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Independent auditor’s report to the shareholders of Welspun
Middle East Pipes Company

Report on the audit of the financial statements

Our opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Welspun Middle East Pipes Company (the “Company”) as at 31 March 2020, and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards, that are endorsed in the Kingdom of Saudi Arabia, and other standards and
pronouncements issued by the Saudi Organization for Certified Public Accountants (“SOCPA”™).

What we have audited
The Company'’s financial statements comprise:

the statement of profit or loss and other comprehensive income for the year ended 31 March 2020;
the statement of financial position as at 31 March 2020;

the statement of changes in equity for the year then ended;

the statement of cash flows for the year then ended; and

the notes to the financial statements, which include a summary of significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing, that are endorsed in
the Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.

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

Independence

We are independent of the Company in accordance with the code of professional conduct and ethics,
endorsed in the Kingdom of Saudi Arabia, that are relevant to our audit of the financial statements and
we have fulfilled our other ethical responsibilities in accordance with these requirements.

Responsibilities of management and those charged with governance for the
financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards, that are endorsed in the Kingdom of
Saudi Arabia and other standards and pronouncements issued by SOCPA, and the applicable
requirements of the Regulations for Companies and the Company’s Articles of Association, and for
such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

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

Those charged with governance, i.e. Board of Directors, are responsible for overseeing the Company’s
financial reporting process.

PricewaterhouseCoopers, License No. 25,
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Auditor’s responsibilities udit of the financic
Our objectives are to obtain reasonable assurance about whether the ﬁnanc1al 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 International Standards on Auditing, that are endorsed in
the Kingdom of Saudi Arabia, 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 on the basis of these
financial statements.

As part of an audit in accordance with International Standards on Auditing, that are endorsed in the
Kingdom of Saudi Arabia, we exercise professional judgment and maintain professional scepticism
throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

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

e 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 Company’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in our
auditor’s report to the related disclosures in the financial statements or, if such 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 Company to
cease to continue as a going concern.

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

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

thouseCoopers

Ali H. Al Basri
License Number 409

17 June 2020




WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Statement of profit or loss and other comprehensive income
(All amounts in Saudi Riyals unless otherwise stated)

For the year ended 31 March

Note 2020 2019
Revenue 4 1,668,863,844 707,189,741
Cost of revenue 5 (1,332,511,587) (725,957,826)
Gross profit (loss) 336,352,257 (18,768,085)
General and administrative expenses 6 (12,705,941) (14,788,986)
Selling and marketing expenses 7 (7,657,200) (11,516,183)
Expected credit loss allowance 14 (3,927,679) -
Other operating income - net 8 2,599,042 738,906
Operating profit (loss) 314,660,479 (44,334,348)
Financial costs 6] (48,110,487) (28,018,003)
Profit (loss) before zakat and income tax 266,549,992 (72,352,351)
Zakat expense 23 (a,577,027) 116,829
Income tax expense 23 (25,039,146) 2,035,625
Profit (loss) for the year 236,933,819 (69,299,897)
Other comprehensive loss
Item that will not be reclassified to profit or loss
Remeasurements of employee benefit obligations 21 (1,273,370) (1,362,190)
Total comprehensive income (loss)
for the year 235,660,449 (70,662,087)
Earnings (loss) per share:
Basic and diluted 28 3.12 (0.91)

The accompanying notes are an integral part of these financial statements.




WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)
Statement of financial position

(All amounts in Saudi Riyals unless otherwise stated)

Assets

Non-current assets
Property, plant and equipment
Right-of-use assets

Intangible assets

Deferred tax asset

Total non-current assets

Current assets

Inventories

Trade and other receivables
Zakat and income tax refundable
Cash and cash equivalents
Total current assets

Total assets

Equity and liabilities

Equity

Share capital

Statutory reserve

Retained earnings (accumulated losses)
Total equity

Liabilities

Non-current liabilities
Long-term borrowings

Long-term loans from shareholders
Lease liabilities

Deferred tax liability

Employee benefit obligations
Advance from a customer

Total non-current liabilities

Current liabilities

Trade and other payables

Current portion of long-term borrowings
Current portion of lease liabilities
Short-term borrowings

Zakat and income tax payable

Total current liabilities

Total liabilities

Total equity and liabilities

Note

10
11
12

23

13
14
23
15

16
17

18
24
20
23
21
22

22
18
20
19
23

As at 31 March

2020

2019

229,732,636 253,537,259
31,285,041 -
126,149 331,800

- 2,935,625
261,143,826 256,804,684
175,783,794 196,180,959
642,498,613 356,137,767
- 3,168,226

69,124,120 16,237,420
887,406,527 571,724,372
1,148,550,353 828,529,056
76,046,875 76,046,875
20,178,886 =
180,336,614 (35,144,949)
276,562,375 40,901,926
- 37,500,000
105,882,396 105,882,396
25,107,677 -
738,776 =
12,033,140 9,217,750

- 38,371,501
143,761,989 190,971,647
191,828,710 337,928,531
70,739,125 71,603,027
6,616,727 -
436,427,715 187,123,925
22,613,712 -
728,225,989 596,655,483
871,987,978 787,627,130
1,148,550,353 828,529,056

These financial statements including accompanying notes were authorized for issue by the Company’s

Board of Director; 17 e 2020 and signed on their behalf by:




WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)
Statement of changes in equity

(All amounts in Saudi Riyals unless otherwise stated)

Share capital

1 April 2018 and 31 March 2019
Change in shareholders

31 March 2020

Statutory reserve

1 April 2018

Transfer to retained earnings
31 March 2019

Transfer from retained earnings
31 March 2020

Retained earnings (accumulated losses)
1 April 2018

Loss before zakat and income tax

Other comprehensive loss for the year

Zakat and income tax expense

Transfer from statutory reserve

31 March 2019

Profit before zakat and income tax for the period
from 1 April 2019 to 31 October 2019

Zakat and income tax expense for the period
from 1 April 2019 to 31 October 2019

Other comprehensive income for the period
from 1 April 2019 to 31 October 2019

31 October 2019

Note

16

17

17

23
17

23

Welspun Aziz
Mauritius Aziz Vision Company for
Holdings Mohawareen European International Contracting
Company Industrial Pipe Investinent & Industrial
Lid. Services Factory Co. Investment Total
38,031,042 3,794,739 34,221,094 - - 76,046,875
- - (84,221,094) 12,547,734 21,673,360 =
38,031,042 3,794,739 - 12,547,734 21,673,360 76,046,875
12,807,154 1,277,898 11,524,134 = - 25,609,186
(12,807,154) (1,277,898)  (11,524,134) - - (25,600,186)
10,091,461 1,006,926 - 3.329,516 5,750,983 20,178,886
10,091,461 1,006,926 - 3,329,516 5,750,983 20,178,886
10,522,254 (198,825) (415,477) . . 9,907,952
(36,183,411) (3,610,382)  (32,558,558) . - (72,352,351)
(681,231) (67,973) (612,986) . - (1,362,190)
2,935,625 11,662 105,167 . . 3,052,454
12,807,154 1,277,898 11,524,134 = - 25,609,186
(10,599,609) (2,587,620)  (21,957,720) - - (35,144,949)
49,436,395 4,932,766 44,483,858 - - 98,853,019
(9,887,279) (139,274) (1,255,975) - - (11,282,528)
28,949,507 2,205,872 21,270,163 = - 52,425,542

(continued)



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Statement of changes in equity (continued)

(All amounts in Saudi Riyals unless otherwise stated)

Retained earnings (accumulated losses)
(continued)

Change in shareholders
Profit before zakat and income tax for the period
from 1 November 2019 to 31 March 2020
Other comprehensive loss for the period
from 1 November 2019 to 31 March 2020
Zakat and income tax expense for the period
from 1 November 2019 to 31 March 2020
Transfer to statutory reserve
31 March 2020

Total equity
31 March 2020

31 March 2019

Note

16

21

23
17

Welspun Aziz. Company
Mauritius Aziz Vision for
Holdings Mohawareen European International Contracting
Company Industrial Pipe Investment & Industrial
Ltd. Services Factory Co. Investment Total
- - (21,270,163) 7,799,060 13,471,103 -
83,865,256 8,368,079 = 27,670,001 47,793,637 167,696,973
(636,812) (63,541) - (210,107) (362,910) (1,273,370)
(15,151,867) (317,605) s (1,050,197) (1,813,976) (18,333,645)
(10,091,461) (1,006,926) - (3,329,516) (5,750,983) (20,178,886)
86,934,623 9,185,879 = 30,879,241 53,336,871 180,336,614
135,057,126 13,987,544 = 46,756,491 80,761,214 276,562,375
27,431,433 1,207,119 12,263,374 - - 40,901,926

The accompanying notes are an integral part of these financial statements.

T




WELSPUN MIDDLE EAST PIPES COMPANY
(A limited liability company)

Statement of cash flows

(All amounts in Saudi Riyals unless otherwise stated)

Cash flows from operating activities
Profit (loss) before zakat and income tax
Adjustments for:
Depreciation
Amortization
Gain from sale of property and equipment
Gain on early termination of lease liabilities
Provision (reversal) for inventory obsolescence
Expected credit loss allowance
Financial costs
Provision for employee benefit obligations
Changes in operating assets and liabilities:
Decrease (increase) in inventories
Increase in trade and other receivables
(Decrease) increase in trade and other payables
Cash used in operations
Financial costs paid
Employee benefit obligations paid
Zakat and income tax paid
Net cash outflow from operating activities

Cash flows from investing activities
Payments for purchases of property,

plant and equipment
Payments for purchases of intangible assets
Proceeds from sale of property and equipment
Net cash outflow from investing activities

Cash flows from financing activities
Changes in short-term borrowings
Repayments of long-term borrowings
Repayments of lease liabilities

Net cash inflow from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Non-cash investing and financing activities:

Recognition of right-of-use assets and corresponding
lease liabilities (See Notes 2.1.3, 11 and 20)

The accompanying fiotes ar

For the year ended 31 March

Note 2020 2019
266,549,992 (72,352,351)
10, 11 33,593,894 25,955,411
12 215,651 212,449
(36,451) (64,145)
(116,619) -
13 3,731,391 (331,655)
14 3’9279679 -
9 48,110,487 28,018,003
21 1,631,150 1,169,360
16,665,774 (139,058,334)
(290,288,525) (272,155,794)
(184.827,371) 262,007,576
(100,842,948) (166,599,480)
(46,850,691) (21,123,514)
21 (470,880) (167,710)
23 (159,834) =
(148,324,353) (187,890,704)
10 (2,919,489) (23,467,979)
12 (10,000) (39,529)
36,451 69,505

(2,893,038)

(23,438,003)

247,917,891 187,123,925
(37,500,000) (18,750,000)
(6’313’800) -
204,104,091 168,373,925
52,886,700 (42,954,782)
16,237,420 59,192,202

15 69,124,120 16,237,420

integral part of these financial statementy.




WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

1 General information

Welspun Middle East Pipes Company (the “Company”) is engaged in manufacturing and sale of spiral
steel pipes.

The Company is a limited liability company licensed under foreign investment license number
121031118992 issued by the Ministry of Investment (previously the ‘Saudi Arabian General Investment
Authority’) on 22 Rajab 1431H (4 July 2010) operating under commercial registration number
2050071522 issued in Dammam on 22 Rajab 1431H (4 July 2010). The registered address of the
Company is P.O. Box 12943, Dammam 31483, Kingdom of Saudi Arabia.

During 2019, the Board of Directors (“BoDs™) of the Company recommended to initiate legal
formalities to file the Company’s Initial Public Offering (“IPO”) with the relevant regulatory authorities
in the Kingdom of Saudi Arabia. As of 31 March 2020, the IPO was subject to various approvals
including approval from the shareholders of the Company.

During 2019, the BoDs of the Company recommended to merge the Company with Welspun Middle
East Pipes Coating Company (“WMEPC”), a limited liability company registered in the Kingdom of
Saudi Arabia owned by the Company'’s shareholders in the same shareholding proportion (“common
control™).

Subsequent to 31 March 2020 and based on the BoDs recommendation, the Company’s shareholders
signed an agreement on 14 May 2020, whereby it was agreed to merge WMEPC's operations and all its
assets, rights, liabilities and obligations with WMEP. Under the terms of the above-mentioned
agreements and as both the Company and WMEPC are under common control, there is no
consideration to be paid and the carrying values of assets and liabilities of the WMEPC will be
transferred to WMEP on the effective date of merger. The legal formalities relating to the merger
activities were in process as of the date of the approval of these financial statements.

In response to the spread of the Covid-19 pandemic in the GCC and other territories where the
Company operates and its consequential disruption to the social and economic activities in those
markets, the Company’s management has proactively assessed its impacts on its operations and has
taken a series of proactive and preventative measures, including activation of the crisis management
team and associated processes to:

. ensure the health and safety of its employees and contractors as well as the wider community
where it is operating.
. minimizing the impact of the pandemic on its operations and product supply to the market.

Notwithstanding these challenges, the Company was successful in maintaining stable operations while
maneuvering limited demand interruptions to maintain product flow to the market. The Company’s
management believes that the Covid-19 pandemic, by itself, has had limited direct material effects on
Company’s reported results for the year ended 31 March 2020. The Company’s management continues
to monitor the situation closely.

2 Summary of significant accounting policies

The principal accounting policies applied for the preparation of financial statements of the Company
are set out below. The accounting policies have been consistently applied to all the years presented,
except for the policy on leases which was changed due to the adoption of new accounting standard
IFRS 16 ‘Leases’ (“IFRS 16”) as explained in 2.1.3.



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

2 Summary of significant accounting policies (continued)
2.1 Basis of preparation
2.1.1 Statement of compliance

These financial statements of the Company have been prepared in compliance with International
Financial Reporting Standards, that are endorsed in the Kingdom of Saudi Arabia (“IFRS”), and other
standards and pronouncements issued by Saudi Organization for Certified Public Accountants
(“SOCPA™).

2.1.2 Historical cost convention

These financial statements are prepared under the historical cost convention except where IFRS
requires other measurement basis as disclosed in the relevant accounting policies.

2.1.3 New and amended standards adopted by the Company

The Company has applied the following standards and amendments for the first time for their
reporting periods commencing on or after 1 April 2019.

Amendment to IFRS 9, ‘Financial instruments’, on modification of financial liabilities

This amendment applies when a financial liability, measured at amortised cost, is modified without
this resulting in a de-recognition, a gain or loss should be recognised immediately in the profit or loss.
The gain or loss is calculated as the difference between the original contractual cash flows and the
modified cash flows discounted at the original effective interest rate. This means that the difference
cannot be spread over the remaining life of the instrument which may be a change in practice from
1AS 39. No material impact was identified.

Annual improvements to IFRS Standards 2015 - 2017

These amendments include minor changes to IAS 23 - Borrowing costs - a company treats as part of
general borrowings any long-term borrowing originally made to develop a qualified asset when the
asset is ready for its intended use or sale. No material impact was identified.

Amendments to IAS 19 - Employee benefits on plan amendment, curtailment or
settlement

These amendments require an entity to:

use updated assumptions to determine the current service cost and net interest for the reminder
of the period after a plan amendment, curtailment or settlement and

- recognise in profit or loss as part of past service cost, a gain or a loss on settlement, any
reduction in a surplus, even if that surplus was not previously recognised because of the impact
of the asset ceiling.

No material impact was identified.

International Financial Reporting Interpretations Committee (“IFRIC”) 23 -
Uncertainty over income tax treatments

This IFRIC clarifies how the recognition and measurement requirements of 1AS 12 - Income taxes, are
to apply where there is uncertainty over income tax treatments. The IFRIC had clarified previously
that 1AS 12, not “IAS 37 - Provisions, contingent liabilities and contingent assets”, applies to
accounting for uncertain income tax treatments.

IFRIC 23 explains how to recognise and measure deferred and current income tax assets and liabilities
where there is uncertainty over a tax treatment. An uncertain tax treatment is any tax treatment
applied by an entity where there is uncertainty over whether that treatment will be accepted by the tax
authority.

10



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

2 Summary of significant accounting policies (continued)
2.1 Basis of preparation (continued)
2.1.3 New and amended standards adopted by the Company (continued)

International Financial Reporting Interpretations Committee (“IFRIC”) 23 -
Uncertainty over income tax treatments (continued)

IFRIC 23 applies to all aspects of income tax accounting where there is an uncertainty regarding the
treatment of an item, including taxable profit or loss, the tax bases of assets and liabilities, tax losses
and credits and tax rates. The Company has also assessed the impact of the application of the
interpretation related to uncertainty over income tax treatments and has incorporated the relevant
adjustments in the financial statements. No material impact was identified.

Adoption of IFRS 16
a) Transition approach and impact

The Company has adopted IFRS 16 from 1 April 2019, using the modified retrospective method, and
has not restated comparatives for the 31 March 2019 reporting period, as permitted under the specific
transitional provisions in IFRS 16. The reclassifications and the adjustments arising from the new
leasing rules are therefore recognized in the statement of financial position on 1 April 2019.

On adoption of IFRS 16, the Company recognized lease liabilities in relation to leases which had
previously been classified as operating leases under the principles of 1AS 17 ‘Leases’. These liabilities
were measured at the present value of the remaining lease payments, discounted using the Company’s
incremental borrowing rate as of 1 April 2019. The equal and opposite side of the lease liability
calculated, is the right-of-use asset. Therefore, there is no adjustment against opening accumulated
deficit as at the transition date i.e. 1 April 2019. The weighted average incremental borrowing rate
applied to the lease liabilities on 1 April 2019 was 4.50%.

The adoption of IFRS 16 has resulted in recognition of right-of-use assets and lease liabilities of Saudi
Riyals 38.6 million as of 1 April 2019. In applying IFRS 16 for the first time, the Company has not used
any practical expedient permitted by the standard.

b) Reconciliation of operating lease commitments disclosed as at 31 March 2019 and lease
liabilities recognized as at 1 April 2019:

Saudi Riyals
Operating lease commitments disclosed as at 31 March 2019 17,198,172
Adjustment as a result of assessment of lease contracts under IFRS 16 27,305,764
Less: Impact of discounting using the Company’s incremental borrowing
rate at the date of initial application (5,919,952)
Lease liabilities recognized as at 1 April 2019 38,583,984
Of which are:
Current portion of lease liabilities 6,505,800
Non-current portion of lease liabilities 32,078,185
38,583,984

2.1.4 Standards issued but not yet effective

Certain new accounting standards and interpretations have been published that are not mandatory for
31 March 2020 reporting periods and have not been early adopted by the Company. These standards
are not expected to have a material impact in the current or future reporting periods and on
foreseeable future transactions.

11



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

2 Summary of significant accounting policies (continued)
2.2 Revenue

Revenue is measured at the fair value of the consideration received or receivable net of returns,
allowances and trade discounts for the sale of goods in the ordinary course of the Company’s activities.
The Company recognizes revenue when control of the goods has transferred, being when the products
are delivered to the customer, the customer has full discretion over the use or sale of such goods, and
there is no unfulfilled obligation that could affect the customer’s acceptance of the goods. Delivery
occurs when the goods have been acknowledged by the customer through third party inspection
documents and material release notes, the risks of obsolescence and loss have been transferred to the
customer, the customer has accepted the products in accordance with the sales contract, the
acceptance provisions have lapsed, or the Company has objective evidence that all criteria for
acceptance have been satisfied.

A receivable is recognised when the goods are delivered or acknowledged by the customer as this is the
point in time that the consideration is unconditional because only the passage of time is required
before the payment is due.

The Company does not have any contracts where the period between the transfer of the promised
goods to the customer and payment by the customer exceeds one year. As a consequence, the
Company does not adjust any of the transaction prices for the time value of money.

2.3 Foreign currencies
(a) Functional and presentation currency

Items included in the financial statements of the Company are measured using the currency of the
primary economic environment in which the Company operates (“the functional currency"). The
financial statements are presented in "Saudi Riyals", which is the Company's presentation as well as
functional currency.

(b) Transactions and balances

Foreign currency transactions are translated into Saudi Riyals using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at the period-end exchange rates of monetary assets and
liabilities denominated in foreign currencies other than Saudi Riyals are recognised in profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rates at the dates of the initial transactions.

2.4 Zakat and taxes

In accordance with the regulations of the General Authority of Zakat and Tax (the “GAZT"), the
Company is subject to zakat attributable to Saudi shareholding and to income tax attributable to the
foreign shareholding in the Company. Provisions for zakat and income tax are charged to profit or loss
for the year. Additional amounts, if any, are accounted for when determined to be required for
payment. Further, the amounts for zakat and income tax expense for the year are presented in the
statement of changes in equity in accordance with the guidance issued by SOCPA for companies with
mixed ownership in line with the terms of the agreement between the shareholders of the Company.

Income tax based on the applicable income tax rate is adjusted by changes in deferred tax assets and
liabilities attributable to temporary differences and to unused tax losses. Deferred income tax is
provided in full, on temporary differences arising between the tax bases of assets and liabilities and
their carrying amounts. Deferred income tax is not accounted for if it arises from initial recognition of
an asset or liability in a transaction other than a business combination that at the time of the
transaction affects neither accounting nor taxable profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantially enacted by the end of the reporting
period and are expected to apply when the related deferred income tax asset is realised or the deferred
income tax liability is settled.

12



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

2 Summary of significant accounting policies (continued)
2.4 Zakat and taxes (continued)

Deferred tax assets are recognised only if it is probable that future taxable amounts will be available to
utilise those temporary differences and losses.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets and liabilities and when the deferred tax balances relate to the same taxation authority.
Current tax assets and tax liabilities are offset where the entity has a legally enforceable right to offset
and intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously.

The Company withholds tax on certain transactions with non-resident parties in the Kingdom of Saudi
Arabia, including dividends payment to the foreign shareholder, as required under the Saudi Arabian
Income Tax Law.

2.5 Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated depreciation and
accumulated impairment losses, if any. Historical cost includes expenditure that is directly attributable
to the acquisition of the items.

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. The carrying amount of any
component accounted for as a separate asset is derecognised when replaced. All other repairs and
maintenance are charged to profit or loss during the reporting period in which they are incurred.

Depreciation is calculated on property, plant and equipment so as to allocate its cost, less estimated
residual value, on a straight-line basis over the estimated useful lives of the assets. The depreciation
expense is recognised in profit or loss in the expense category consistent with the function of the
property, plant and equipment.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of each
annual reporting period. An asset’s carrying amount is written down immediately to its recoverable
amount if the asset’s carrying amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are
included in profit or loss. Major spare parts qualify for recognition as property, plant and equipment
when the Company expects to use them during more than one year. Transfers are made to relevant
operating assets category as and when such items are available for use

Assets in the course of construction or development are capitalised in the capital work-in-progress
account. The asset under construction or development is transferred to the appropriate category in
property, plant and equipment, once the asset is in a location and / or condition necessary for it to be
capable of operating in the manner intended by management. The cost of an item of capital work-in-
progress comprises its purchase price, construction / development costs and any other directly
attributable costs to the construction or acquisition of an item of capital work-in-progress intended by
management. Capital work-in-progress is not depreciated.

13



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)
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2 Summary of significant accounting policies (continued)
2.6 Leases
2.6.1 Accounting policy applied from 1 April 2019

At the inception of the contract the Company assesses whether a contract is or contains a lease. The
Company recognises a right-of-use asset and a corresponding lease liability with respect to all lease
agreements in which it is the lessee, except for short-term leases (defined as leases with a lease term of
twelve months or less) and leases of low value assets. For these leases, the Company recognises the
lease payments as an operating expense on a straight-line basis over the term of the lease unless
another systematic basis is more representative of the time pattern in which economic benefits from
the leased asset are consumed.

Lease liabilities

The lease liability is initially measured at the net present value of the lease payments that are not paid
at the commencement date. The lease payments are discounted using the interest rate implicit in the
lease. If that rate cannot be readily determined, which is generally the case for leases in the Company,
the lessee’s incremental borrowing rate is used, being the rate that the individual lessee would have to
pay to borrow the funds necessary to obtain an asset of similar value to the right-of-use asset in a
similar economic environment with similar terms, security and conditions.

To determine the incremental borrowing rate, the Company:

o where possible, uses recent third-party financing received by the individual lessee as a starting
point, adjusted to reflect changes in financing conditions since third party financing was received;

. uses a build-up approach that starts with a risk-free interest rate adjusted for credit risk for leases
held by the individual lessee, which does not have recent third-party financing, and

. makes adjustments specific to the lease, for example term, country, currency and security.

Lease liabilities include the net present value of the following lease payments:

o fixed lease payments, less any lease incentives receivable;

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

e amounts expected to be payable by the lessee under residual value guarantees;

e the exercise price of purchase options, if the lessee is reasonably certain to exercise the options;
and

e payments of penalties for terminating the lease, if the lease term reflects the exercise of an option
to terminate the lease.

Lease payments to be made under reasonably certain extension options are also included in the
measurement of the liability.

The lease liability is presented as a separate line in the statement of financial position.
The lease liability is subsequently measured by increasing the carrying amount to reflect interest on the

lease liability (using the effective interest rate method) and by reducing the carrying amount to reflect
the lease payments made.
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2 Summary of significant accounting policies (continued)
2.6 Leases (continued)
2.6.1 Accounting policy applied from 1 April 2019 (continued)

The Company remeasures the lease liability (and makes a corresponding adjustment to the related
right-of-use asset) whenever:

o the lease term has changed or there is a change in the assessment of exercise of a purchase option,
in which case the lease liability is re-measured by discounting the revised lease payments using a
revised discount rate;

o the lease payments change due to changes in an index or rate or a change in expected payment
under a guaranteed residual value, in which cases the lease liability is re-measured by discounting
the revised lease payments using the initial discount rate (unless the lease payments change is
due); and

e alease contract is modified, and the lease modification is not accounted for as a separate lease, in
which case the lease liability is re-measured by discounting the revised lease payments using a
revised discount rate.

Right-of-use assets

The right-of-use assets comprise the initial measurement of the corresponding lease liability, lease
payments made at or before the commencement day and any initial direct costs. They are subsequently
measured at cost less accumulated depreciation and impairment losses, if any.

Whenever the Company incurs an obligation for costs to dismantle and remove a leased asset, restore
the site on which it is located or restore the underlying asset to the condition required by the terms and
conditions of the lease, a provision is recognised and measured under IAS 37 “Provisions, contingent
liabilities and contingent assets”. The costs are included in the related right-of-use asset, unless those
costs are incurred to produce inventories.

Right-of-use assets are depreciated over the shorter period of the lease term or the economic useful life
of the underlying asset. If a lease transfers ownership of the underlying asset or the cost of the Right-of-
use asset reflects that the Company expects to exercise a purchase option, the related right-of-use asset
is depreciated over the useful life of the underlying asset. The depreciation starts at the commencement
date of the lease.

The right-of-use assets are presented as a separate line in the statement of financial position.

The Company applies IAS 36 “Impairment of Assets” to determine whether a right-of-use asset is
impaired and accounts for any identified impairment loss.

Variable rents that do not depend on an index or rate are not included in the measurement the lease
liability and the right-of-use asset. The related payments are recognised as an expense in the period in
which the event or condition that triggers those payments occurs and are included in the profit or loss.
2.6.2 Following lease accounting policy was applied until 31 March 2019

Leases in which substantially all the risks and rewards of ownership are retained by the lessor are

classified as operating leases. Payments made under operating leases (net of any incentives received
from the lessor) are charged to the profit or loss on a straight-line basis over the period of the lease.
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2 Summary of significant accounting policies (continued)
2.7 Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less accumulated amortization and accumulated
impairment losses, if any. The useful lives of intangible assets are assessed to be finite.

Intangible assets are amortized over the useful economic life and assessed for impairment whenever
there is an indication that the intangible asset may be impaired. The amortization period and the
amortization method for an intangible asset is reviewed at least at the end of each reporting period.
Changes in the expected useful life or the expected pattern of consumption of future economic benefits
embodied in the asset is accounted for by changing the amortization period or method, as appropriate,
and are treated as changes in accounting estimates. The amortization expense on intangible assets is
recognized in profit or loss in the expense category consistent with the function of the intangible asset.

Gains or losses arising from derecognition of an intangible asset are measured as the difference
between the net disposal proceeds and carrying amount of the asset and are recognized in the profit or
loss when the asset is derecognised.

2.8 Financial instruments
2.8.1 Financial assets
(a) Classification

The Company classifies its financial assets as measured at amortised cost. See Note 26 for details of
each type of financial asset. The classification depends on the entity’s business model for managing the
financial assets and the contractual terms of the cash flows.

(b) Recognition and derecognition

At initial recognition, the Company measure financial assets at its fair value plus, in the case of a
financial asset not at fair value through profit or loss, transactions costs that are directly attributable to
the acquisition of financial asset. Transactions cost of financial assets carried at fair value through
profit or loss are expensed in profit or loss.

The Company derecognizes a financial asset when the contractual cash flows from the asset expire or it
transfers its rights to receive contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of ownership are transferred. Any interest in transferred
financial assets that is created or retained by the Company is recognized as a separate asset or liability.

© Measurement

Subsequent measurement of financial assets depends on the Company’s business model for managing
the assets and the cash flow characteristics of the assets. The Company classifies its financial assets as
measured at amortised cost. Assets that are held for collection of contractual cash flows where those
cash flows represent solely payment of principal and interest are measure at amortised cost. A gain or
loss on a financial instrument that is subsequently measured at amortized cost and is not part of the
hedging relationship is recognized in profit or loss when the asset is derecognized or impaired. Interest
income from these financial assets is calculated using the effective interest rate method.

Currently, the Company does not hold any equity instruments, therefore the related accounting
policies are not presented.
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2 Summary of significant accounting policies (continued)
2.8 Financial instruments (continued)
2.8.2 Financial liabilities

All financial liabilities are recognised at the time when the Company becomes a party to the
contractual provisions of the instrument. Financial liabilities are recognized initially at fair value less
any directly attributable transaction cost. Subsequent to initial recognition, these are measured at
amortized cost using the effective interest method.

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or
expired. Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a
new liability, and the difference in respective carrying amounts is recognised in the profit or loss.

2.8.3 Offsetting financial assets and liabilities

Financial assets and liabilities are offset and net amounts are reported in the financial statements,
when the Company has a legally enforceable right to set off the recognized amounts and intends either
to settle on a net basis, or to realize the assets and liabilities simultaneously.

2.9 Impairment of financial assets

The Company assesses on a forward looking basis the Expected Credit Loss (“ECL”) associated with
its financial assets carried at amortized cost. Refer Note 25, which details how the Company
determines whether there has been a change in credit risk.

For trade receivables and other financial assets, the Company applies the simplified approach as
permitted by IFRS 9, which requires expected lifetime losses to be recognised from the initial
recognition of the receivables. The amount of the loss is charged to profit or loss.

The loss rates are based on probability of default based on historical trends relating to collections of
Company’s trade receivables. The loss rates are adjusted to reflect current and forward-looking
information on macroeconomic factors affecting the ability of the customers to settle the receivables.

Trade receivables are written-off when there is no reasonable expectation of recovery. Indicators that
there is no reasonable expectation of recovery include, amongst others, significant decrease in credit
worthiness of the customer, the failure of the customer to engage in a repayment plan with the
Company, and a failure to make contractual payments for a period of greater than 720 days past due.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised, the reversal of the
previously recognised impairment loss is recognised in profit or loss.

2.10 Impairment of non-financial assets excluding inventories

The Company assesses at each reporting date whether there is an indication that a non-financial asset
may be impaired. If any indication exists, or when annual impairment testing for an asset is required,
the Company estimates the asset's recoverable amount. An asset's recoverable amount is the higher of
an asset's or Cash-Generating Unit's (“CGU”) fair value less costs to sell and its value in use and is
determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. Where the carrying amount of an asset or
CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset. In determining fair value less costs to sell, an appropriate
valuation model is used. These calculations are corroborated by valuation multiples, quoted share
prices for publicly traded entities or other available fair value indicators.
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2 Summary of significant accounting policies (continued)
2.10 Impairment of non-financial assets excluding inventories (continued)

Impairment losses of continuing operations are recognised in profit or loss in those expense categories
consistent with the function of the impaired asset.

2.11  Inventories

Raw materials and spares, work in progress and finished goods are stated at the lower of cost and net
realisable value. Cost comprises direct materials, direct labour and an appropriate proportion of
variable and fixed overhead expenditure, the latter being allocated on the basis of normal operating
capacity. Costs are assigned to individual items of inventory on the basis of weighted average costs.
Costs of purchased inventory are determined after deducting rebates and discounts. Net realisable
value is the estimated selling price in the ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the sale.

Allowance for inventory obsolescence is made considering various factors including age of the
inventory items, historic usage and expected utilization in future.

2.12 Trade receivables

Trade receivables are amounts due from customers for products sold in the ordinary course of
business. If collection is expected in one year or less, they are classified as current assets. If not, they
are presented as non-current assets. Trade receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest rate method, less allowance for
ECL.

2.13 Cash and cash equivalents

For the purpose of statement of financial position and presentation in the statement of cash flows, cash
and cash equivalents include cash in hand, cash at banks and other short-term highly liquid
investments with original maturities of three months or less that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value.

2.14 Share capital
Ordinary shares are classified as equity.
2.15 Trade payables

Trade payables are obligations to pay for goods and services that have been acquired in the ordinary
course of business from suppliers. Trade payables are classified as current liabilities if payment is due
within one year or less. If not, they are presented as non-current liabilities. Trade payables are
recognized initially at fair value and subsequently measured at amortised cost using the effective
interest method.

2.16 Borrowings

Borrowings are initially recognised at the fair value (being proceeds received), net of eligible
transaction costs incurred, if any. Subsequent to initial recognition, long-term borrowings are
measured at amortised cost using the effective interest rate method. Any difference between the
proceeds (net of transaction costs) and the redemption amount is recognised in profit or loss over the
period of the borrowings using the effective interest rate method.
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2 Summary of significant accounting policies (continued)
2.16 Borrowings (continued)

Borrowings are removed from the statement of financial position when the obligation specified in the
contract is discharged, cancelled or expired. The difference between the carrying amount of a financial
liability that has been extinguished or transferred to another party and the consideration paid,
including any non-cash assets transferred or liabilities assumed, is recognised in profit or loss as
“other operating income - net” or “financial costs”.

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 period.

2.17 Employee benefit obligations

The Company operates a single post-employment benefit scheme of defined benefit plan driven by the
labor laws of the Kingdom of Saudi Arabia which is based on most recent salary and number of service
years.

The post-employment benefits plan is not funded. Accordingly, valuations of the obligations under the
plan are carried out by an independent actuary based on the projected unit credit method. The costs
relating to such plans primarily consist of the present value of the benefits attributed on an equal basis
to each year of service and the interest on this obligation in respect of employee service in previous
years.

Current and past service costs related to post-employment benefits are recognised immediately in
profit or loss while unwinding of the liability at discount rates used are recorded in profit or loss. Any
changes in net liability due to actuarial valuations and changes in assumptions are taken as re-
measurement in the other comprehensive income.

Re-measurement gains and losses arising from experience adjustments and changes in actuarial
assumptions are recognised directly in other comprehensive income and transferred to retained
earnings in the statement of changes in equity in the period in which they occur.

Changes in the present value of the defined benefit obligations resulting from plan amendments or
curtailments are recognised immediately in profit or loss as past service costs. End of service payments
are based on employees’ final salaries and allowances and their cumulative years of service, as stated in
the labor laws of the Kingdom of Saudi Arabia.

2.18 Segment reporting

An operating segment is a component of the Company that engages in business activities from which it
may earn revenues and incur expenses, including revenues and expenses that relate to transactions with
any of the Company’s other components, and which are reviewed by the Chief Operating Decision
Maker of the Company.

The BoDs of the Company assesses the financial performance and position of the Company, and makes
strategic decisions. The BoDs has been identified as being the Chief Operating Decision Maker.

The financial statements are prepared on the basis of a single reporting segment consistent with the
information reviewed by the Chief Operating Decision Maker of the Company. The business activities
of the Company are concentrated in the Kingdom of Saudi Arabia. All operating assets of the Company
are located in the Kingdom of Saudi Arabia.
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2 Summary of significant accounting policies (continued)
2.19 Earnings per share

Basic earnings per share is calculated by dividing the profit attributable to shareholders of the
Company, excluding any costs of servicing equity other than ordinary shares, by the weighted average
number of ordinary shares outstanding during the financial year.

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to
take into account the after-income tax effect of interest and other financing costs associated with
dilutive potential ordinary shares, and the weighted average number of additional ordinary shares
that would have been outstanding assuming the conversion of all dilutive potential ordinary shares.

3 Critical accounting estimates and judgments

The preparation of financial statements in conformity with IFRS requires the use of certain critical
estimates and judgments that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the reporting date and the reported amounts of revenue and
expenses during the reporting period. Estimates and judgments are continually 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 Company makes estimates and judgments
concerning the future. The resulting accounting estimates will, by definition, seldom equal the related
actual results. However, as explained in Note 1, Management, through the crisis management team,
has proactively assessed the potential of the Covid-19 pandemic for any further regulatory and
government restrictions both locally and in the market in which the Company operates that could
adversely affect our supply chain and our production capabilities, demand of our products, as well as
our sales distribution network that could cause a negative impact on our financial performance.
Management has concluded that our critical accounting judgements, estimates and assumptions
remain appropriate under the current circumstances.

The estimates that have a risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next twelve month period are discussed below:

Useful lives of property, plant and equipment

The Company’s management determines the estimated useful lives of property, plant and equipment
for computing depreciation. This estimate is determined after considering expected usage of the
assets or physical wear and tear. Residual value and useful lives are reviewed annually and future
depreciation charges are adjusted where the useful lives differ from previous estimates. See Note 10
for the estimated useful lives of the property, plant and equipment. At 31 March 2020, if the useful
lives varied by 10% against the current useful lives with all other variables held constant, the impact
on profit for the year would have been Saudi Riyals 2.7 million.
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Right-of-use assets and lease liabilities

Extension and termination options are included in a number of leases of the Company. These are used
to maximise operational flexibility in terms of managing the assets used in the Company’s operations.

In determining the lease term, management considers all facts and circumstances that create an
economic incentive to exercise an extension option or not to exercise a termination option. Extension
options (or periods after termination options) are included in the lease term if the lease is reasonably
certain to be extended (or not terminated).

For leases of parcels of land and buildings, the following factors are normally the most relevant:

o If there are significant penalties to terminate (or not extend), the Company is typically
reasonably certain to extend (or not terminate);

e if any leasehold improvements are expected to have a significant remaining value, the
Company is typically reasonably certain to extend (or not terminate); and

e Otherwise, the Company considers other factors including historical lease durations and the
costs and business disruption required to replace the leased asset.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be
readily determined, which is generally the case for leases in the Company, the lessee’s incremental
borrowing rate is used, being the rate that the Company would have to pay to borrow the funds
necessary to obtain an asset of similar value to the right-of-use asset in a similar economic
environment with similar terms, security and conditions.

4 Revenue

2020 2019

Revenue - point in time 1,668,863,844 707,189,741

Revenue includes scrap sales of Saudi Riyals 25.7 million which represent sale of off-spec pipes and
certain other ancillary products. For better presentation, management has classified such scrap sales
as revenue for the year ended 31 March 2020 in the statement of profit or loss and other
comprehensive income and has reclassified the 2019 comparative amount for such scarp sales of
Saudi Riyals 17.3 million accordingly which was presented under ‘Other operating income - net’ in the
statement of profit or loss and other comprehensive income to conform with current year's
presentation.

5 Cost of revenue

Note 2020 2019
Cost of materials 1,206,407,345 629,968,144
Salaries and benefits 48,006,831 34,197,526
Depreciation 10,11 33,288,915 25,447,155
Sub-contractors costs 20,431,303 14,289,840
Provision (reversal) for inventory obsolescence 13 3,731,391 (331,655)
Packing material 3,512,023 2,112,708
Amortization 12 172,521 205,955
Other 16,961,258 20,068,153

1,332,511,587 725,957,826
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6 General and administrative expenses

Salaries and benefits
Professional fee
Utilities

Repair

Rent

Depreciation

Travel

Amortization

Other

7 Selling and marketing expenses

Rent

Salaries and benefits
Depreciation

Other

8 Other operating income - net

Other operating income - net

9 Financial costs

Financial costs on long-term borrowings
Financial costs on short-term borrowings
Financial costs on loans from shareholders
Financial costs on lease liabilities

Unwinding of Saudi Industrial Development Fund

(“SIDF”) commitment fees
Accretion of employee termination obligations
Letter of credit facilities charges
Other

Note

10

12

Note

10

Note

Note

18
19
24
20

18
21

22

2020 2019
9,150,288 10,798,494
776,399 1,232,298
504,917 584,683
295,462 142,343
269,949 242,798
221,976 201,642
104,302 154,348
43,130 6,493
1,339,518 1,425,887
12,705,941 14,788,986
2020 2019
4,999,526 5,940,481
1,645,885 4,349,508
83,003 306,614
928,786 919,580
7,657,200 11,516,183
2020 2019
2,599,042 738,906
2,599,042 738,906
2020 2019
2,330,924 5,189,002
25,821,712 7,970,448
5,574,055 5,558,826
1,482,128 -
440,770 755,640
381,750 322,380
10,352,430 8,221,707
1,726,718 -
48,110,487 28,018,003
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10 Property, plant and equipment

2020

Cost

Buildings and leasehold
improvements

Plant and machinery

Furniture, fixtures and office
equipment

Vehicles

Capital work-in-progress

Accumulated depreciation

Buildings and leasehold
improvements

Plant and machinery

Furniture, fixtures and office
equipment

Vehicles

2019

Cost

Buildings and leasehold
improvements

Plant and machinery

Furniture, fixtures and office
equipment

Vehicles

Capital work-in-progress

Accumulated depreciation

Buildings and leasehold
improvements

Plant and machinery

Furniture, fixtures and office
equipment

Vehicles

23

1 April Disposals/ 31 March
2019 Additions transfer 2020
46,327,776 - - 46,327,776
424,030,406 135,841 - 424,166,247
2,977,032 228,659 - 3,205,691
1,504,922 90,464 (247,000) 1,348,386
564,875 2,464,525 - 3,029,400
475,405,011 2,919,489 (247,000) 478,077,500
(19,365,185) (2,568,075) - (21,933,260)
(198,411,388) (23,904,905) - (222,316,293)
(2,727,915) (155,636) - (2,883,551)
(1,363,264) (95,496) 247,000 (1,211,760)
(221,867,752) (26,724,112) 247,000 (248,344,864)
253,537,259 229,732,636
1 April Disposals/ 31 March
2018 Additions Transfer 2019
45,036,269 - 1,291,507 46,327,776
402,376,453 3,175,767 18,478,186 424,030,406
2,934,081 108,890 (65,939) 2,977,032
1,736,592 - (231,670) 1,504,922
216,408 20,183,322 (19,834,855) 564,875
452,299,803 23,467,979 (362,771) 475,405,011
(16,860,794) (2,504,391) - (19,365,185)
(175,253,482)  (23,157,906) - (198,411,388)
(2,685,684) (167,972) 125,741 (2,727,915)
(1,469,792) (125,142) 231,670 (1,363,264)
(196,269,752) (25,955,411) 357,411 (221,867,752)
256,030,051 253,537,259
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10 Property, plant and equipment (continued)

Depreciation is calculated on straight-line basis over the following estimated useful lives of the assets:

Number of years

o Buildings and leasehold improvements 10-20
o Plant and machinery 2-20
o Furniture, fixtures and office equipment 2-5
. Vehicles 3-5
11 Right-of-use assets
Land Building Total

Cost
IFRS 16 adjustment:
Initial recognition of right-of-use assets

upon adoption of IFRS 16 35,642,206 2,941,778 38,583,984
Additions during the year - - -
Terminations during the year - (528,198) (528,198)
31 March 2020 35,642,206 2,413,580 38,055,786
Accumulated depreciation
1 April 2019 - - -
Depreciation (6,167,350) (702,432) (6,869,782)
Terminations during the year - 99,037 99,037
31 March 2020 (6,167,350) (603,395) (6,770,745)
Net book value
31 March 2020 29,474,856 1,810,185 31,285,041

The Company has leases in respect of various parcels of land and building. Rental contracts are
typically made for fixed periods of 3 to 16 years and considered an extension option where the

Company’s management is reasonably certain to exercise.

Lease terms are negotiated on an individual basis and contain a wide range of different terms and
conditions. The lease agreements do not impose any covenants. Leased assets are not be used as

security for borrowing purposes

During 2020 and 2019, the Company does not have any short-term or low value leases.

12 Intangible assets

2020 2019
Cost
1 April 2,115,397 2,075,868
Additions 10,000 39,529
31 March 2,125,397 2,115,397
Accumulated amortization
1 April (1,783,597) (1,571,148)
Amortization for the year (215,651) (212,449)
31 March (1,999,248) (1,783,597)
Net book value 126,149 331,800

Intangible assets represents software and is amortized on a straight-line basis over their estimated

useful life which is 3 years.
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13 Inventories

Raw materials

Work-in-progress

Finished products

Spare parts and supplies, not held for sale
Goods-in-transit

Less: provision for inventory obsolescence

Movement in provision for inventory obsolescence is as follows:

1 April
Addition (reversal)
31 March

14 Trade and other receivables

Note
Trade receivable
Less: ECL allowance
Related parties 24

Advances to suppliers
Prepaid expenses
Other

(a) Movement in ECL allowance is as follows:

1 April
ECL allowance
31 March

General ECL allowance
Specific ECL allowance

31 March 31 March
2020 2019
81,127,481 76,546,038
3,730,327 4,512,281
54,390,617 105,366,299
15,151,509 11,824,049
27,182,959 -
181,582,893 198,248,667
(5,799,099) (2,067,708)
175,783,794 196,180,959
2020 2019
2,067,708 2,399,363
3,731,391 (331,655)
5,799,099 2,067,708
31 March 31 March
2020 2019
548,759,150 263,810,727
(3,927,679) -
544,831,471 263,810,727
89,828,620 27,492,305
4,953,177 1,886,425
2,408,751 58,069,498
476,594 4,878,812
642,498,613 356,137,767
2020 2019
3,927,679 -
3,927,679 -
2020 2019
2,927,679 -
1,000,000 -
3,927,679 -

(b) The Company applies the simplified approach to measuring ECL which uses a lifetime expected
loss allowance for all trade receivables and other financial assets. To measure the ECL allowance, trade
receivables have been computed based on shared credit risk characteristics and the days past due.
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14 Trade and other receivables (continued)

(© The ageing analysis of the trade receivables and the expected loss rates are as follows:

Days past due

Current 91-180 181-365 More
upto 90 days past days than 730
31 March 2020 days due pastdue days Total
0.02% - 0.12% -
Expected loss rate 0.01% - 0.16% 0.25% 0.63% 100%
Gross carrying amount - trade
receivables 347,406,437 111,886,688 89,140,515 325,510 548,759,150
ECL allowance 711,810 702,903 1,187,456 325,510 2,927,679
Days past due
Current 91-180 181-365 More
upto 90 days past days than 730
31 March 2019 days due pastdue days Total
Expected loss rate 0.14% - 1.88% 100%
Gross carrying amount - trade
receivables 263,482,376 - 328,351 - 263,810,727

ECL allowance - - - - -

The expected loss rates are based on the payment profiles of sales over a period of 48 months before 31
March 2020 and 31 March 2019 respectively, and the corresponding historical credit losses
experienced within this period. The historical loss rates are adjusted to reflect current and forward-
looking information on macroeconomic factors affecting the ability of the customers to settle the
receivables. The Company has identified the GDP and inflation rate of the country in which it sells its
goods to be the most relevant factors, and accordingly adjusts the historical loss rates based on
expected changes in these factors.

(d) The carrying amounts of the Company’s trade and other receivables are denominated in Saudi
Riyals.

(e) The other classes within trade and other receivables do not contain impaired assets. The
maximum exposure to the credit risk at the reporting date is the carrying amount of each class of
receivable mentioned above.

(f)  The Company does not hold any collateral as security.

15 Cash and cash equivalents
31 March 31 March
2020 2019
Cash in hand 33,393 8,051
Cash at bank 69,090,727 16,229,369
69,124,120 16,237,420
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16 Share capital

The share capital of the Company as of 31 March 2020 and 2019 comprised of 76,046,875 shares
stated at Saudi Riyals 1 per share owned as follows:

Country of

incorporation

Welspun Mauritius Holdings Company Ltd.

Aziz Company for Contracting & Industrial
Investment

Vision International Investment Co.

Mohawareen Industrial Services

Aziz European Pipe Factory

Mauritius

Saudi Arabia
Saudi Arabia
Saudi Arabia
Saudi Arabia

Shareholding percentage

2020 2019
50.01 50.01
28.50 -
16.50 -
4.99 4.99

- 45.00
100.00 100.00

On 1 November 2019, the shareholding of the Company was changed and, accordingly, the Company
amended its Articles of Association and foreign investment license issued by The Ministry of Investment

to reflect the change in its shareholders.

17 Statutory reserve

In accordance with the Company’s Articles of Association and the Regulations for Companies in the
Kingdom of Saudi Arabia, the Company is required to transfer 10% of the profit for the year to a
statutory reserve, after adjusting accumulated losses, until such reserve equals at least 30% of its share
capital. This reserve currently is not available for distribution to the shareholders of the Company.

During the year ended 31 March 2019, the shareholders of the Company resolved to absorb the
accumulated losses through transfer of Saudi Riyals 25.6 million from a statutory reserve to retained

earnings in proportion to their existing shareholding percentages.

18 Long-term borrowings

SIDF
Commercial bank loan

Less: unamortized transaction costs
Add: accrued financial costs

Long-term borrowings are presented as follows:
Current portion under current liabilities

Long-term portion under non-current liabilities

Note

18.1
18.2
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31 March 31 March
2020 2019
32,698,000 32,698,000
37,500,000 75,000,000
70,198,000 107,698,000
- (440,770)
541,125 1,845,797
70,739,125 109,103,027
70,739,125 71,603,027
- 37,500,000
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18 Long-term borrowings (continued)
18.1 SIDF loan

This represents loan obtained by the Company from SIDF of Saudi Riyals 125.2 million to finance the
construction of the Company’s plant facilities. The loan is denominated in Saudi Riyals. Up-front and
annual administrative fees are charged by SIDF under the loan arrangement.

During 2018, the Company rescheduled the loan and as per the rescheduling agreement, the loan is
payable in two un-equal semi-annual installments which are due in 2020. The covenants of the loan
agreement require the Company to maintain certain level of financial conditions, place limitations on
dividend distributions and on annual capital and rental expenditures and certain other matters. As at
31 March 2020, the Company was not in compliance with loan covenants related to annual rental
expenditures of Saudi Riyals 7.5 million and to maintain the leverage ratio of not more than 3.1 as per
the agreement with SIDF. The loan is secured by corporate guarantees provided by the shareholders.
There was no implication on the Company for breach of covenants.

31 March 31 March
2020 2019
Principal amount 32,698,000 32,698,000
less: unamortized transaction costs - (440,770)
32,698,000 32,257,230
Long-term borrowings are presented as follows:
Current portion under current liabilities 32,698,000 32,257,230
Long-term portion under non-current liabilities - -
32,698,000 32,257,230
Movement in unamortized transaction costs is as follows:
2020 2019
1 April 440,770 1,196,410
Less: amortization (440,770) (755,640)
31 March - 440,770
Related to:
Current portion presented under current liabilities - 440,770
Non-current portion presented under non-current liabilities - -
- 440,770

Maturity profile of SIDF
The total amount of such outstanding loan was due for repayment in two un-equal semi-annual

installments during the year ending 31 March 2020. However, during the year-ended 31 March 2020,
the Company has not paid the installments in accordance with the payment terms.
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18 Long-term borrowings (continued)

18.2 Commercial bank loan

During 2016, the Company obtained a loan facility from a local commercial bank. The loan is
denominated in Saudi Riyals and bear financial charges based on prevailing market rates which are
based on Saudi Inter-Bank Offer Rates (“SIBOR”).

As at 31 March 2020, the Company was not in compliance with loan covenants related to maintaining
the leverage ratio of not more than 1.8 and debt service cover ratio of not less than 1.5 as per the
agreement with commercial bank. The aggregate maturity of the loan outstanding at 31 March 2020,
based on its respective repayment schedule, is repayable in 2021. There was no implication on the
Company for breach of covenants. The loan is secured by corporate guarantees provided by the
shareholders.

Maturity profile of commercial bank loan

2020 2019
Years ending 31 March:

2020 - 37,500,000
2021 37,500,000 37,500,000
37,500,000 75,000,000

19 Short-term borrowings
31 March 31 March
2020 2019
Short term borrowings 435,041,816 173,690,007
Accrued financial costs 1,385,899 -
Overdraft - 13,433,918
436,427,715 187,123,925

These represent short-term bank borrowings and overdraft facilities obtained from various local
commercial banks and bear financial charges at prevailing market rates which are based on SIBOR.
These facilities are secured against corporate guarantees from shareholders of the Company. The
carrying value of the short-term borrowings are denominated in Saudi Riyals.

20 Lease liabilities

The Company has entered into certain agreements which entitled the Company to right-of-use asset and
obligations relating to parcels of land and building.

31 March 1 April
2020 2019
Future minimum lease payments 43,932,936 44,503,936
Less: repayment of minimum lease payments (7,795,928) -
36,137,008 44,503,936
Less: future financial costs not yet due (4,412,604) (5,919,952)
Net present value of minimum lease payment 31,724,404 38,583,984
Less: current portion presented under current liabilities 6,616,727 6,505,800
Non-current portion of lease liabilities 25,107,677 32,078,184
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20 Lease liabilities (continued)

Movement in lease liabilities is as follows:

31 March 1 April
2020 2019
IFRS 16 adjustment:

Initial recognition of lease liabilities upon adoption of IFRS 16 38,583,984 38,583,984
Accretion of financial costs during the year 1,482,128 -
Lease terminated during the year (545,780) -
Payments made during the year (7,795,928) -
31,724,404 38,583,984

21 Employee benefit obligations

21.1  General description of the plan

The Company operates a defined benefit plan in line with the labor laws requirement in the Kingdom
of Saudi Arabia. The end-of-service benefit payments under the plan are based on the employees' final
salaries and allowances and their cumulative years of service at the date of their termination of
employment, as defined by the conditions stated in the labor laws of the Kingdom of Saudi Arabia.
Employees’ end-of-service benefit plans are unfunded plans and the benefit payment obligation are
met when they fall due upon termination of employment. An independent actuary carried out latest
valuation of employee benefit obligations under the projected unit credit method as at 31 March 2020.

2020 2019
1 April 9,217,750 6,531,530
Current service cost 1,631,150 1,169,360
Interest expense 381,750 322,380
Payments (470,880) (167,710)
Remeasurements 1,273,370 1,362,190
31 March 12,033,140 9,217,750

21.2  Amounts recognised in the statement of profit or loss and other comprehensive
income

The amounts recognised in the statement of profit or loss and other comprehensive income related to
employee benefit obligations are as follows:

2020 2019
Current service cost 1,631,150 1,169,360
Interest expense 381,750 322,380
Total amount recognised in profit or loss 2,012,900 1,491,740
Remeasurements
Loss from change in financial assumptions 1,123,150 878,380
Experience losses 150,220 483,810
Total amount recognised in other comprehensive
income 1,273,370 1,362,190
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21 Employee benefit obligations (continued)

21.3 Key actuarial assumptions

2020 2019
Discount rate 3.5% 4.3%
Salary growth rate 3.0% 3.0%

21.4 Sensitivity analysis for actuarial assumptions

Impact on employee

Change in assumption benefit obligations
Increase in Decrease in Increase in Decrease in
assumption assumption assumption  assumption

Discount rate 1% 1% (1,465,310) 1,749,160
Salary growth rate 1% 1% 1,758,120 (1,485,100)

The sensitivity analysis is based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to occur, and changes in some of the assumptions may be
correlated. When calculating the sensitivity of the employee benefit obligation to significant actuarial
assumptions the same method (present value of defined benefit obligation calculated with projected
unit credit method at the end of the reporting period) has been applied when calculating the employee
termination.

22 Trade and other payables

31 March 31 March

Note 2020 2019

Advances from customers 22.1 38,739,558 96,653,714
Less: non-current advances from customers - (38,371,501)

38,739,558 58,282,213

Trade payables 108,298,712 263,419,250

Value added tax payable 22,960,471 -

Accrued expenses 13,920,611 6,005,991

Salaries and benefits 7,909,358 3,719,566

Related parties 24 - 5,130,842

Other - 1,370,669

191,828,710 337,928,531

22.1 Advances from customers

Advances received from customers include an amount of Saudi Riyals 35.5 million received from a
customer for the execution of the contract and is adjusted against the billings to the customer over the
period of the contract and have been classified under current and non-current portion based on
expected future billings in the accompanying financial statements.

31



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

23 Zakat and income tax matters

23.1 Components of approximate zakat base attributable to Saudi shareholders

2020 2019
Equity at beginning of year 13,470,493 55,723,938
Provisions at beginning of year 5,406,208 4,261,833
Adjusted profit (loss) for the year 138,083,359 (31,506,013)
Borrowings 147,025,986 109,564,116
Lease liabilities 15,859,030

Property, plant and equipment, as adjusted

Right-of-use assets, as adjusted
Other
Approximate zakat base

(114,906,407)
(15,639,392)
(7,574,239)

(130,117,930)

(5,910,842)

181,725,038

2,015,102

Zakat is payable at 2.578% of the zakat base, excluding adjusted profit (loss) for the year, attributable
to the Saudi shareholder. Zakat on adjusted profit for the year is payable at 2.5%.

23.2 Income tax expense

2020 2019
Current tax 21,364,745 -
Deferred tax charge (credit) 3,674,401 (2,935,625)
25,039,146 (2,935,625)
23.3 Zakat and income tax payable (refundable)
Zakat Income tax Total
At 1 April 2019 50,378 (3,218,604) (3,168,226)
Provisions for the year 4,577,027 21,364,745 25,941,772
Advance tax paid during the year - (159,834) (159,834)
At 31 March 2020 4,627,405 17,986,307 22,613,712
At 1 April 2018 1,194,901 (4,246,298) (3,051,397)
Provisions for the year 50,378 - 50,378
Adjustments related to prior periods (167,207) - (167,207)
Advance tax adjustment (1,027,694) 1,027,694 -
At 31 March 2019 50,378 (3,218,604) (3,168,226)
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23 Zakat and income tax matters (continued)

23.4 Numerical reconciliation of income tax expense to prima facie tax payable

Profit (loss) before zakat and income tax

Income tax rate applicable to the Company
ffective shareholding subject to income tax

Income tax on effective shareholding

Reconciliation:
Add: tax effect of deferred tax not recorded in prior year
Add: tax effect of permanent differences

23.5 Temporary and permanent differences

Profit (loss) before zakat and income tax

Temporary differences:

- Depreciation

- Employee termination benefits

- ECL allowance

- Provision for inventory obsolescence

Permanent difference -
- Other
Adjusted net income (loss) for the year for zakat purpose

23.6 Status of certificates and final assessments

2020 2019
266,549,992 (72,352,351)
20% 20%
50.01% 50.01%
26,660,330 (7,236,682)
- 681,383
(1,621,184) 3,619,674
25,039,146 (2,935,625)
2020 2019
266,549,992 (72,352,351)
- 6,418,854
2,012,900 2,973,012
3,927,679 -
3,731,391 -
- (64,145)
276,221,962 (63,024,630)

The Company has obtained final assessments from GAZT for the years through 2010. The assessments
for the years from 2011 through 2019 are currently under review by GAZT. The Company has obtained

zakat and income tax certificates for the years through 2019.

23.7 Deferred tax liability (assets)

The balance comprises temporary differences attributable to:

Carry forward losses

Employee benefit obligations

Provision for inventory obsolescence

Property, plant and equipment

Other

Taxable (deductible) temporary differences — net

33

31 March
2020

(58,167,969)

31 March
2019

(92,341,408)

(6,017,775) (4,609,797)
(2,900,129) (1,034,061)
69,591,599 83,307,135

1,188,155 -

3,693,881 (14,678,131)
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23 Zakat and income tax matters (continued)
23.8 Deferred tax (liability) assets movement
Movement in deferred taxes is attributable to:

Carry Employee Provision for Property,

forward benefit inventory plantand
losses obligations obsolescence equipment Other Total
1 April 2019 18,468,282 921,959 206,812 (16,661,428) - 2,935,625
Credited /
(charged) to:
Statement of
profit or loss
and other
comprehensive
income (6,834,688) 281,596 373,214 2,743,108 (237,631) (3,674,401
31 March 2020 11,633,594 1,203,555 580,026 (13,918,320) (237,631) (738,776)
Provision
Carry Employee for Property,
forward benefit inventory plant and
losses obligations obsolescence equipment Total
1 April 2018 - - - - -
Credited / (charged)
to:
Statement of profit or
loss and other
comprehensive
income 18,468,282 921,959 206,812 (16,661,428) 2,935,625
31 March 2019 18,468,282 921,959 206,812 (16,661,428) 2,935,625
24 Related party transactions and balances

Related parties comprise the shareholders, directors, associated companies and key management
personnel. Related parties also include business entities in which shareholders have an interest (“other
related parties™).

The shareholders' agreement requires qualified majority voting for all key decisions. Accordingly, the
Company is jointly-controlled by the major shareholders i.e. Welspun Mauritius Holdings Company
Ltd. (50.01%), Aziz Company for Contracting & Industrial Investment (28.5%) and Vision
International Investment Co (16.5%). Welspun Mauritius Holdings Company Ltd. is ultimately
controlled by Welspun Corp Limited.

All related transactions were made on normal commercial terms and conditions and at market rates.
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24 Related party transactions and balances (continued)
(a) Following are the significant transactions entered into by the Company:
Nature of transactions and relationship 2020 2019
Sales to an associated company 2,918,956 4,415,557
Cost charged by the shareholders 3,412,978 114,429
Cost charged to associated companies 1,434,581 2,075,076
Cost charged by other related parties - 1,785,753
Cost charged to a shareholder - 5,239
Financial charges charged by the shareholders 5,574,055 5,558,826
Purchases and other related services from a shareholder 3,264,329 3,267,283
Purchases and other related services from the
associated companies 20,433,477 14,570,516
(b) Key management personnel compensation:
2020 2019
Salaries and other short-term employee benefits 3,193,250 772,931
Post-employment benefits 162,577 29,709
3,355,827 802,640
(© Loans from shareholders
31 March 31 March
2020 2019
Welspun Mauritius Holdings Company Ltd. 52,816,198 52,816,198
Aziz Company for Contracting & Industrial Investment 35,289,022 -
Vision International Investment Co. 17,777,176 -
Aziz European Pipe Factory - 53,066,198
105,882,396 105,882,396

These represent funding obtained from shareholders which carry financial charges at prevailing
market rates. These loans are due for repayment in 2022. During the year, Aziz European Pipe Factory

transferred such loan to the new shareholders of the Company.

(d) Outstanding balances arising from sales / purchases of goods and services
0) Due from related parties
31 March 31 March
2020 2019
WMEPC 89,825,250 27,492,305
Welspun Corp Limited 3,370 -
89,828,620 27,492,305
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24 Related party transactions and balances (continued)
(i) Due to related parties
31 March 31 March
2020 2019
Aziz Company for Contracting & Industrial Investment - 3,174,077
Welspun Corp Limited - 1,195,472
Vision International Investment Company - 654,742
Mohawareen Industrial Services, a shareholder - 106,551
- 5,130,842
25 Financial risk management

25.1 Financial risk factors

The Company’s activities expose it to a variety of financial risks including the effects of changes in
market risk (including currency risk, fair value and cash flow interest rate risk and price 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 senior management.

This note presents information about the Company’s exposure to each of the above risks, the
Company’s objectives, policies and processes for measuring and managing risk, and the Company’s
management of capital. Further quantitative disclosures are included throughout these financial
statements.

Senior management has overall responsibility for the establishment and oversight of the Company’s
risk management framework and is responsible for developing and monitoring the Company’s risk
management policies.

The Company’s risk management policies are established to identify and analyse the risks faced by the
Company, to set appropriate risk limits and controls, and to monitor risks and adherence to limits.
Risk management policies and systems are reviewed regularly to reflect changes in market conditions
and the Company’s activities. The Company, through its training and management standards and
procedures, aims to develop a disciplined and constructive control environment in which all employees
understand their roles and obligations.

The Company’s senior management oversees how management monitors compliance with the

Company’s risk management policies and procedures and reviews the adequacy of the risk
management framework in relation to the risks faced by the Company.
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25 Financial risk management (continued)
25.1 Financial risk factors (continued)

(a) Market risk

0] Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. The Company's transactions are primarily in Saudi Riyals and United States dollars.
Since Saudi Riyal is pegged to United States dollars, management of the Company believes that the
currency risk for the financial instruments is not significant.

(i) Fair value and cash flow interest rate risk

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in
market interest rates. The Company borrows at interest rates on commercial terms.

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. During 2020 and 2019, the
Company’s borrowings were denominated in Saudi Riyals.

The long-term borrowings from commercial banks carry variable rates of interest. The Company
analyses its interest rate exposure on a regular basis and reassesses the source of borrowings and
renegotiates interest rates at terms favourable to the Company. At 31 March 2020, if the interest rate
were to shift by 1%, there would be a maximum increase or decrease in the financial costs by Saudi
Riyals 0.38 million (2019: Saudi Riyals 0.75 million).

The loans from shareholders carry variable rates of interest. The Company analyses its interest rate
exposure on a regular basis and reassesses the source of borrowings and renegotiates interest rates at
terms favourable to the Company. At 31 March 2020, if the interest rate were to shift by 1%, there
would be a maximum increase or decrease in the financial costs by Saudi Riyals 1.1 million (2019:
Saudi Riyals 1.1 million).

The short-term borrowing interest rates with banks are subject to change upon re-negotiation of the
facilities which takes place on at frequent intervals. At 31 March 2020, if the interest rate were to shift
by 1%, there would be a maximum increase or decrease in the interest expense by Saudi Riyals 3.0
million (2019: Saudi Riyals 1.8 million).

(iii) Price risk

The risk that the value of a financial instrument will fluctuate as a result of changes in market prices,
whether those changes are caused by factors specific to the individual instrument or its issuer or
factors affecting all instruments traded in the market. The Company’s financial assets and liabilities
are not exposed to price risk.

(b) Credit risk

Credit risk is the risk of financial loss if a customer or counterparty to a financial instrument fails to
meet its contractual obligations. The Company is exposed to credit risk in respect of:

e Payment of trade receivables; and
e Contractual cash flows related to other financial assets carried at amortised costs.

37



WELSPUN MIDDLE EAST PIPES COMPANY

(A limited liability company)

Notes to the financial statements for the year ended 31 March 2020
(All amounts in Saudi Riyals unless otherwise stated)

25 Financial risk management (continued)
25.1 Financial risk factors (continued)

(b) Credit risk (continued)
Trade receivables:

Concentration of credit risk arises when a number of counterparties 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. At 31
March 2020, 97% of trade receivable balance was due from a single customer (2019: 92% of trade
receivables were due from a customer). Management believes that this concentration of credit risk is
mitigated as such receivable is from a quasi-government customer having an established track record
of timely payments.

The Company applies the simplified approach to providing for expected credit losses prescribed by
IFRS 9, which permits the use of the lifetime expected loss provision for all trade receivable. The
Company has established credit policies and procedures that are considered appropriate and
commensurate with the nature and size of receivables.

The Company establishes ECL allowance 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.

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.

Credit risk on related parties is considered minimal as management monitors and reconciles amounts
due from related parties on a regular basis and recoverability is not considered to be doubtful.
Management does not expect any losses from non-performance by such related parties. At 31 March
2020, the ECL allowance on related party receivables was immaterial.

Other financial assets carried at amortised costs:

Other financial assets at amortised cost include other receivables. The instruments are considered to
be low credit risk when they have a low risk of default and the issuer has a strong capacity to meet its
contractual cash flow obligations in the near term. Management consider ‘low credit risk’ for other
receivables. At 31 March 2020, the ECL allowance on other financial assets was immaterial.

Cash at bank:

For banks, parties generally with a minimum rating of P-1 are accepted. The stated rating is as per the
global bank ratings by Moody’s Investors Service. Management does not expect any losses from non-
performance by these counterparties.

(© 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.
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25 Financial risk management (continued)
25.1 Financial risk factors (continued)
© Liquidity risk (continued)

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 and compliance with internal ratio targets.

The table below analyses the Company’s financial liabilities into the relevant maturity grouping 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.

Less than
oneyear l1to2years 2to5years Over5years Total
2020
Bank borrowings 523,062,017 - - - 523,062,017
Lease liabilities 8,670,927 6,920,928 14,400,464 6,144,689 36,137,008
Long-term loans from
shareholders 5,574,055 105,882,396 - - 111,456,451
Trade and other payables 130,128,681 - 130,128,681

667,435,680 112,803,324 14,400,464 6,144,689 800,784,157

Less than
oneyear 1to?2years Total
2019
Bank borrowings 227,694,800 38,328,875 266,023,675
Long-term loans from shareholders 5,574,055 110,060,400 115,634,455
Trade and other payables 279,646,318 - 279,646,318

512,915,173 148,389,275 661,304,448
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25 Financial risk management (continued)

25.2 Capital risk management

The Company'’s objectives when managing capital are to safeguard the Company’s ability to continue
as a going concern in order to provide returns for shareholders and benefits for other stakeholders and
to maintain an optimal capital structure to reduce the cost of capital.

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 is calculated
as ‘equity’ as shown in the statement of financial position plus net debt.

The gearing ratios at 31 March were as follows:

Total borrowings including lease liabilities
Less: cash and cash equivalents

Net debt

Total equity

Total capital

Gearing ratio

25.3 Net debt reconciliation

The net debt of the Company is as follows:

Cash and cash equivalents
Long-term loans from shareholders
Short term borrowings

Lease liabilities

Long-term borrowings

Net debt

40

2020 2019
642,846,616 402,109,348
(69,124,120) (16,237,420)
573,722,496 385,871,928
276,562,375 40,901,926
850,284,871 426,773,854
67% 90%
2020 2019
69,124,120 16,237,420
(105,882,396) (105,882,396)

(435,041,816)
(31,724,404)
(70,198,000)

(187,123,925)

(107,698,000)

(573,722,496)

(384,466,901)
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25 Financial risk management (continued)

25.3 Net debt reconciliation (continued)

The Company’s net debt reconciliation is as follows:

Cash and cash equivalents
Long-term loans from shareholders
Short-term borrowings

Lease liabilities

Bank borrowings

Net debt

Cash and cash equivalents
Long-term loans from shareholders
Short-term borrowings

Long-term borrowings

Net debt

Recognised on
adoption of

1 April 2019 IFRS 16 Cash flows  Transfers Other 31 March 2020
16,237,420 - 52,886,700 - - 69,124,120
(105,882,396) - - - - (105,882,396)
(187,123,925) - (247,917,891) - - (435,041,816)

- (38,583,984) 6,313,800 - 545,780 (31,724,404)
(107,698,000) - 37,500,000 - - (70,198,000)
(384,466,901) (38,583,984) (151,217,391) - 545,780 (573,722,496)

1 April 2018 Cash flows  Transfers Other 31 March 2019
59,192,202 (42,954,782) - - 16,237,420
- - (105,882,396)

(105,882,396)

(126,448,000)

(187,123,925)
18,750,000

(187,123,925)
(107,698,000)

(173,138,194)

(211,328,707)

(384,466,901
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26 Categories of financial instruments
The following are the measurement categories for the financial instruments held by the Company:

Financial assets carried at
amortised cost

31 March 2020 2019
Assets as per statement of financial position

Trade and other receivables 634,660,091 292,093,404
Cash and cash equivalents 69,124,120 16,237,420
Total 703,784,211 308,330,824

Financial liabilities carried at
amortised cost

31 March 2020 2019
Liabilities as per statement of financial position

Bank borrowings 507,166,840 296,226,952
Long-term loans from shareholders 105,882,396 105,882,396
Lease liabilities 31,724,404 -
Trade and other payables 130,128,681 279,646,318
Total 774,902,321 681,755,666

For the purpose of the financial instruments disclosure, non-financial assets and non-financial
liabilities amounting to Saudi Riyals 7.8 million and Saudi Riyals 60.0 million respectively (2019:
Saudi Riyals 64.0 million and Saudi Riyals 61.7 million respectively) have been excluded from trade
and other receivables and trade and other payables, respectively.

27 Fair value of financial assets and liabilities

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
ordinary transaction between market participants at the measurement date in the principal or, in its
absence, the most advantageous market to which the Company has access at that date. The fair value
of a liability reflects its non-performance risk.

The Company has an established control framework with respect to the measurement of fair values.
Management has overall responsibility for overseeing all significant fair value measurements.
Management regularly reviews significant unobservable inputs and valuation adjustments.

As at 31 March 2020 and 2019, the fair values of the Company’s financial instruments are estimated to
approximate their carrying values since the financial instruments which do not bear interest are short
term in nature and are expected to be realized at their current carrying values within twelve months
from the date of statement of financial position, while the financial instruments which bear interest are
at variable interest rates, adjusted in line with prevailing market rates.
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28 Basic and diluted earnings (loss) per share

Basic earnings (loss) per share is calculated by dividing the profit (loss) for the year by the weighted
average number of ordinary shares in issue during the year. As the Company does not have any
dilutive potential shares, the diluted earnings (loss) per share is the same as the basic earnings (loss)
per share.

For the year ended 31 March

2020 2019
Profit (loss) for the year 236,933,819 (69,299,897)
Weighted average number of ordinary shares for basic and
diluted earnings (loss) per share 76,046,875 76,046,875
Earnings (loss) per share 3.12 (0.91)
29 Contingencies and commitments

As at 31 March 2020, the Company was contingently liable for letters of credits and guarantees in the
normal course of business amounting to Saudi Riyals 517.4 million (2019: Saudi Riyals 876.0 million).

30 Events after the reporting date
Subsequent to the reporting date, the shareholders of the Company and WMEPC entered into a
binding agreement to merge the operations (see Note 1). No other events have arisen subsequent to 31

March 2020 and before the date of signing the independent auditor’s audit report, that could have a
significant effect on the financial statements as at 31 March 2020.
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