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NOTES TO THE FINANCIAL STATEMENTS 

FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)


1   Legal status and principal activities
Omani Packaging Company SAOG (the Company) is an Omani Joint Stock Company incorporated in the Sultanate of Oman on 30 May 1993 under a trade license issued by the Ministry of Commerce & Industry. The principal activities of the Company are manufacturing and selling of various types of paper packaging materials. 
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Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of preparation

These financial statements are prepared on the historical cost basis and in accordance with International Financial Reporting Standards (IFRS) and comply with the disclosure requirements set out in the “Rules and Guidelines on Disclosure by issuer of Securities and Insider Trading” issued by the Capital Market Authority (CMA) of the Sultanate of Oman. 

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

(a)
 New and amended standards adopted by the Company: 

· IFRS 7 ‘Financial instruments – Disclosures’ (amendment) - effective 1 January 2009. The amendment requires enhanced disclosures about fair value measurement and liquidity risk. In particular, the amendment requires disclosure of fair value measurements by level of a fair value measurement hierarchy. As the change in accounting policy only results in additional disclosures, there is no impact on earnings per share;

· IAS 1 (revised), ‘Presentation of financial statements’ – effective 1 January 2009. The revised standard prohibits the presentation of items of income and expenses (that is, ‘non-owner changes in equity’) in the statement of changes in equity, requiring ‘non-owner changes in equity’ to be presented separately from owner changes in equity in a statement of comprehensive income. As a result the Company presents in the statement of changes in equity all owner changes in equity, whereas all non-owner changes in equity are presented in the statement of comprehensive income. Comparative information has been re-presented so that it also is in conformity with the revised standard. As the change in accounting policy only impacts presentation aspects, there is no impact on earnings per share;

· IAS 23 (revised) ‘Borrowing costs’. In respect of borrowing costs relating to qualifying assets for which the commencement date for capitalisation is on or after 1 January 2009, the Company capitalises borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset as part of the cost of that asset. The Company previously recognised all borrowing costs as an expense immediately. This change in accounting policy was due to the adoption of IAS 23, ‘Borrowing costs’ (2007) in accordance with the transition provisions of the standard; comparative figures have not been restated. The change in accounting policy had no material impact on earnings per share. The Company has capitalised borrowing costs with respect to capital work-in-progress (see note 13);

· IFRS 8, Operating segments (effective 1 January 2009);
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Summary of significant accounting policies (continued)

2.1 Basis of preparation (continued)

(a)
 New and amended standards adopted by the Company: (continued) 

IAS 16 (Amendment), Property, plant and equipment (and consequential amendment of IAS 7, Statement of cash flows) (effective from 1 January 2009); 

IAS 19 (Amendment), Employee benefits (effective from 1 January 2009);

IAS 20 : (Revised)  Government Grants and Disclosure of Government Assistance IAS 23 (effective from 1 January 2009);

IAS 39 (Amendment), Financial Instruments: Recognition and measurement (effective from 1 January 2009).

(b)
Standards, amendments and interpretations effective in 2009 but not relevant:

IFRS 1 (Amendment) First time adoption of IFRS, and IAS 27 Consolidated and separate financial statements (effective from 1 January 2009);

IFRS 2 (Amendment), Share-based payment (effective from 1 January 2009);

IFRS 5 (Amendment), Non-current assets held-for-sale and discontinued operations (and consequential amendment to IFRS 1, First-time adoption) (effective from 1 July 2009);

IFRIC 13, Customer loyalty programmes (effective from 1 July 2009);

IFRIC 15, Agreements for construction of real estates (effective from 1 January 2009);

IAS 27 (Revised and Amendment), Consolidated and separate financial statements, (effective from 1 July 2009);

IAS 28 (Amendment), Investments in associates (and consequential amendments to IAS 32, Financial Instruments: Presentation, and IFRS 7, Financial instruments: Disclosures);

IAS 29 (Amendment), Financial reporting in hyperinflationary economic (effective from 1 January 2009);

IAS 31 (Amendment), Interests in joint ventures (and consequential amendments to IAS 32 and IFRS 7) (effective from 1 January 2009);

IAS 32 (Amendment), Financial Instruments:  Presentation, and IAS 1 (Amendment), Presentation and financial statements - Puttable financial instruments and obligations arising on liquidation (effective from 1 January 2009).

IAS 38 (Amendment), Intangible assets (effective from 1 January 2009);

IAS 40 (Amendment), Investment property (and consequential amendments to IAS 16) (effective from 1 January 2009);

IAS 41 (Amendment), Agriculture (effective from 1 January 2009).

(c)
Standards, amendments and interpretations to existing standards that are not yet effective and have not been early adopted:

The following standards and amendments to existing standards have been published and are mandatory for the Company’s accounting periods beginning on or after 1 January 2010 or later periods, and the Company has not early adopted:
IFRS 2 (Amendment), ‘Group cash-settled and share-based payment transactions;

IFRS 3 (Revised), ‘Business combinations’ (effective from 1 July 2009);

IFRS 5 (Amendment), ‘Measurement of non-current assets (or disposal groups) classified as held-for-sale’;

IFRIC 17, ‘Distribution of non-cash assets to owners’ (effective on or after 1 July 2009).

2.2 
Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision-maker. The chief operating decision-maker, who is responsible for allocating resources and assessing performance of the operating segments, has been identified as the Board of Directors (‘Board’) that makes strategic decisions.
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Summary of significant accounting policies (continued)

2.3
Revenue recognition

Revenue comprises the fair value of the consideration received or receivable, net of discounts and returns for the sale of goods and services in the ordinary course of the Company’s activities. Revenue is recognised when the Company has delivered products to the customer, and the customer has accepted the products and collectibility of the receivables is reasonably assured.  

2.4  Interest income and expense

Interest income and expense are accounted for on the accrual basis using effective interest rate method.
2.5 
Foreign currency 
Items included in the financial statements of the Company are measured using the currency of the primary economic environment in which the entity operates (‘the functional currency’). The financial statements are presented in Rials Omani, which is the Company’s functional and presentation currency.

Foreign currency transactions are translated into Rials Omani at the exchange rate prevailing on the transaction date.  Foreign currency assets and liabilities are translated into Rials Omani at the exchange rate prevailing at the reporting date.  Differences on exchange are dealt within the statement of comprehensive income.

2.6  Income tax

Income tax on the results for the year comprises of current tax calculated as per the fiscal regulations of the Sultanate of Oman and deferred tax.

Current tax is recognised in the statement of comprehensive income as the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the reporting date, and any adjustment to tax payable in respect of previous years. 

Deferred income tax is provided, using the liability method, for all temporary differences arising between the tax bases of assets and liabilities and their carrying values for financial reporting purposes. Currently enacted tax rates are used to determine deferred tax.  Deferred income tax assets and liabilities are offset as there is a legally enforceable right to offset these in Oman. The tax effects on the temporary differences are disclosed under non-current liabilities as deferred tax.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the unused tax losses and credits can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised.
The principal temporary differences arise from depreciation on property, plant and equipment and provisions for doubtful debts and slow moving inventories.

2.7  Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and any identified impairment loss. The cost of property, plant and equipment is their purchase price together with any incidental expenses.  Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future economic benefits associated with the item will flow to the Company and the cost of the item can be measured reliably. All other repairs and maintenance are charged to the statement of comprehensive income during the financial period in which they are incurred.
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Summary of significant accounting policies (continued)

2.7
Property, plant and equipment (continued)
The cost of property, plant and equipment is written down to residual value in equal installments over the estimated useful lives of the assets.  The estimated useful lives are:

	Building - civil works
	25 years

	Building - electro mechanical
	10 years

	Plant and machinery
	15 - 20 years

	Furniture and fixtures, office and laboratory equipment
	6 years

	Motor vehicles
	5 years


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

Where the carrying amount of an asset is greater than its estimated recoverable amount it is written down immediately to its recoverable amount.   

Gains and losses on disposals of property, plant and equipment are determined by reference to their carrying amounts, are recognised within ‘other income’ and are taken into account in determining operating profit.

Capital work-in-progress is stated at cost. When commissioned, capital work-in-progress is transferred to the appropriate property, plant and equipment category and depreciated in accordance with the Company’s policy.
Interest costs on borrowings to finance specific property, plant and equipment are capitalised, during the period that is required to bring the asset to a condition when it is ready for use.

2.8
Impairment
At each reporting date, the Company reviews the carrying amounts of its assets (or cash-generating units) to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any).

The loss arising on an impairment of an asset is determined as the difference between the recoverable amount and carrying amount of the asset and is recognised immediately in the statement of comprehensive income.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate of its recoverable amount and the increase is recognised as income immediately, provided that the increased carrying amount does not exceed the carrying amount that would have been determined had no impairment loss been recognised earlier.

2.9
Inventories
Inventories are stated at the lower of cost and net realisable value. Costs comprise direct materials and where applicable, direct labour costs and those overheads that have been incurred in bringing the inventories to their present location and condition. Cost is calculated using the weighted average method.  Net realisable value represents the estimated selling price less all estimated costs to be incurred in marketing and distribution.

2
Summary of significant accounting policies (continued)

2.10
Financial assets

Financial assets are recognised on the Company’s statement of financial position when the Company becomes a party to the contractual provisions of the instrument.

The Company classifies its financial assets as loans and receivables. The classification depends on the purpose for which the financial assets were acquired. Management determines the classification of its financial assets at initial recognition.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They are included in current assets, except for maturities greater than 12 months after the end of the reporting period. These are classified as non-current assets. The Company’s loans and receivables comprise trade and other receivables, short term deposits and cash and cash equivalents in the statement of financial position (notes 2.11 and 2.12).

2.11
Trade and other receivables

Trade and other receivables are initially measured at their fair value and subsequently measured at amortised cost, using the effective interest method. Appropriate allowances for estimated irrecoverable amounts are recognised in the statement of comprehensive income within ‘general and administrative expenses’ when there is objective evidence that the asset is impaired. Subsequent recoveries of amounts previously written off are credited to against ‘general and administrative expenses’ in the statement of comprehensive income.
2.12
Cash and cash equivalents

For the purpose of the cash flow statement, all bank balances and short term deposits with a maturity of three months or less from the date of placement are considered to be cash equivalents.

2.13
Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are classified as current liabilities unless the company has an unconditional right to defer settlement of the liability for at least twelve months after the reporting date.
Term loans are carried on the statement of financial position at their principal amount.  Installments due within one year are shown as a current liability.  

Short-term loans are carried on the statement of financial position at their principal amount.  
Interest is charged as an expense as it accrues, with unpaid amounts included in ’trade and other payables’.
2.14
Deferred government grant

Interest subsidy is recognised in the statement of financial position initially as a deferred Government grant when there is reasonable assurance that it will be received and that the Company will comply with the conditions attached to it. This deferred Government grant is amortised over the life of the loans to which it relates on a systematic basis in the same periods in which the interest expense is incurred.  Amortisation of the deferred Government grant is recognised in the statement of comprehensive income. 
2.15
Provisions
Provisions are recognised when the Company has a present obligation (legal or constructive) as a result of a past event which it is probable will result in an outflow of economic benefits that can be reasonably estimated.
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Summary of significant accounting policies (continued)

2.16
End of service benefits and leave entitlements

End of service benefits are accrued in accordance with the terms of employment of the Company's employees at the reporting date, having regard to the requirements of the Oman Labour Law 2003 and its amendments. Employee entitlements to annual leave and leave passage are recognised when they accrue to employees and an accrual is made for the estimated liability arising as a result of services rendered by employees up to the reporting date. These accruals are included in current liabilities, while that relating to end of service benefits is disclosed as a non-current liability.

Contributions to a defined contribution retirement plan and occupational hazard insurance for Omani employees in accordance with the Omani Social Insurances Law of 1991 are recognised as an expense in the statement of comprehensive income as incurred.

2.17
Trade and other payables

Trade creditors are recognised initially at fair value and subsequently measured at amortized cost using the effective interest method.

Liabilities are recognised for amounts to be paid for goods and services received, whether or not billed to the company.

2.18
Earning per share

The company presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of ordinary shares outstanding during the period.

2.19
Directors’ remuneration
The Directors’ remuneration is governed as set out by the Commercial Companies Law and the rules prescribed by the Capital Market Authority.

The Annual General Meeting shall approve the remuneration and the sitting fees for the Board of Directors provided that such fees shall not exceed 5% of the annual net profit after deduction of the legal reserve and the optional reserve and the distribution of dividends to the shareholders. Such fees shall not exceed RO 200,000 in one year.  The sitting fees for each Director shall not exceed RO 10,000 in one year. 

2.20
Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the Company’s financial statements in the period in which the dividends are approved by the Company’s shareholders.

3
Financial risk management

Financial instruments carried on the statement of financial position comprise term deposits, cash and cash equivalents, trade and other receivables, bank borrowings and trade and other payables.

Financial assets are assessed for indicators of impairment at each reporting date. Financial assets are impaired where there is objective evidence that as a result of one or more events that occurred after the initial recognition of the financial asset, the estimated future cash flows have been impacted.

3
Financial risk management (continued) 

3.1
Financial risk factors

The Company’s activities expose it to a variety of financial risks: market risk (comprising the risk of changes in foreign exchange rates and interest rate risk), credit risk and liquidity risk. The Company’s overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the Company’s financial performance. 
Risk management is carried out by the Chief Executive Officer and Audit Committee Chairman under policies approved by the Board. Management identifies, evaluates and hedges financial risks in close co-operation with the Company’s operating units. The Board provides written principles for overall risk management, as well as written policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of derivative financial instruments and non-derivative financial instruments, and investment of excess liquidity, if any.
(a) 
Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates affect the Company’s income or the value of its holdings of financial instruments. The objective of market risk management is to manage and control market risk exposures within acceptable parameters, while optimising the return on risk.  


(i)   Foreign currency risk

Foreign exchange risk arises when future commercial transactions or recognised assets or liabilities are denominated in a currency that is not the entity’s functional currency.

The Company is exposed to foreign exchange risk arising from currency exposures primarily with respect to 
US Dollars, UAE Dirhams and Japanese Yen.

Management has set up a policy that requires the Company to manage its foreign exchange risk against the functional currency.  The Company’s functional and presentation currency is Rial Omani and the Company’s performance is substantially independent of changes in foreign currency rates.  There are no significant financial instruments denominated in foreign currency, other than those pegged to the US Dollar and consequently foreign currency risk is not significant. Since most of the foreign currency transactions are either in US Dollars or in currencies linked to US Dollar, management believes should these currencies weaken or strengthen against the Rial Omani there would be an insignificant or no impact on the post tax profits. The Japanese Yen is the only currency exposed to foreign exchange risk.


At 31 December 2009, if the Rial Omani were to have strengthened or weakened by 5% against the Japanese Yen with all other variables held constant, post tax profits for the year would have been RO 144,336 (2008 - RO 3,016) higher/lower respectively mainly as a result of foreign exchange variations with respect to Yen denominated liabilities.

(ii)   Interest rate risk 

The Company’s interest rate risk arises from short term bank deposits and bank borrowings which are exposed to changes in market interest rates. The Company borrows from commercial banks at commercial rates of interest.
Borrowings issued at variable rates expose the Company to cash flow interest rate risk. Borrowings issued at fixed rates expose the Company to fair value interest rate risk. The Company’s policy is to maintain almost all of its borrowings in fixed rate instruments. During 2009 and 2008, the Company’s borrowings were denominated in Rial Omani currency. The Company analyses its interest rate exposure on a regular basis and reassesses the source of borrowings and renegotiates interest rates at terms favorable to the Company.
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Financial risk management (continued) 

3.1
Financial risk factors (continued)
(a)    
Market risk (continued)


(ii)  
Interest rate risk (continued)
The short term borrowing interest rates with banks are subject to change upon re-negotiation of the facilities which takes place on an annual basis in the case of overdrafts and at more frequent intervals in the case of short term loans. 

If the interest rate were to shift by 1% on short term deposits, there would be a maximum increase or decrease in the interest income of RO 11,345 (2008 - RO 2,532).

(b) 
Credit risk
Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to meet its contractual obligations and arises principally from the Company’s cash and cash equivalents, term deposits and receivables from customers.

In case of banks, management deals with local and foreign banks with a minimum rating of P2 and credit risk is considered minimal. The stated rating is as per the global bank ratings by Moody’s Investors Service.
Trade and other receivables 

The Company’s exposure to credit risk is influenced mainly by the individual characteristics of each customer.  All major customers are based in Sultanate of Oman. 

The Company has established credit policies and procedures that are considered appropriate and commensurate with the nature and size of receivables. 

The Company establishes an allowance for doubtful debts that represents its estimate of potential losses in respect of trade and other receivables. The main components of this loss are a specific loss component that relates to individual exposures and a collective loss component established for similar assets in respect of any potential losses that may have been incurred but not yet identified.  The collective loss allowance is determined based on historical data of payment statistics for similar financial assets. 

Concentration of credit risk arises when a number of counter-parties are engaged in similar business activities, or activities in the same geographic region, or have similar economic features that would cause their ability to meet contractual obligations to be similarly affected by changes in economic political or other conditions. Concentrations of credit risk indicate the relative sensitivity of the company’s performance to developments affecting a particular industry or geographical location.

The company’s exposure to credit risk is influenced mainly by the individual characteristics of each customer. The demographics of the company’s customer base, including the default risk of the industry in which customers operate, has less of an influence on credit risk.
The company has significant concentrations of credit risk details of which are provided in note 16. The company manages concentration of its credit risk by monitoring collections within the credit period. 
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Financial risk management (continued) 

3.1
Financial risk factors (continued)
(b) 
Credit risk (continued)
Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure.  The exposure to credit risk at the reporting date was on account of: 
	

	2009
	2008

	
	RO
	RO

	Trade receivables
	1,977,870
	2,096,572

	Other receivables
	29,086
	     43,970

	Short term deposits
	1,114,110
	1,449,780

	Cash and cash equivalents
	   192,274
	               -

	
	3,313,340
	3,590,322


The age of trade receivables and related impairment loss at the reporting date was:

	
	2009
	2008

	
	Gross

RO
	Impairment

RO
	Gross

RO
	Impairment

RO

	0-120 days
	1,731,110
	-
	1,849,539
	-

	Past due up to 180 days
	159,916
	-
	152,264
	-

	Past due 181 - 365 days
	38,080
	-
	22,676
	-

	More than 1 year
	     48,764
	48,825
	     72,093
	72,093

	
	1,977,870
	48,825
	2,096,572
	72,093


Included in the Company’s trade receivable balance are debtors with a carrying amount of RO 185,308 (2008 - RO 174,940), which are past due at the reporting date, for which the Company has not provided as there has not been a significant change in credit quality and the amounts are still considered recoverable.
With respect to exposures with banks, management considers the credit risk exposure to be minimal as the Company deals with reputed banks only with a minimum rating of P2. The management does not expect any losses from non-performance by these counterparties. 
 (c) 
Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Company’s reputation. 

Typically, the Company ensures that it has sufficient cash on demand to meet expected operational expenses including the servicing of financial obligations. This excludes the potential impact of extreme circumstances that cannot be reasonably predicted, such as natural disasters. In addition, the Company has access to credit facilities.

Cash flow forecasting is performed by the management which monitors rolling forecasts of the Company’s liquidity requirements to ensure it has sufficient cash to meet operational needs while maintaining sufficient headroom on its undrawn committed borrowing facilities at all times so that the Company does not breach borrowing limits or covenants (where applicable) on any of its borrowing facilities. Such forecasting takes into consideration the Company’s debt financing plans, covenant compliance, compliance with internal ratio targets and, if applicable external regulatory or legal requirements - for example, currency restrictions.
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Financial risk management (continued) 

3.1 Financial risk factors (continued)

(c) 
Liquidity risk (continued)

The table below analyses the Company’s financial liabilities into the relevant maturity groupings based on the remaining period at the reporting date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows. Balances due within twelve months equal their carrying balances, as the impact of discounting is not significant.  The balance above twelve months also approximates to its carrying value as the impact of discounting is not significant.
	31 December 2009
	
	Less than
1 year
	Between

1 and 2 years
	Between

2 and 5 years
	Total

	
	
	RO
	RO
	RO
	RO

	Trade and other payables
	
	2,154,631
	684,484
	982,002
	3,821,117


	31 December 2008
	
	
	Less than 1 year and total

	
	
	
	RO

	Trade and other payables
	
	
	819,412

	Bank borrowings
	
	
	   841,208

	
	
	
	1,660,620


3.2
Capital risk management 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going concern and benefit other stakeholders. The management’s policy is to maintain a strong capital base so as to maintain creditor and market confidence and to sustain future development of the business. 

Management is confident of maintaining the current level of profitability by enhancing top line growth and prudent cost management.

Consistent with others in the industry, the Company monitors capital on the basis of the gearing ratio. This ratio is calculated as net debt divided by total capital. Net debt is calculated as total borrowings as shown in the statement of financial position less cash and cash equivalents. Total capital employed is calculated as ‘equity’ as shown in the statement of financial position plus net debt.  

At 31 December 2009 the company has no gearing.

3.3
Fair value estimation
The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less than one year are assumed to approximate their fair values.  The fair values of non-current financial liabilities  are considered to approximate their carrying amounts as the impact of discounting is not significant. 
4
Critical accounting estimates and judgements

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amount of financial assets and liabilities at the reporting date and the resultant provisions and changes in fair value for the year. Such estimates are necessarily based on assumptions about several factors involving varying, and possibly different degrees of judgement and uncertainty and actual results may differ from management’s estimates resulting in future changes in estimated assets and liabilities.

Estimates are regularly evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are set out below:


Trade debtors

The management reviews the debtors ageing on a monthly basis and submits the same to the Board of Directors. In case of difficult unsecured debtors whose outstanding is in excess of the credit period allowed, regular follow up is made to collect the same. In case considered necessary, legal options are also explored. Debtors’ impairment provision is estimated by the management in case of doubtful debtors.  In the event of a debtor becoming bad, after exploring all possible options including legal, the same is written off with the Board of Directors’ approval as and when identified.

Inventories
Provision for slow moving items is established on percentages based on the age analysis of slow-moving inventories. Further, items identified to be obsolete or damaged are fully provided.  

5
Segment information

Management has determined the operating segments based on the reports reviewed by the strategic steering committee (Board of Directors) that are used to make strategic decisions. The directors review on an overall company basis, monthly analysis of production and sales by volume; monthly sales, collections, cost of sales and factory cost by value; variance with budgets; financial position; working capital facilities with utilisation status; and month end inventory and debtors balances. The review also includes the following analysis of sales:
	
	2009
	2008

	
	RO
	RO

	Local Oman sales
	5,910,459
	6,425,215

	GCC countries
	   410,320
	   347,867

	
	6,320,779
	6,773,082


6
Expenses by nature

	
	2009
	2008

	
	RO
	RO

	Changes in inventories of finished goods and work in progress 
	(5,709)
	9,068

	Raw materials and consumables used 
	3,864,649
	5,042,418

	Staff costs (note 10)
	735,647
	691,749

	Depreciation (note 13)
	197,425
	202,255

	Transportation expenses 
	123,955
	121,282

	Other expenses  
	   353,533
	   309,050

	Total cost of sales, general and administrative expenses
	5,269,500
	6,375,822


7      Cost of sales
	
	2009
	2008

	
	RO
	RO

	Cost of raw materials consumed
	3,654,645
	4,821,461

	Staff costs (note 10)
	475,004
	442,065

	Cost of spare parts
	210,004
	220,957

	Depreciation (note 13)
	170,318
	176,630

	Other direct costs
	   224,473
	   206,767

	
	4,734,444
	5,867,880


8         General and administrative expenses

	
	
2009

	2008

	
	RO
	RO

	Staff costs (note 10)
	260,643
	249,684

	Transportation
	123,955
	121,281

	Directors sitting fees
	36,824
	35,356

	Legal and professional fees
	23,208
	28,277

	Depreciation (note 13)
	27,107
	25,625

	Vehicle expenses
	17,320
	14,795

	Communication
	12,645
	13,280

	Board advisory fees 
	12,000
	12,000

	Advertisement and sales promotion 
	13,311
	11,999

	Printing and stationery
	8,445
	8,956

	Repairs and maintenance
	14,155
	7,679

	Insurance
	2,546
	2,204

	Postage and courier
	1,123
	1,202

	Bad debts written off 
	106
	-

	Allowance for impaired debts (note 16)
	-
	28,519

	Allowance of doubtful debts written back (note 16)
	(23,268)
	(55,494)

	Miscellaneous expenses
	    4,936
	    2,579

	
	535,056
	507,942


9      Other income
	
	2009
	2008

	
	RO
	RO

	Sale of scrap
	82,273
	155,945

	Gain on disposal of property, plant and equipment
	3,899
	2,164

	Miscellaneous income
	  1,568
	       704

	
	87,740
	158,813


10      Staff costs

	
	2009
	2008

	
	RO
	RO

	Wages and salaries
	602,642
	537,195

	Staff rent
	23,822
	24,615

	End of service benefits
	13,193
	34,020

	Social security costs
	8,367
	8,533

	Leave and air fare
	37,288
	43,201

	Other costs
	  50,335
	  44,185

	
	735,647
	691,749


11       Finance income/(costs) - net
	
	2009
	2008

	
	RO
	RO

	Interest income:
	
	

	
on bank deposits
	25,792
	8,636

	
from customers
	14,410
	12,522

	
	40,202
	21,158

	Interest expense:
	
	

	on overdrafts
	(12,475)
	(52,488)

	on letter of trust receipt
	(3,037)
	(4,379)

	to suppliers
	 (2,661)
	          -

	
	(18,173)
	(56,867)

	Finance income/(costs) - net
	22,029
	(35,709)


12
Taxation

(a) 
The tax (charge)/credit for the year is as follows: 

	
	2009
	2008

	
	RO
	RO

	Current tax:
	
	

	In respect of current year
	(144,156)
	(65,292)

	
	
	

	Deferred tax: 
	
	

	In respect of current year 
	    9,519
	  7,609

	
	(134,637)
	(57,683)


(b) 
There are no reconciling items between tax on the accounting profit at the applicable rate of 12% after the basic exemption of RO 30,000 and the tax expense in respect of the current year in these financial statements. 
(c)
Taxation has been agreed with the Oman taxation authorities for all periods up to 31 December 2003.

(d)
The Company was granted a tax holiday for an initial period of 5 years from the date of production or commercial operations date (1 August 1994) to 31 July 1999, which was extended for an additional period of 5 years from 1 August 1999 to 31 July 2004.
13        Property, plant and equipment

(a) The movement on property, plant and equipment is set out on pages 27 and 28.
(b) 
Buildings are erected on land leased from the Public Establishment for Industrial Estates for a period of 25 years commencing from 1 January 1993 and 1 July 2002, respectively.

(c) 
Capital work-in-progress relates to the new expansion of the factory initiated by the Company and includes borrowing costs of RO 2,405 arising on financing certain qualifying assets under construction in accordance with the requirements of the revised International Accounting Standard (IAS) 23 Borrowing costs, effective from 1 January 2009.
14      Financial instruments by category
(a)
The accounting policies for financial instruments have been applied to the line items below:
	
	Loans and receivables
	Loans and receivables

	
	2009
	2008

	Assets as per statement of financial position
	RO
	RO

	Trade and other debtors (excluding prepayments)
	1,958,131
	2,068,449

	Short term deposits
	1,114,110
	1,449,780

	Bank and cash
	   192,274
	   113,538

	Total
	3,264,515
	3,631,767


14  
Financial instruments by category (continued)

(a)
The accounting policies for financial instruments have been applied to the line items below: (continued)
	
	Financial liabilities
	Financial 
liabilities

	
	2009
	2008

	Liabilities  as per statement of financial position
	RO
	RO

	Creditors and other payables (excluding accruals)
	3,648,913
	728,407

	Bank borrowings
	               -
	   841,208

	Total
	3,648,913
	1,569,615


(b)  
Credit quality of financial assets 

As per the credit policy of the Company, customers are extended a credit period in the normal course of business upto 120 days, which in some cases, due to the market conditions and historical business relationship with the customer may be extended by a further period of 30 days as the demands of business may require. The credit quality of financial assets is determined by the customers’ history of meeting commitments, market intelligence related information and management’s trade experience. External ratings generally are not available in the environment in which the Company is operating.

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference to external credit ratings (if available) or to historical information about counterparty default rates:


Trade debtors
	
	2009
	2008

	
	RO
	RO

	Counterparties without external credit rating
	
	

	Due up to 6 months
	1,891,026
	2,001,803

	Due above 6 months 
	     86,844
	     94,769

	Total
	1,977,870
	2,096,572



Cash at bank

	
	
	2009
	2008

	
	Moody’s Rating
	RO
	RO

	Bank A
	P-2
	150,388
	63,319

	Bank B
	P-1
	16,878
	-

	Bank C
	P-1
	10,785
	1,000

	Bank D
	P-2
	10,223
	45,111

	Bank E
	P-1
	3,009
	3,096

	Bank F
	P-1
	       491
	       512

	Total
	
	191,774
	113,038



Short term deposits
	
	
	2009
	2008

	
	Moody’s Rating
	RO
	RO

	Bank C
	P-1
	1,013,652
	500,925

	Bank D
	P-1
	100,458
	447,191

	Bank A
	P-2
	               -
	501,664

	Total 
	
	1,114,110
	1,449,780


The rest of the item in statement of financial position ‘bank and cash’ is cash on hand.
15
Inventories

	
	2009
	2008

	
	RO
	RO

	
	
	

	Raw materials
	633,213
	775,764

	Spare parts
	232,406
	289,948

	Consumables
	86,075
	84,473

	Work in progress
	35,450
	30,767

	Finished goods
	     13,814
	     12,788

	
	1,000,958
	1,193,740

	Less: allowance for slow moving inventories:
	
	

	Raw materials
	(4,708)
	(30,000)

	Spare parts
	(110,000)
	    (20,000)

	
	886,250
	1,143,740


(a)
Inventories are held under charge, created in favor of banks, for facilities granted (note 23).

(b) 
The movement in provision for inventories is given below:

	
	2009
	2008

	
	RO
	RO

	At 1 January
	50,000
	50,000

	Add: allowance during the year
	  90,000
	         -

	Less: written back during the year
	(25,292)
	         -

	At 31 December
	114,708
	50,000
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Trade and other receivables

	
	2009
	2008

	
	RO
	RO

	
	
	

	Trade receivables  
	1,977,870
	2,096,572

	Less: allowance for impaired debts
	    (48,825)
	    (72,093)

	Net trade receivables 
	1,929,045
	2,024,479

	Prepaid expenses and deposits
	12,651
	9,698

	Advances to suppliers
	9,890
	7,510

	Margin on guarantees
	715
	1,716

	Other trade receivables
	     18,481
	     34,744

	
	1,970,782
	2,078,147


(a)
At the reporting date, 13% of trade debtors are receivable from one party (2008 - 12% from one party) in the Sultanate of Oman.


(b)   The fair values of trade and other debtors are assumed to be the same as their carrying amounts above. 

(c) 
Details of gross exposure of trade debtors are:
	
	2009
	2008

	
	RO
	RO

	Neither past due nor impaired
	1,633,665
	1,849,539

	Past due not impaired
	185,308
	174,940

	Impaired
	   158,897
	     72,093

	
	1,977,870
	2,096,572


(d)
As of 31 December 2009, trade receivables of RO 185,308 (2008 - RO 174,940) were past due but not impaired. These relate to a number of independent customers for whom there is no recent history of default. The ageing analysis of these past due not impaired trade debtors is as follows:
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Trade and other receivables (continued)
	
	2009
	2008

	
	RO
	RO

	Past due -  121  to 180 days
	152,995
	152,264

	Past due - 181 to 365 days
	  32,313
	  22,676

	Total
	185,308
	174,940


(e)
As at 31 December 2009 trade receivables of RO 158,897 (2008 - RO 72,093) were past due and impaired. These relate to debtors specifically identified by the company considering the past history of repayment and their current repayment capabilities, against which a provision of RO 48,825 (2008 - 72,093) has been established. It is expected that the company will recover the balance amount. The ageing analysis of these past due and impaired trade debtors is as follows:

	
	2009
	2008

	
	RO
	RO

	0 to 120 days
	97,445
	-

	Past due -  121  to 180 days
	6,921
	-

	Past due - 181 to 365 days
	5,767
	-

	Above 1 year
	  48,764
	72,093

	Total
	158,897
	72,093


(f)
Movement on the allowance for impairment of debts is as follows:

	
	2009
	2008

	
	RO
	RO

	At 1 January
	72,093
	99,068

	Charge for the year
	-
	28,519

	Written back
	(23,268)
	(55,494)

	At 31 December
	48,825
	72,093


(g)
Trade receivables are under charge, created in favour of banks, for facilities granted (note 23).
(h)
The carrying amounts of the company’s trade debtors are denominated in the following currencies:

	
	2009
	2008

	
	RO
	RO

	Currency
	
	

	Rial Omani
	1,815,736
	1,953,412

	Arab Emirates Dirham
	   162,134
	   143,160

	Total
	1,977,870
	2,096,572


(i)  The maximum exposure to credit risk at the reporting date is the fair value of each class of receivable mentioned above.
17
Bank and cash

	
	2009
	2008

	
	RO
	RO

	Cash on hand
	500
	500

	Current accounts
	191,774
	113,038

	Short term deposits
	1,114,110
	1,449,780

	
	1,306,384
	1,563,318


Short term deposits are placed with commercial banks, carry interest ranging from 0.5% to 2% (2008 - 3% to 4.35% per annum) and have maturities ranging from four months to one year from the date of placement. 
18
Share capital

	
	2009
	2008

	
	RO
	RO

	Authorized share capital 32,435,860 shares of RO 0.100 each

    (2008 - 1,621,793 share of RO 1 each)
	3,243,586
	3,243,586

	
	
	

	Issued and paid up share capital 32,435,860 shares of 

    RO 0.100 each (2008 - 1,621,793 shares of RO 1 each)
	3,243,586
	3,243,586


(a)
Share premium represents the unused balance of the premiums received for the increase of the share capital.

(b)
The Company has one class of ordinary shares which carries no right to fixed income.

Shareholders

The shareholders of the Company who own 10% or more of the Company’s shares and the number of shares held by them are as follows:

	
	2009
	2008

	
	Percentage

shareholding
	No. of

shares
	Percentage

shareholding
	No. of

shares

	Salim S. Hamed Al Fannah

  Al Araimi
	15.80
	5,125,970
	15.51
	5,031,594

	Al Baraka Financial

  Investments
	13.40
	4,345,485
	13.40
	4,345,485


19       Statutory reserve

In accordance with the Commercial Companies Law of Oman 1974, annual appropriations of 10% of the profit for the year are made to this reserve until the accumulated balance of the reserve is equal to one third of the value of the Company's paid-up share capital.  This reserve is not available for distribution.

20
General reserve

The general reserve is calculated in accordance with Article 106 of the Commercial Companies Law. The annual appropriation should not exceed 20% of the net profit for the year after deduction of taxes and the legal reserve provided that the total amount deducted shall not exceed one half of the share capital of the Company.

21
Deferred tax
Deferred income taxes are calculated on all temporary differences under the liability method using a principal tax rate of 12% (2008 - 12%). The net deferred tax liability and deferred tax (charge)/credit in the statement of comprehensive income are attributable to the following items:

	
	1 January 2009
	Credit to statement of comprehensive income
	31 December 
2009

	
	RO
	RO
	RO

	Deferred income tax asset
	
	
	

	Tax effect of provisions 
	14,651
	4,973
	19,624

	Deferred income tax liabilities
	
	
	

	Tax effect of depreciation
	(92,477)
	4,546
	(87,931)

	
	(77,826)
	9,519
	(68,307)
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Deferred taxation (continued)
	
	Balance at

1 January 2008
	(Charge)/credit to statement of comprehensive income
	Balance at

31 December
2008

	
	RO
	RO
	RO

	Asset
	
	
	

	Tax effect of provisions 
	17,888
	(3,237)
	14,651

	Liability
	
	
	

	Tax effect of depreciation
	(103,323)
	10,846
	(92,477)

	
	 (85,435)
	  7,609
	(77,826)
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End of service benefits
	
	2009
	2008

	
	RO
	RO

	
	
	

	Balance at 1 January
	125,367
	100,520

	Provision for the year
	13,193
	34,020

	Payments during the year
	            -
	  (9,173)

	Balance at 31 December
	138,560
	125,367


23
Bank borrowings
	
	2009
	2008

	
	RO
	RO

	Current accounts overdrawn
	-
	607,451

	Short term loans
	-
	100,000

	Loan against trust receipts
	           -
	133,757

	
	           -
	841,208


(a)
The overdraft facilities are secured by a charge over inventories and receivables of the Company. 

(b)
Overdrafts and short term loans are obtained from commercial banks at interest rates ranging from 6.5% to 8.5% (2008 - 4% to 7%) per annum. The interest rates may be re-negotiated by the banks on renewal of the facilities, which generally takes place on an annual basis in the case of overdrafts and at one to six months intervals for short term loans. 
24
Trade and other payables

	
	2009
	2008

	
	RO
	RO

	Trade payables
	823,100
	688,431

	Capital creditors
	2,784,068
	-

	Accrued expenses
	172,204
	91,005

	Provision for leave pay and air passage
	41,623
	39,880

	Unclaimed dividend
	           122
	          96

	
	3,821,117
	819,412

	Less: non current capital creditors
	(1,652,857)
	            -

	
	2,168,260
	819,412


(a)
The Company has transferred an amount of RO 9,384 (2008 - RO 11,221) of the unclaimed dividend to the investors trust fund.
(b)
Capital creditors for the purchase of machinery are repayable in four years from the reporting date and carry a commercial rate of interest.

25
Net assets per share
Net assets per share are calculated by dividing the shareholder’s equity at the year end by the number of shares issued and paid up, as follows:

	
	2009
	2008

	
	
	

	Net shareholders’ equity
	RO 5,125,768
	RO 4,432,782

	
	
	

	Number of shares outstanding at year end
	32,435,860
	32,435,860

	
	
	

	Net assets per share
	RO 0.158
	RO 0.137

	
	
	


26
Earnings per share
The par value of each share is RO 0.100 (2008 - RO 0.100). The earnings per share basic and diluted is calculated by dividing the profit for the year by the weighted average number of shares outstanding during the year.

	
	2009
	2008

	
	
	

	Total comprehensive income for the year
	RO 1,017,345
	RO 453,011

	
	
	

	Weighted average number of shares outstanding 
	32,435,860
	19,683,679

	
	
	

	Earnings per share
	RO 0.031
	RO 0.023


27
Cash and cash equivalents

	
	2009
	2008

	
	RO
	RO

	Cash on hand (note 17)
	500
	500

	Bank current accounts (note 17)
	191,774
	113,038

	Current account overdrawn (note 23)
	            -
	(607,451)

	
	192,274
	(493,913)


28
Proposed dividend

After the reporting date, the Board of Directors have proposed a cash dividend of 20% (0.200 Baizas per share) ((2008 - 10% (0.01 Baizas per share)). This dividend payment is subject to the approval of the shareholders at their Annual General Meeting and therefore, has not been included as a liability in the statement of financial position.

29
Purchase commitments 

At 31 December 2009, the Company had purchase commitments amounting to RO 32,011 (2008 - RO 3,428,831) for acquisition of property, plant and equipment.
30
Contingent liabilities

At 31 December 2009, there were contingent liabilities in respect of bank guarantees and bank letters of credit amounting to RO 5,250 and RO 990,288 respectively. (2008 - RO 5,250 and RO 174,810 respectively) given in the normal course of business on which no material loss is expected to arise.
31
Lease commitments

The future minimum lease payments under the non-cancellable operating lease are as follows:
	
	2009
	2008

	
	RO
	RO

	Less than 1 year
	8,699
	8,699

	Between 1 year and 5 years
	36,233
	35,658

	More than 5 years
	  79,136
	  88,410

	
	124,068
	132,767

	
	
	


32
Cash generated from operations

The reconciliation of profit before taxation to cash generated from operations is shown below:

	
	2009
	2008

	
	RO
	RO

	Operating activities
	
	

	Profit for the year before tax
	1,151,982
	510,694

	Adjustments for:
	
	

	Depreciation on property, plant and equipment
	197,425
	202,255

	Gain on disposal of property, plant and equipment
	(3,899)
	(2,164)

	Provision for doubtful debts written back 
	(23,268)
	(55,494)

	Provision for inventories written back
	(25,292)
	-

	Provision for doubtful debts
	-
	28,519

	Provision for inventories
	90,000
	-

	Interest expense
	18,173
	44,345

	Interest income
	(40,202)
	(8,636)

	End of service benefit expense
	     13,193
	34,020

	Operating profit before payment of end of service benefits 

   And working capital changes
	1,378,112
	753,539

	Payment of end of service benefits
	-
	(9,173)

	Changes in working capital:
	
	

	Inventories
	192,782
	241,748

	Trade and other receivables
	130,633
	(69,015)

	Trade and other payables
	   217,637
	(247,486)

	Cash generated from operations
	1,919,164
	669,613


33
Related parties 

Related parties comprise the shareholders, directors, key business personnel and business entities (collectively referred as related parties) in which these related parties have the ability to exercise significant influence in financial and operating decisions of such entities.

The Company has balances with these related parties which arise in the normal course of business from the commercial transactions, that are entered into at terms and conditions which the management consider to be comparable with those adopted for arm’s length transactions with third parties.

During the year the company entered into transactions with related parties in the normal course of business:

(a)
Transactions with related parties:

	
	2009
	2008

	
	RO
	RO

	Sale of goods
	571,691
	685,159


33
Related parties (continued)
 (b)
Year end balances arising from the sale of goods included within trade receivables:
	
	2009
	2008

	
	RO
	RO

	Receivable from related parties
	171,868
	161,185


(c) 
No provision for impairment has been made in 2009 and 2008 in respect of amounts due from related parties.

(d)  
Key management compensation 
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of the Company, directly or indirectly, including any Director (whether executive or otherwise).

The remuneration of directors and other members of key management during the year were as follows:
	
	2009
	2008

	
	RO
	RO

	Short term benefits 
	146,912
	121,652

	Post employment benefits
	4,637
	4,584

	Directors’ sitting fees (note 8)
	36,824
	35,356

	Board advisory fees (note 8)
	  12,000
	  12,000

	
	200,373
	173,592


Movement on property, plant and equipment (Note 13 continued)
	
	Building -
civil works
	Building -
electro mechanical
	Plant and machinery
	Furniture

and fixtures
	Office

equipment
	Laboratory equipment
	Motor

vehicles
	Capital

work-in-

progress
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO
	RO
	RO
	RO

	Cost
	
	
	
	
	
	
	
	
	

	1 January 2009
	699,378
	150,531
	2,574,853
	96,724
	52,391
	12,905
	154,976
	142,939
	3,884,697

	Additions
	-
	-
	570
	4,365
	3,162
	241
	15,350
	3,733,148
	3,756,836

	Disposals
	           -
	           -
	     (8,122)
	(4,751)
	(5,256)
	         -
	(19,670)
	               -
	    (37,799)

	31 December 2009
	699,378
	150,531
	2,567,301
	96,338
	50,297
	13,146
	150,656
	3,876,087
	7,603,734

	
	
	
	
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	
	
	
	

	1 January 2009
	301,193
	150,530
	1,636,775
	79,897
	37,959
	10,879
	90,782
	      -
	2,308,015

	Charge for the year
	27,975
	-
	139,369
	4,570
	4,169
	687
	20,655
	-
	197,425

	Disposals
	           -
	           -
	     (6,680)
	(4,649)
	(5,199)
	          -
	(19,670)
	             -
	    (36,198)

	31 December 2009
	329,168
	150,530
	1,769,464
	79,818
	36,929
	11,566
	91,767
	             -
	2,469,242

	
	
	
	
	
	
	
	
	
	

	Net book value
	
	
	
	
	
	
	
	
	

	31 December 2009
	370,210
	           1
	797,837
	16,520
	13,368
	1,580
	58,889
	3,876,087
	5,134,492


Movement on property, plant and equipment (Note 13 continued)
	
	Building -
civil works
	Building -
electro mechanical
	Plant and machinery
	Furniture

and fixtures
	Office

equipment
	Laboratory equipment
	Motor

vehicles
	Capital

work-in-

progress
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO
	RO
	RO
	RO

	Cost
	
	
	
	
	
	
	
	
	

	1 January 2008
	699,378
	150,531
	2,571,779
	97,051
	47,467
	12,905
	131,576
	-
	3,710,687

	Additions
	-
	-
	3,074
	1,185
	5,984
	-
	30,550
	142,939
	183,732

	Disposals
	            -
	           -
	              -
	 (1,512)
	(1,060)
	         -
	   (7,150)
	            -
	      (9,722)

	31 December 2008
	699,378
	150,531
	2,574,853
	96,724
	52,391
	12,905
	154,976
	142,939
	3,884,697

	
	
	
	
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	
	
	
	

	1 January 2008
	273,141
	150,530
	1,491,622
	75,890
	34,955
	10,211
	79,133
	-
	2,115,482

	Charge for the year
	28,052
	-
	145,153
	5,519
	4,064
	668
	18,799
	-
	202,255

	Disposals
	            -
	           -
	              -
	 (1,512)
	 (1,060)
	          -
	 (7,150)
	       -
	      (9,722)

	31 December 2008
	301,193
	150,530
	1,636,775
	79,897
	37,959
	10,879
	90,782
	       -
	2,308,015

	
	
	
	
	
	
	
	
	
	

	Net book value
	
	
	
	
	
	
	
	
	

	31 December 2008
	398,185
	         1
	938,078
	16,827
	14,432
	2,026
	64,194
	142,939
	1,576,682


Report of the Auditors - page 1.










