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INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF ALAFCC
AVIATION LEASE AND FINANCE COMPANY K.S.C.P.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of ALAFCO Aviation Iease and Finance
Company K.S.C.P. (the “Parent Company™) and its subsidiaries (collectively the “group”), which
comprise the consolidated statement of financial position as at 30 September 2018, and the
consolidated statement of income, consolidated statement of comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the vear then ended,
and notes to the consolidated financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the group as at 30 September 2018, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for
the Audit of the Consolidated Financial Statements section of our report. We are independent of
the group in accordance with the Jnternarional Ethics Standards Board for Accountants' Code af
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 opinion.

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. 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. For each
matter below, our description of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor s responsibilities for the audit of
the consolidated financial statements section of our report, including in relation to these matters,
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed to address the matters below,
provide the basis for our audit opinion on the accompanying consolidated financial statements.
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INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF ALAFCO
AVIATION LEASE AND FINANCE COMPANY K.S.C.P. (continued)

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

a) Impairment of aircraft and engines

As at 30 September 2018, aircraft and engines are carried at KD 829,509,062 as disclosed in
note 4. The impairment test of aircraft and engines performed by the management is significant
to our audit due to the size of the assets’ carrying value as well as the Judgement involved in the
assessment of recoverable amounts of aircraft and engines, which are based on value-in-use or
fair value less costs to sell. Value-in-use basis is complex and requires considerable judgment
on the part of management such as estimates of future cash flows and discount rate variables
which includes risk free rate, equity risk premium, beta in the relevant industry sector and
estimation of cost of debt based on the group’s total debt/equity balances. Fair value less costs
of sell is based on models adopted by the management using published reports of aircraft values,
The published reports of aircraft values include the value of aircrafts in the current year
considering the model and date of manufacturing of each aircraft. Therefore, we identified the
impairment testing of aircraft and engines as a key audit matter.

Our audit procedures 1o assess the impairment testing of aircraft and engines included the
following:

Assessing the knowledge and expertise of the management of the group to perform such
impairment assessment;

- Evaluating and challenging the key assumptions and methodologies used by the
management;

- Assessing the appropriateness of the valuation technique used and evaluating the key
assumptions used by the management in determining the fair value less costs to sell which
includes benchmarking the fair value with the published reports of aircraft values:

Assessing the appropriateness of discount rates used by management to determine the value-
in-use with the help of our internal specialist by reference to externally available data taking
into account regional and industry specific risk premiums;

Assessing the reasonability of estimated future cash flows based on the recent lease
agreement of each aircraft and the related lease income:

Comparing the assumptions adopted in the prior year’s impairment assessments with actual
results for the current year, and investigating significant variances identified and considering
the impact on the current vear’s impairment assessments.
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INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF ALAFCO
AVIATION LEASE AND FINANCE COMPANY K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Key Audit Matters (continued)

b} Aircrafi heavy maintenance provisions
The group is contractually committed to deliver certain existing aircrafts to lessees in a certain
condition agreed with the lessees. Management estimates the maintenance costs and the costs
associated with the overhaul/restitution of major components of aircraft such as engines and life-
limited parts as per operating lease agreements. The calculation of such costs includes a number
of variable factors and assumptions, including the anticipated utilisation of the aircraft, cost of
maintenance and the remaining lifespan of the engines/life-limited parts at the time when the
aircrafts would be delivered to the new lessees. Heavy maintenance provisions for aircraft
maintenance costs aggregated to KD 23,706,128 as at 30 September 2018 and are included
within maintenance reserve and provisions in the consolidated statement of financial position.
We have identified the assessment of aircraft heavy maintenance provisions as a key audit matter
because of the inherent level of complex and subjective management judgements required in
assessing the variable factors and assumptions in order to quantify the provision amounts.

Our audit procedures to assess aircrafi heavy maintenance provisions included the following:

- Evaluating the provisioning model. methodology and key assumptions adopted by
management in estimating the provisions and any changes therein by reviewing the terms of
the new operating lease agreements and comparing assumptions to contract terms;

Discussing with engineering department responsible for aircraft engineering the estimated
utilization and expected remaining useful lives of life-limited parts of the aircraft at the time
ot delivery to new lessee. Further, we consider the consistency of the provisions with the
engineering department’s assessment of the condition of aircraft,

- Performing a retrospective review of aircraft maintenance provisions to evaluate whether the
Judgement and decisions made by management in estimating the provisions in the prior vear
indicated possible management bias.

Orther information included in the group’s 2018 Annual Report

Management is responsible for the other information. Other information consists of the
information included in the Group’s 2018 Annual Report, other than the consolidated financial
statements and our auditor's report thereon. We obtained the report of the Parent Company's
Board of Directors, prior to the date of our auditor’s report, and we expect to obtain the remaining
sections of the group’s 2018 Annual Report after the date of our auditor's 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.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF ALAFCO
AVIATION LEASE AND FINANCE COMPANY K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Other information included in the group's 2018 Annual Report (continued)

In connection with our audit of the consolidated financial slatements, 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. If, based on the work we have
performed on the other information that we obtained prior to the date of this auditor's report, we
conclude that there is a material misstatement of this other information; we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the 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 or error.

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

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

Auditor's Responsibilities for the Audi of Consolidated Financial Statements

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

* Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
0missions, misrepresentations, or the override of internal control.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF ALAFCO
AVIATION LEASE AND FINANCE COMPANY K.S.C.P. (continued)

Report on the Audit of Consolidated Financial Statements (continued)

Auditor s Responsibilities for the Audit of Consolidated Financial Statemenis (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.

* 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 auditor's report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the group to cease 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.

* Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.

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

We also provide those charged with 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 with those charged with governance, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current
year and are therefore the key audit matters. We describe these matters in our auditor’s report unless
law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected 10 outweigh the public interest
benefits of such communication,
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INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF ALAFCO
AVIATION LEASE AND FINANCE COMPANY K.S.C.P. (continued)

Report on Other Legal and Regulatory Requirements

Furthermore, in our opinion, proper books of account 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 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. nor of the Parent Company’s
Memorandum of Incorporation and Articles of Association, as amended, have occurred during
the year ended 30 September 2018 that might have had a material effect on the business of the
Parent Company or on its financial position.

BADER A. AL-ABDULJADER
LICENCE NO. 207 A
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