

ot T i T e - T e e |

[ e,



Khattab & Co. PKF

Accountants &
business advisers

As parl of an audit in accordance with ISAs, we exercise professional judgment and maintain
prolessional skepticism throughout the audit. Wa also:

- Identify and assess the risks of materlal 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 sufficiant and appropriale to provide a basfs for our opinion. The risk of not
delecting @ malerial misstatement resuiting from fraud is higher than for one resuling from error,
as fraud may Invalve coilusion, forgery, intentional omisstons, 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, bul not for the purpose of expressing an
opinion on the effectiveness of the Company's intemal control.

— Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by managament.

~ Conclude on the appropriateness of management's use of the gaing concern basis of accounting
and, based on the audit evidence chiained, whether a malerial uncertainty exists related to events
or condilions 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
auditors' repert lo the related disclosuras in the financia! stalements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audil evidence obtained up
to the date of our auditors’ report. However, fulure avents or conditions may cause the Company
to cease o continue as a going concern.

~ Evaluale the overall prasentation, structure and content of the financial statements, including the
disciosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

= Oblaln 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 statementis, We are

responsibte for the direction, supervision and parformance of the group audit. We ramain solely responsible
for our audit opinion.

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

We also provide lhose charged with governance with a statement that we have complied with relavant
ethical requirements regarding independence, and communicate with them all relationships and other
malters 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 malters
that weare 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 auditors’ report unless law or
regulation precludes public disclosure about the matters or when, in extremely rare circumstances, we
determine that a maiters should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to cutweigh the public interest benefits of
such communicalion,
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Khattab & Co. PKf’

Accountants &
business advisers

The Company maintains proper accounting records, and the audited consolidated financial siatements
and the financial information stated in the attached are consistent with these records .We recommend
the general assembly to approva them.

PKF ~ Jord

Khattab & Cb. PKF

Mohammed Khattdghattab & Co.
(Licanse No.730)

Amman - The Hashemite Kingdom of Jordan
March 12, 2018
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Jordan Stool Company and lts Subaldiaries

ublic Shareholding Compan
~The amita Kl Joi
i talems ncial Position as of D er 31, 2047
L2007 2016
JD Jo

Assets
Non-Currant Assets
Property, plants and aquipmenls 40,430,915 39,329,798
Investment lands 934131 934,131
Total Non-Current Assets 41,365,046 40,263,929
Current Assets
Inventories 11,442,892 17,231,182
Other debit balances 4,232,638 3,303,525
Trade recelvables 7,886,409 5,274,770
Cash and cash equivalents 184,131 775,248
Total Current Assets 23,746,070 26,584,728
Total Assets 65,111,116 66,848,655
Shareholdars’ Equity and Liabiiities
Shareholders’ Equity
Authorized, issued and paid ~ in capital 35,000,000 35,000,000
Issuance premium 1,509,320 1 508,320
Statutory reserve 6,113,139 6,088,720
Accumulated losses ( 3,672,886) (2,684,188)
Total Shareholders’ Equity 38,949,573 39,813,874
Currant llabllities .
Provision of legal cbligation 381,241 £68,628
Due o shareholders 1,305,645 1,323,711
Other credit balances 5,763,466 7,940,667
Trade payables 1,834,829 1,680,949
Banks overdraft 16,510,400 15,320,826
Due to related parties 365,962 -
Total labilities 28,161,543 26,934,781
Net Shareholders' Equity and liabilities 65,111,116 66,848 655
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Jorda

Public Shargholding Company

o Kingd

Jordan

Consolidated Statement of Comprehansive Income for the Year Endad Decembar 31, 2017

Sales
Cost of sales

Gross profit

Other revenues - Net

Selling expanses

Administrative expenses

Loss from impairment of inventories
Finance cost

Revarea! of provision of legal obligation
Provision of legal obligation

Prior years seles tax

Loss for the year before tax

Income tax
Ptior years income tax paid

Comprahensive income for the year after tax

Earnings per share from loss

2017 2016
JD JD
31,507,618 38,103,433
{30,718,361) (35,998,607)

780,457 2,104,628

455,150 481,969

{ 61,389) { B4,677)

{ 1,103,185} {1,278,351)

- (30,000

{ 1,100,823) ( 714,818)
91,6828 =

- { 668,828)

{ 21) { 23,583)

( 929,154) { 213,080)

{ 34,184) ( B4,170)
( 983 -

{ 964,301) ( 297,230

(0/028) JD /share (0/008) JD /share
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Jordan Steel Company.and Its Subsidiaries

Public Sharehglding Company

an - Hashemite

dom

rda

Consolidated Statement of Cash Flows for the Year Epded Decomber 31, 2017

Oparating Activities

Loss for the year before tax

Adjustments:

Depreciation

Finance cost

Loss from impaitment of inventories

Reversal of provision of legal obligation
Gains from sale of properly and equipments
Provision of legat obligation

Working capital changes:

Inventories

Other debit balances

Trade receivables

Due 1o sharehoiders

Other credit balances

Trade payables

Due to related parties

Paid for provision of legal obligation

Income tax paid

Net cash flows (used in) from operating activities
Investing Actlvities

Purchage of property, plants and equipment
Proceeds from sale of property,plants and equipment
Addition on Investmant lands

Net cash flows used In Invasting activities
Financing Activitias

Bank overdraft

Finance cost

Net cash flows from (used in) financing activities

Net change in cash and cash equivelents during the year

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

information about non cash activity

Transferred from inventory lo property, plants and equipment
Transferred from income tax deposit to income tax provisian

2017 2018
JD Jo
{ 929,154) (243,080
575,048 1,026,282
1,100,823 714,818
- 30,000
( 91.828) -
. (8,350
- 668,628
4,664,899 { 970,437)
( 997,113) 551,105
(2,611,639) 953,728
( 18,086) ( 68,895
(2,128,385) 4,022,194
153,880  (2,477,281)
365,982 -
( 195,758) =
{ 15863)  { 27,868)
{ 127,085) 4,199,562
( 568,145)  ( 787,244)
15,371 25,606
- {_4.088)
( 552,774)  ( 785,534}
1,189,574 (3,632,825
{1,100,823) o
88,751 (3,832,825)
( 581,118)  ( 19B,797)
775,249 974,046
184,131 775,249
{1,123,391) S
{  68,000) 5
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= Jordan Stee] P.L.C.

= Consolidated Jordanian Co. for Steel Industry Ltd.

= Modern Wire Mesh Co. W.L.L.
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