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INDEPENDENT AUDITOR'S REPORT
To the Shareholders of Shugaig Water and Electricity Company
(A Saudi Closed Joint Stock Company)

Opinion

We have audited the financial statements of Shugaig Water and Electricity Company (A Saudi
Closed Joint Stock Company) (the “Company®), which comprise the statement offinancial
position as at 31 December 2018, and the statement of profit or loss-and other
comprehensive income, statement of changes in equity and statement of cash flows for the
year then ended, and notes to the financial statements, including @ summary of significant
accounting policies.

In cur opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Company as/at.31 Decefmber 2018, and its finandial
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 pronouncemeants that areendorsed by-the Saudi Organization for Certified
Public Accountants.

Basis for Opinion

We conducted our audit in accordance with-International Standards on Auditing that are
endorsad 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 Statemenls
section of our reporl. We are independent of the Company in accordance with professional
code of conduct and ethics endorsed in the Kingdom of Saudl Arabia that are relevant to our
audit of the financial statements, and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained
I sufficient and appropriate to provide a basis for our opinion.

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 Saudl Arabia and other standards and pronouncements that are
endorsed by the Saudi Organization for Certified Public Accountants and the provisions of
Companies’ Law and Company's By-Laws, and for such Internal control as management
oetarmines 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 are responsible for overseeing the Company's financial
reporting process,
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INDEPEMDENT AUDITOR'S REPORT
To the Shareholders of Shugalg Water and Electricity Company
{A Saudi Closed Joint Stock Company) {continued)

Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are Lo obtain reasonable assurance about whether the financial statements
as a whale 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 guarantes that an audit conducted in accordance with International
Standards on Auditing that are endorsed in the Kingdom of Saudi Arabiawill always detect
a material misstatement when it exists. Misstatements can arise fromfraud 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 Intemational Standards on Auditing that are endorsed
in the Kingdom of Saudi Arabia, we exercise professional judgment and maintain
professional skepticism threughout the audit, We also:

» ldentify and assess the risks of material misstatermnent of the financial statements,
whether due bo fraud or error, design and perform audit procedures responsive to
those risks, and abtain auditevidence that = sufficient and appropriate to provide a
basis for our opinlon, The risk of nol detecting a material misstatement resulting
from fraud is higher than for one resulting fromerror, as fraud may involve collusion,
forgery, intentional omissions; misrepresentations, or the override of internal
control.

« Obtain an understanding af inkternal 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 opinign bn the eflectivenass of the Company's internal contrel.

= Evaluate the appropriatengss of accounting policies used and the reasonableness of
atcounting estimates and related discliosures made by management.

# Conclude on the appropriateness of management's use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material
uncertainty exisis 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 reguired 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 causa
the Company to cease to continue as a golng concern.

« 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.
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INDEPENDENT AUDITOR'S REPORT
Totha Shareholders of Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company) (continued)

Auditor's Responsibilities for the Audit of the Financial Statements (continued)

We communicate with those charged with governance regarding, amang 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.

for Ernst & Young /’)/J
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_—~Fahad M. Al-Toaimi
=" Certified Public Accountant
License Mo. 354

Riyadn: 17 Sha‘aban 1440H
{22 April 2019)



Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

........ s

STATEMENT OF FINANCIAL POSITION

Aczat 3] December 20008

ASSETS

NON-CURRENT ASSETS

Property, plant and equipment
Deferred tnx assats

TOTAL NON-CURRENT ASSETS

CURRENT ASSETS
Cash and cash equivalents
Account receivahle, prepayments and other receivables

TOTAL CURRENT ASSETS
TOTAL ASSETS

EQUITY AND LIABILITIES
EQUITY

Share capital

Statubory ressrve

Retained earmings

Equity before cash Mow bedge reserve
Creh flow hedae reserve

TOTAL EQUITY

NON-CURRENT LIABILITIES
Long term financing

Fair value of derivatives

Asset retinoment obligation
Deferred tax libility

Employess’ wrmination benelits

TOTAL NON-CURRENT LIABILITIES

CURRENT LIARILITIES

Aocounis payable, accruals and ather liabilities
Current portion of long lérm financing

Short term financing

Fair value of derivatives

Lakat and income tax pavable

TOTAL CURRENT LIABILITIES
TOTAL LIABILITIES
TOTAL EQUITY AND LIABILITIES

The attached notes | 1o 26 form an integral part of these financial statements.
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5,388,981
279

£ 589,160
6,117
150,029
156,146
5,545,406

1,020,004
53,468
421,634

1,505,102
(476,513)

1,118,559

3405308
404,591

130,500
5,7 M)
2,353

3,948,342
ity fid3

256,030
84,000

T1.39%
3al
478,435
4,416,517

5,545,406

SR000

5,553,058
243

5,554,801
2,067
I41.883
143,950
5,698,751

1. 120,000
34514
335967

1,490,481
(644,122)

B46,359

3,661,338
543,873
126,375

5,180
1,903

4,340,669
63,186
268356
£1,000
98958
23
1,783
4,852,352

5,698,731
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Shuqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the vear ended 31 December 2018

Revenue
Cperating costs
GROSS PROFIT

EXPENSES
Ceeneral and administration expenses

OPERATING FROFIT

Imterest income

Oither income {expense)

Financial charpes

PROFT BEFORE FAKAT AND TAX
Zakot and mx

NET PROFIT FOR THE YEAR

OTHER COMPREHNENSIVE INCOME

Ifewns that are or inay be reclassified subseguently to
profit or loss

Met change in fair vilue of cash flow hedge resérve
Deferred tax in relation to cash flow hedpe reserves

Items that will not be reclassified subsequently to profit
or loss '
Re-measurement of defined benefit liabiliny

TOTAL OTHER COMPREHENSIVE INCOME FOR
THE YEAR

TOTAL COMPREHENSIVE INCOME

EARNINGS PER SHARE (in Saudi Riyals)

The attached notes | to 26 form an integral part of these financial statements.
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(269,737)

SR'000
TH8,700

(309,723)

488,077

(31.934)

457,043

1,680
T

189,789

189.547

168,841
(1,232)

167,609

Td

167,683

JET,230

1659

2017
SR 00
173916

(311,144}

464,772

(28.611)

d436,161

1140
(42)

{I82.033)

155,245
{5.269)

149,976

119,223
T

119,932

(313

| 19,551

269,857

.34
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

STATEMENT OF CHANGES IN EQUITY
Faor the year ended 31 December 2018

Share Statutory Retatrned Cash flow hedge

caprifal reserve ERrmings reserne Total

SR SR04 SR SR SRR
Balance ar | January 2017 1,120,000 19,516 331,040 {764, 054) 706,502
Profit for the year - - 149,976 - 149576
Oiher comprehensive income - - (51 119,932 119,881
Todal comprehensive income for the vear = - 49925 119,932 269,837
Transker o Salnory reserve - 14,998 {14.558) 2 £
Dividends {note 23) . ) (130,000} - {130,000)
Balance at 31 December 2017 1,120,000 34,514 335967 (644,122) 846,359
Profit for the vear - - 189,547 - 189,547
Other comprehensive income - - yL 167 604 167 683
Taotal comprehensive income for the year - - 189,621 67,609 157230
Transfer to statofory raserve - 18,954 (18,954} - -
Dividends (note 23) - - (B3, () - {85,006}
Balance at 31 December 2018 1,120, (b0 53,468 421,634 (476,513} 1,118,589

e  E—

The attached nates 1 to 26 form an integral part of these financial stalements,




Shugqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

STATEMENT OF CASH FLOWS
For the year ended 31 December 2018

OPFERATING ACTIVITIES
Profit before zakat and imcome tax
Adjustmenis for:
Depreciation
Finapeial charpes
Provision for emplovees”’ terminal bepefits
Write off of construction in progress
Lass on salke of property, plant and équipment

Changes in operating assofs and liabilities
Acocount receivable, prepayments and other receivables
Accounts payable, accruals and other labilities

Met cash from opérafions

Financisl charges paid
Znkot and imooomes tay poid

Net cash from operating activities

INVESTING ACTIVITIES
Purchase of property, plant and equipment
Proceeds from sale of property, plaat and eqiipment

Mt cash used in imvesting activities

FINANCING ACTIVITIES
Procesds from shor term financing
Hepayment of short term financing
Repayment of long term financing
Dividends paid

Met cash wied in lnancing activities

MNET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

Cagh and cash equivalents at the beginning of the vear

CASH AND CASH EQUIVALENTS AT END OF THE
YEAR

SIGNIFICANT NON-CASH TRANSACTIONS
Met change in fair value of cash Mow hedge reserve
Deferred tax in relation o cash flow hedge reserve
Re-measurement of defined benefit liahility

The attached notes 1 to 26 form an integral part of these financial statements.

Notes
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SR'000

189,789

167,815
168,737
424

627715
(8,146)
3,457

623,086

(265,612)
(220
357,154

(2,848}

(2,548)

255,500
(232,500
(268.356)

(5,000}

(350,356)

4,050

1,067

117

168,841
(1232)
74

7
SE00

155,245

167,393
282,033
328

198

42

605,239

7,335
1,120

613,69

(275,850
{1,489)

332,355

(4,932)
120

{4,832}

226,000
(190,000}
(250,635)
(130,000

(344,635)

(17,112)

19,179

2067

119,223
709
(51)
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Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company) ___
NOTES TO THE FINANCIAL STATEMENTS
At 3| December 2018

1. ACTIVITIES

Shugaig Waker and Ebectricity Company (the “Company™) is a Saudi closed joint stock company, established parsuam
to Mmisterial Resolution number 70 dated 3 Safar |428H (comesponding to 21 February 2007) under commencial
regisiration number 59403012032 dated & Safar 1428H (corresponding to 24 February 20077,

The Company is engaged in development, construction, ownership, eperations and maintenance of Shugaiq 11 Water
and Electricity Co-generation Praject (the “Plart™) in the Kingdom of Szudi Arabia and sale of desalinated water and
electricity from the Plint.

The address of the Company's registered office is as follows:
P.0O.Box 2576

Shuguiq 45983, Jizan-45 142
Kingdom of Saudi Arabia

On 28 February 2007, the Company entered into 2 Power and Water Purchase Agreement (“PWPA™) with Water and
Eleciricity Company (“WEC™) pursuant io which the Company s8lis desalinoied wiber and power for a period of 20
years from the Project Commercial Operation Date ("PFCOE L _The PWPA is extendable for future periods, if
mutually agreed upon, The POOD was achieved on | May 2001, the date from which the PWPA was effective.

The Company has copiracted First Mational Operation & Maintenancé Company Limited CMOMAC™), an affiliate,
for operations and maintensnce of its plant.

A3 al the reporting date, the Company's current liabilitics are infexeess of the gurfent asseis by SR 322 million (2017
SR 368 million). This is primarily due o the upsoming maturity of ceriain Joans (note 13}, Management is confident,
based on the review of cashflow projections, that the beans will be paid from the cash to be generated from the normal
opertions of the Company. Accordingly, these financial statements are prepared on a going concern assumption.

L BASIS OF PREPARATION AND STATEMENT OF COMPLIANCE

These financial statemnents are the statutory finagcial statements of the Company for the year ended 31 December
2018

21 STATEMENT OF COMPLIANCE

These financial staterments of the Company have been prepared in acoordance with Interpatinng] Financial Reporting
Standards (IFRS) as isswed by the [ntérmational Actounting Standards Board (LASB), as endorsed in the Kingdom of
Saudi Arabia and other standards and prosouncements éndorsed by the Ssudi Organization for Centified Public
Accountants (“SOCPA") (“IFRS as endorsed m KSA™).

p BASIS OF PREPARATION

The fimancial statemends are prepared ander the: historical cost convention except for derivative financial instruments
which are measured at fair value, These financial statements are presented in Saudi Rivals (SR which s the functional
and presentution currency of the Company. All amounts in the financial statements are rounded o the rearest thousand
(SR "M}, except when otherwise indicated,




Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (contmued}
At 31 December 2018

3 SIGNIFICANT ACCOUNTING POLICIES

Properly, plant and equeipment

Property, plant and equipment, except land and work in progress, is stated at cost, net of ascumulated depreciation
andd accumulnted impaimment losses, ifany. Such cost includes the cost of replocing part of the property and equipment
and borrowing costs for long-term copstruction projects if the recognition criteria are met.

When sigrificant parts of property, plant and equipment are required o be replaced at intervals, the Company
recognises such parts as individual assets with specific useful lives and depreciates them accordingly. Likewise, when
& magjor inspection is performed, 13 cost & recognised in the carrying amount of the property, phant and equipment as
a replacement if the recognition criteria are satisfied. All other repair and mainienance costs are recognised in the

profit or loss s mcurred, The present value of the expected cest for the decommissioning of an ssset aller its use is
included in the cost of the respective asset if the recognition eriteria for o provision are met,

Capital work-in-progress {CWIP) are stated at cost less accumuoiated impainment loss if any. CWIP represents all
coste relating directly or indirectly fo the projects in progress and will be sceounied For under relevant category under
misncurmant assefs. Cost includes cost of equipment, material, professional fees, other costs directly aftributable ta
bringing the asset to the location and condition necessary for'il to'be capablecof operafing inife-manner intended by
managemend and for qualifying asseis, borrowing costs capitalized in accordance with the Company’s accoumting
palicy. When commissioned, CWIFP 15 classified o the eppropriate property, plant and equipment category and
depreciated in accordance with the Company™s policy.

The cost less estimated residual value of other items of property, plant and equipment is depreciated on 2 straight line
basis over the estimated useful lives of the assels,

An flem of property, plant and equipment and any significant part initially re¢opnised is derecognized upon disposal
or when no future economic benefils are expected from its wseor disposal, Any gain or loss arising on derecognition
of the mset (calewlated as the differepee between the net disposal proceeds and the carrving amount of the asset) i
incloded in the profit or loss when the nsset bs derecognized, The residual value, vseful lives and method of
deprecistion of property, plant and sqaipment are reviewed at each reporting date and adiusted prospectively.

Leases

The determination of whether an arrangement 15, or contains, a lease & based an the substance of the arrangement a
ingeption date, whether fulfilment of the amrangement is dependent on the use of a specific asset or assels or the
arrangement conveys a right to use the asset, even if that right is not explicitly specified in an errangement.

Leases in which the Company does net ransfer substantially all the risks and beseflis of ownership of the asser are
classificd as operating leases

Finarice lewse

Where the Company determines a long t@my power supply sreangement o be, or to contain, a lease and where the
Company ransfers subsientially all the risks and benefits incidental to ownership of the lessed item, the arrangement
is conskberned a3 a finance bease, A finance lease is présented as net investment in fnance lease and 1% recognized af the
inception of the lease at the fair value of the leased asset or, if lower, at the present value of the minimum lease payments.
Lease payments received are apportioned between finance income and the reduction of the net investment in finance
lease 8o as to achieve a constant rate of commission on the remaining balance of the asset.

The amount of net investment in finance lease is recorded i the staterment of financial position as an asset at the gross
amount receivable under the finance lsase less uneared finance income.

Olperating lease
Arrangements which meet the cntémun for operiting leases are classified as such. Initial direct cofts incurred in

nespotiating A lease are added o the carrying amount of the leased asset and recognized aver the fease term on the same
basis as rental income, Contimgent rents are recognized as revenues in the period in which they are eamed.




shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Borrowing cost

Bomowing costs directly atributable to the acquisition, construction or production of qualifying assets, which are
#ssets that necessanly take a substantial period of tmee 1o get ready for thetr intended use, arc added to the cost of
those nasets, until such time s the assels ore substontinlly ready for their interded wse. All other borrowing costs are
recognized in the profit or loss in the period in which they are incuerred.

Fimtaricdal tristriismenls

Inilind recoghition

The Company records Anancial ssset or a fmancial hability in iz statement of financial position when, and anly when,
it becomes party to the contractual provisions of the instrument

At matial recognition, financinl assets or financial liabilities are measured at their far valee. Transaction costs of
financial assats carried at fair valse through profit or loss are expensed in profit o loss: In the easeof financial assets
or financial Habilities not at fadr vabue thmug,h profit or loss, its fuiF value inchuding the transaction costs that are
directly sttribatable to the acquisition or issue of the financial asset or financial ability, fs the initial recognition
g,

Classification

e Company classifies its financial assets under the fallowing categories:
&  Fair valee through profit or leis (FYTELR
»  Fair value through other comprehensive income (FV-TOCI); and
*  Amortised cost.

These clessifications are on the basiz of business model of the Company for managing the financinl asscts, and
contraciual cash flow choracteristics

The Company measures financial asset at amortised cost when it is within the business model to hold assets in onder
10 collect contractual cash flows, and contractual ierms of the financial asset gives rise on specified dates 1o cash
flows that are solely payments of principal and intérest on the principal amount outstanding.

For assets measured ot fair value, gaing ind losses will either be recorded in profit or loss or other comprehensive
mcome. For investments in equity mmt will depend on whether the Company has made an irrevocable
election al the time of initial recognition 19 account for the equily invesiment al fair vahee through other
comprehensive income,

The Company classifies all non-derivative finapcial liabilitics as subsequently measured a1 amortised cost using the
effective interest rate method,

The Company designates & noa-derivative financial lability a1 fair value theough profit or los if doing so eliminates
or significantly reduces measurement or recognition inconsistency or where a group of financial liabilities is managed
and its performance is evaluated on e fair value bagis,

Deerecognition

A financial asset (or, where epplicable, a part of a financial asset or par of a group of similar financial assets) is

pnmml} derecognised {Le. removed from the Company's staterment of financin] position) when:
The rights to receive cash flows from the asset luwequmd or
The Company bas ransferred s rights to receive cash Dows Trom the asset or has assumed an obligation
o pay the received cash flows in full without material delay to a third party under a *pass-through”
arrangement; and either () the Company has transferred substantially sl the risks and rewards of the asset,
or (b} the Company has neither transferred nor retained substantially all the risks and rewards of the assel,
but has transferred control of the asset.




Shuqaiq Water and Electricity Company
{A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

e SIGNIFICANT ACCOUNTING POLICTES {continued)

Fitancial instrwemnents (contfuned)

Derecosmition (coninued)

When the Company has transferred its rights to receive cash flows from an sszet or bas entered into a pass-through
arrangement, it evaloates if and to what extent it has retained the risks and rewards of ownership.

Whea it has peither transferred nor retained sabstantially all of the risks and rewards of the asszt, nor transferred
controd of the assed, the Company continues to recognise the transferred asset to the extent of the Company s
contmuing involvement. In that case, the Company also recognisss an associated liability. The transfermed asset and
the associated liabilicy are measured on 8 basis that reflects the rights and obligations that the Compoangy-has refained

Continuing Involvement that takes the form of & guaramee over the ransferred asset 8 measured at the lower of the
original carrying amound of the asset and the maximum amount of consideration that the Company could be requined
10 repay.

A fiencial lability is derecognised when the obligation under the lizbility is discharged or cancelied or expired.
When an existing Anancial lability is replaced by another from the same lender on substantially different terms, or
the ferms of an existing linbility are subsfnntially modified, such an exchange or modification is treated as the
derecognition of the original liability and the recognitioh of a new liability. The difference in the respective carrying
amountz is recogrised in the profit or loss. )

Offsetting of financial instrioments

Financial assets and financial liabilities are offset and the net amount reposted in the staterent of financial position
if there is o currently enforceable legal right to offset the recomised amountsand there is an intention to settle on a
nel basis, or 1o realise the assets and settla the liabilities simultaneously.

Derivative financial instruments and hedge acoownting

The Company wes derivative financial instruments 10 hedge its cash Aow exposures (o interest rofe risk. Such
derivative financial instruments are initially recognised at fair value on the dale on which a derivative contract is
entered into and are subsequently re-eeasored at foir volue, Derivatives are carried as financial assets when the fair
valae is positive and as financial liabilities when the fair value is negative.

Any gaing or bosses arising from the changes in the fir value of derivatives are taken directly to the profit or loss,
except for the effective portion of cosh fow hedpes; which is recognised in other comprehensive mcome.

For the pumpoie of hedze accounting, hedges ane classified as cash flow hedges when hedging exposure to variability
in cash flows that s either aftributable to.a particular risk associated with a recognised asset or Lability or a highly
probable forecast transaction or the forelgn cummency risk in an unrecognised firm commitment.

At the inception of a hedge relationship, the Company formally designates and documents the hedge relationship to
which the Company wishes to apply hedge accounting and the risk management objective and strategy for undertaking
the hedge. The docomentation inchudes identification of the hedging instrument, the hedzed item or transaction, the
nafure of the risk being hedged and how the entity will aszess the effectiveness of changes in the hedging instrument's
fair value in offsetting the exposure to changes in the hedged item’s fair value or cash flows attributable to the hedged
risk. Such hedges are expected to be highly effective in achieving offsetting changes in fair value or cash flows and
are assessed on an ongoing basis to determine that they actually have been highly effective throughout the fnancial
reporting periods for which they were designated.

When the Company discontinues hedge scoounting for 8 cash Now hedge, the amount el has been accumulated in
i cash Mow hedge reserve remains in eguity if the hedged future cash fows are still expecied to occur, uniil such
cash flows ocour. [F the hedged future cash Oows are no longer expecied to occur, that amount 15 imoedistely
reclassified to profit or o,

11



Shugqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Derivative financial instrimnents and redge accounting (contimued)

If 3 hedging relationship ceases o meet the hedge effectiveness r:qwemm relating o the hedge matio but the sk
management ohjective for thet designated hedging relationship remaing the same, the Compary adjnm the hedge
ratio of the hedging relationship {L.e. rebalances the hedge) so that it meets the qualifving criteria again.

The Company discontinues hedge accounting prospectively only when the edging relationship (or & part of s hedging
relationship) censes o meet the qualifving criterin (after any rebalnnecing). This includes instences when the hedging
instrument expires or 15 50ld, lerminated or exercised.

Crrent oorsees Rove-coorreml d.ﬂeql'l_ﬂ'di:lm

Derivative instruments that ars designated as, and are affective hedging tnstruments, aré classified consistently with
the classificatian of the underlyigg hedged itemn. The derivative instrament is separated into o current portion and a
non- curment partion only if o reliable sliocation can be made,

Dividends
Final dividends are recognised as & Hability at the time of their approval by the General Assembly. Interim dividends
are recorded as and when approved by the Board of Directors.

Cash and cash equivalents
For the purposes of the statement of cash flows, cash and eash equivalents consists ofbank balances and cash on hand
anid bank deposits with original maturities of three months or less.

Accounts receivable

A-u:uums receivable are sisted a1 amonized com less allowance for any impairment for ea:pmed credit fosses, The
allowance is charged to the statement of profil or 1oss and other comprehensive income and reported

undut “General and adminisiration expenses”. Whan @ receivable.is uncollectibile, it is written-ofT against the
gllowance. Any suhmqum recoveres of amounts previously writlen=0fT are crediled against “Generl

and administration expenses” in the staement o proft or loss and other comprehensive income,

Proisions

Frovisions are recognised when the Company has sy obligation (legal or consmuctive) arising from a pasi event, and
tse costs to seftle the obligation are both probable and can be measured reliably. If the effect of time value of money
is maberial, provisions are discounied using a curpent pretax rate that reflects, where appropriate, the risk specific to
the liability. When discounting, is used, the incredse in the provisicn in the provizsion due to passage of time is
recognised as finance costs

Employees” bemifite

Ehori-term employer henefifs

Short-term employee benefits are expensed as the related service is provided. A liability is recognised for the amount
expected to be pabd T the Company has o present legal or constrsctive obligation ta pay this amount a8 a result of
st service provided by the employes and the obligation can be estimated reliably.

Past-employment obligation
The Company operstes a post-employment benefit scheme driven by the labour laws of the counfry in which it
operEss

The posi-emplovment benefit scheme 15 nof funded. Yaleation of the obligation under such scheme i carried out by
an independent actuary based on the projected unit credit method. The costs relating to such scheme primarily consist
of the present value of the benefits attributed on an equal basis 1o each year of service and the interest on this obligation
in respect of employee service in previous years,




Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

A SIGNIFICANT ACCOUNTING POLICIES {continoed])

Fmployess' benefits (contined)

Pest-employnment obligation {contirued)

Current and past service onsts related o post-employment benefits are recognized immediaely &s “employes cosis”
in the statement of profit or boss and other comprehensive income and unwinding of the lishility at discount rates used
are recorded ns “financial charges” in the statement of profit or loss and other comprehensive imcome, Any changes
in net lmbility due to actuaria] valuwtions and changes in assumpiions are taken as re-measurement in other
comprehensive income

Re-measurement gains and losses arising from experience adjustments and changes in actusrial asgumptions are
recognised in the period in which they cccur, directly in other comprehensive income. Remeasurement gains and
losses are not reclassified to profit or loss in subsequent periods.

Changes in the present value of the defined benefit obligation resulting from scheme amendments or curtailments are
recopnised immediately in the statement of profit or loss as past gspace costs,

Acconnts payable and other liabilities
Liabilities are recognized for amounts to be paid in the fiture for goods, or services received, whether billed by the
supplier or not. These are mitially recognised at fair valie and subsequently remeasured. at amortised cost.

Statutory reserve
In accordance with the Company's by-laws and the requirements of Companies® Law, the Company must set aside

1% of its income after zakat and income tax ineach year until it has buill up a reserve equal to 30% of its capital,
The reserve is not available for distribation.

Eamings per share
Earnings per share gre calculated by dividing net-profif for the vear by the weighied avemge number of ordinany
shares outstanding during the year,

Revenue recognition

Revenueé is recognized 1o the exient that i j& probable that the economic benefis will Now o the Company and the
revenue can be reliably measured, regardless of when the payment is received. Bevenue is measured at the fwir value
of the consideration received or receivable, taking into astount contractually defined terms of payment and mludlng
taxes or duty. The Company asscases its revenue arrangements against specific criteria in order to determine if it is
acting ns principal or mgent. The-Company. has concluded that it i3 acting &5 a principal in all of i revenue
arrangements, The following specific recognition criteria must also be met before revenue is recognized:

Supyly of desalimated water and poeer

Revenue from supply of desalinated waker and power is recognised upen delivery of desalinated water and power to
the custorner on an accrual basis, Capagity charge mcome (exchiding receipts for services provided, such as insurance
ard maintenapce) under Power and Water Purchase Agreements (“PWPA™) for each hour during which the plant is
available for power generution and'or water desalination is recognised on a straighs-ling basis over the lease berm or
upon nciusl billing period as appropriate considering the terms of PWPA. The component of billed revenue related
to poosds/services not delivered or performed are recorded as deferred Eabdlity and reported in statement of financial
position as deferred revense

Energy charge reverse which compensates the Compaary Tor the fael and variable cost of power and water delivered
is recogniized based on the supply of generated power and desalinaied water. No revenue & recognized if there are
sipnificant uncendinties regarding recovery of the consideration due and assocened cosis,

Foreign currencics

Transactions in forelgn currencies are recorded m Saudi Rivals at the mte of exchange rulmg af the date of the
transaction. Monetary asscts and lizbilities denominated in foreign currencies are retranslated at the rate of exchange
ruling af the reporting date. All differences are taken to the profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
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3 BIGNIFICANT ACCOUNTING POLICIES {continued )

Zakat and fncome fax
The Company is subject to the Regulutions of the Geperal Authority of Zakst and Tax ("GAZT™) in the Kingdom of
Saudi Arabis. Zakat and income tax are provided on an acerual basis. Zakat charge is eomputed on the akat base.

Income tax is computed on adjusted nef income. Any difference in the estimate is recorded when the final assessment
i approved. Differences if any resulting from final assessment are adjusted i the vear of finalisation.

Deferred tax
Dreferred tax 15 provided using the Lability method on temporary differences between the tax bases of asseis and
Kiahilities and their carrying amounts for financial reporting, purposes &t the reporting date.

Deferred tax linbilities sre recognized for all taxable temporany differences, except:

= When the deferred tax lisbility anses from the initial reeopmition of goodwill or ap asset or liability in p
tranzaction that is not 4 business combination and, at de fime of the transaction, alfects neither the accounting
profit nor faxable profit or loss

= In respect of taxable temporary differences assoeipted with. investments W subsidiaries, mssociates and
intereats in joint arrangements, when the timing of the reversal of the temparany differences can be controlled
and it is probable that the tempaorary differesces. will not reverse in the foresezable future

Deferred tax assets are recognized for all deductible temporinye differences, the carry forward of unused tax credits
and any unused tax losses. Deferred tax assets are recognized to the extent tha it is probable that taxable profit will
be available against which the deductible temporary differences, and the carmy forward of unsed tax credits and
unased tax hosses can be ufilized, except:

*  When the deferred tax asset relating to the dediictible temporary difference arises from the initial recognition
of #n asset or lability in o transaction that & not 2 business combimation and, al the tme of the trensaction,
affects neither the sccounting profi nor iaxeble prafitar loss

* In respect of deductible temporary differences associated with mvestments in subsidiaries, associates and
interests in joint armngements, deferred nx assets are recognized only to the extent that it is probable that the
temiporary differences will reverse in the foreseeable future and taxable profitwill be available against which
the emporary differences can bz utilized

The camrying amount of deferred tax assets is reviewed af each reporting date and reduced to the extent that it is no
longer probable ihat sufficient taxable profit will be available o allow all or part of the deferred tax asset to be utilised.
Unrecognised deferred tax assets are re-nssessed at cach reporting date and are recognised to the extent that i has
become probable that future taxable profits will allow the deferred tax asset to be recovered.

Deferred tax asseds and labilives are measured af the tax rates that are expected fo apply in the year when the asset is
realised or the liability is setiled, based on tax raies (and fax Jaws) that have been enacted or subsiantively enacted at
the reporting date.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
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C SIGNIFICANT ACCOUNTING POLICIES (continoed)

N aned avnernded standarnds amd fnterpretations

A number of new and amended standards and mterpretations were applicable to the Company’s financial staiements
for the first time during 201 8. The Company has adopted all such new and amended siondards and interpretations in
the preparaiion of these financial statements, The noture and effect of the changes a5 a result of adoption of these
standards and interpretations are described below,

TERS 15 Revenue from Cantracts with Customers

IFRS 15 supersedes LAS 11 “Cosstruction Contracts”, TAS 18 “Revenue” and related Interpretations and it applies to
all revenue arising from contrcts with customers, unless those contracts are in the scope of other standiprds: The new
standard esiablishes a five-step model fo account for revenues arising from contracts with sustomens, Under IFRS 15,
revenue is recognised at an amound that reflects the consideration to which an entity expests to be gntitled in exchange
for transferring gpoods or services to @ customer.

The standard requires entitics io exercise judgement, toking mto consideration all of the relevant facts and
circumstances when applving each step of the maodel to contraocts with their customers, The standard also specifies
the sccounting for the incremental casts of obtaining a contract and the costs directly related to fulfilling o contract.
Management opted for o modified retrospective application of IFRS 15 which, did not result in any significant
adjustment to the financial stotements of the Compeiny as af | January 2018,

IFRIC Interpretation 22 Foreign Currency Trangactions and Advence Considentdions

The Interpretation clarifies that, in determining the spot exchange e to use on initial recognition of the related asset,
expense or ingome (or part of it) on the derecognition of & non-monetary assel or non-monefary lisbility relating to
advance consideration, the date of the transaction is the date on which an entity initially recognises the non-monetary
assel or son-monstary Hability arising fom the advance consideration. IF there are multiple payments or receipés in
achvance, then the entity must deferming the date of the transactions for esch psyment or receipt of advance
consilerstion. This Interpretation did not have any impact o the Company”s financial statements.

Amtendments to IAS 40 Transfers of Investment Property

The amendments clarily when an entisy should iransfér propery, including properly under construction or
development into, or out of investment property. The amendments state thal a change in use ocours when the property
meels, o coases o mesd, the definition of investment property and there is evidence of the chenge in use, A mere
chenge n manggement’s mtentions {or the use of & propery does ool provide evidence of o change in use, These
amendmients are not rebavant (o the Company's financial statements.

Amendments to IFRS 2 Classification tnd Measurement of Sture-based Payment Tramsactions

The [ASH Esued amendments to [FRS 2 Share-based Payvment that pddress three main areas: the effects ol vesting
conditions on the measurement of § cash-settled shire-bosed payment trimsaction; the classification of a share-based
peymient transaction with net settiément features for withholding tex obligations; and accounting where a8 modification
to the terms and conditions of a share-based payment transaction changes its classification from cash setiled Lo equity
seitled. On adoption, enlities aré required to apply the amendmeénts without restating prier periods, but retrospective
application is permitted if elected for all three amendments and other criteria are met. These amendments are not
relevunt to the Company”s financial statements.

Amendwments to [FRS 4 Applying [FRS % Financial Instruments with [FRS 4 Insitrance Conlracls

The amendments address concemns arising from implementing the new financial instruments standard, IFRS 9, before
implementing IFRS 17 Irsusance Contracts, which replaces [FRS 4. The amendments introduce two options for
eptities issuing insurance coniracis: & lemporary exemplion from applving IFRS @ and an overlay approach. These
amerdments are nof relevant 1o the Company”s (inancial statements.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
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3 SIGNIFICANT ACCOUNTING POLICIES (contimoed)

Nete and armended standards and fnterpretations (continued)

Amendments to TAS 28 Tnpestreents in Associates and Joind Ventures - Clarification that measuring investers af finr
vatue through profit o loss is an investmen{-lny-innestrmen! choice

The amendments clarify that an entity that is a veature capital orgamisation, or other qualifyving eatity, may elect, of
initial recognition on an investment-by-investment hasis, to measure its investments in associates and joint ventures
at fair value theowgh profit or loss. If an entity that is not itself an investment enfity, has an interest in an associale or
joint venfure that is an investment enticy, then it may, when applying the equity method, elect (o retain the fair value
measurement spplied by that investment entity associate or joint ventune to the mvestment entify issociale’s or join
ventire's interesis in subsidiaries. This election is made separately for each investment entity associale or joint
venture, af the kater of the date on which: {a) the investment entity associate or joint venture is initially recognised;
{b) the associate or joint venture becomes an investment entity; and (c) the investment entity associnfe or joint venture
first becomes a parent. These amendments do not kave any impact on the Company’s fnancial statements.

New standards, amendments and interpretations issued but yet effective and not early adopted

A number of new and amended standards and interpretations have been isswed, but are not et offective, up to the
date of ssuance of the Company’s financial siatements. The Company inténds to adopt these, if applicable, when
they become effective.

IFRE 16 Leases

IFRS 16 was issued in January 2016 and it replaces IAS 17 “Leases™, IFRIC 4 *Betermining whether an Arrangement
containg a Lease®, SIC 13 “Operating Leases-Ineentives” and SIC 27 “Evaliating the Svbsiance of Transsciions
Involving the Legal Form of & Lease”. IFRS 16 sets out the prineiples for the recogrition, measurement, presentation
and disclosare of leases and requires lessaés W0 account for all leases under a singlé en-balance sheel model similar
to the uccounting for finance leases under 1AS 17, The standard includes two recognition exemptions for lessess —
leases of "low-value assets (e g, personal computers) and shori-lerm leases (1.2, leases with 8 lease term of |2 monaths
or less). Al the commencement date of @ lease, a'lessee will recognise a liability 10 make lease payments (ie., the
lease liability) and an assel representing the fght ioouse the undariymg asset during the lease term (i.e., the right-olf=
use gsset). Lessces will be required 1o separatély recognise’ the interest expense on the lease liability and the
depreciation expense on the rght-ol-use asset. '

Lessees will also be required to remeasure-the lease linbility upon the occurrence of certain events (¢.g., a change in
the lease term, a change in future lease payments resulting from a change in an index or rate used to determine those
payments). The lessee will gengrally recognise the amount of the remeasurement of the lease lability as an adjustment
to the right-of-use asset.

Lessor accounting under IFRS 16 is substantially unchanged from accounting under [AS 17. Lessors will continue to
classify all leases using the same classificotton ponciple a8 in 1AS 17 ond distinguish between two types of leases:
operating and finance leases.

IFRS 16, which is effective for annual periods beginming on or afier 1 January 2009, requires lessecs and lessors 1o
make more cxtensive disclosures than under IAS 17, The Company has not wet carried out an impact ssscssment
relating to the sdoption of this new standard.
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3 SIGNIFICANT ACCOUNTING POLICIES (continued)

New stondards, amendments and inferpretations isswed but wot yet effective and wot early adopted
feamtinued)

IFRS 17 Bsurance Conbracks

In May 2017, the IASE issued IFRS 17 “Inswrance Contracts™ (IFRS 17), a comprehansive new accounting standard
for insurance contracts covering recognition and measurement, présentation and disclosure, Onee effective, IFRS 17
will replace IFRS 4 “Insurance Contracts™ (IFRS 4) that was issoed in 2003, IFRS 17 applies 1o all types of insurance
contracts (Ee., life, non-life, direct insurance and re-insurance), regardless of the tvpe of entities that issue them, as
well as to certain puarantees and francial instruments with discretionary participation features. A few scope
exceptions will apply, The everall objective of IFRS 17 is o provide an accounting mogdel for insurdnce contracts
that is more usefil and consistent for insurers. In contrast to the requirements in IFRS 4; which are fargely based on
grandfathering previous local accounting pelicies, IFRS 17 provides a comprebensive model for insurance contracts,
covering all relevant accounting aspects. The core of IFRS 17 is the general model, supplemented bys

= A specific adaptation for contracts with direct participation features (the varishle fee approsch)
= A smplified approsch (the premium allocation approach) madnly for shor-duration contrivcts

IFRS 17 is effective for reporting periods beginning onor after 1 January 2021, with comparative figures required
Early application is permitted, provided the entity alse applies IFRS 9 and [FRS 15 an ar before the date it first applies
TFRS 17. Management believes that this standard is not epplicable to the Company’s financial statements as the
Company has no insurance activities,

IERIC Interpretation 23 Uncertamby ooer ncomne Tax Treatmmert!

The Interpretation addresses the accounting for income taxes when tak treatments involve unceriainty that affects the
application of [AS 12 and does not apply to faxes or levies autside the scope of IAS 12, nor does it specifically include
requiremnents relating to interest and penalties associated with uncertain tax treatments.

The Interpretation specifically sddresses the following:

= Whether an entity considers unceriain tax reatmenls separately

= The assumptions an entity makes ebout the examination of tax trestments by taxation suwthorities

*  How an entity determines takable profit (i oss), tax bases, unused tax losses, wnuesed tax credits end ax
Talcs

+  How an entity considers changes in facts and ciroumstances

An entity has to determine whether to consider éach uncertain tix treatment separately or together with one or more
other uncertain tax irestments. The approach that better predicis the resolution of the uncertainty should be followed.
The interpretation is cffective far annual reporting periods beginning on or afler | Januany: 2009, but certain tramzition
reliefs are available. The Company will apply the interpratation from itg effective date. The management believes that
the imterpretation will not have any significant impact to the Company”s financial statements.

Amendurents to [FRS 9 Prepayment Features with Negabive Compensation

Uinder IFRS %, a debi instrument can be measured of amortised cost or &1 fair valee through other comprehensive
income, provided that the contractual cash flows are ‘solely payments of principal and interest on the principal amount
outstamding” (the 3PPl criterion) and the instrument 15 held within the appropriate business model for that
chissification. The amendments to TFRS 9 clarify that a financial asset passes the SPPI criterion regardiess of the
event or circumstance that causes the carly termination of the contract and mespective of which party pays or receives
reasanable compensation for the early termination of the contract,

The amendments showld be applied retrospectively and are effective from 1 January 2019, with earlier application
permitted. Management believes that thése amendments have no significant impact on the financial statements of the
Company.
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3 SIGNIFICANT ACCOUNTING POLICIES (continwed)

New standards, amendmenis and tnlerpretations issued but not yet effective and nof early adopted
{eontinwed)

Amtendments bo [FRS 10 and [AS 28; Saly or Contnbubion of Assets befween an Irvestor and its Associale or Joint
Venture

The amendments address the conflict between [FRS 10 and [AS 28 in dealing with the loss of control of a subsidiary
that iz sold or contribuded (o an associate or joint venture, The amendments clarily that the gain or los= resulting from
the sabe or contribution of assats that constitute a business, as defined in [FRS 3, between an investor and its associate
of joint venture, is recognised in full. Amy gain or loas resulting from the sale or contribution of assets that do not
conslitute o business, however, is recognised only to the extent of unrelated investors” interests in the associate or
Jjoimt venture, The IASH has deferred the effective date of these amendments indefinitely, but an eatity that early
adopts the amendments must apply them prospectively. The Company will apply these amendments when they
become effective,

Amendments to [AS 19; Plan Arvendmend, Curtmilment or Sefiiement

The amendments w IAS 19 address the sccounting when e planamendment, curtiilment orsettement ocours during
 reporting period. The amendments specify that when a planramendment, curtailment or settlement occurs during
the annual reporting period, an entity s required o

«  Determine cument service cost for the remainder-of the period after the plan amendment, curtailment or
settiement, using the achearinl assumptions tsed to fe-measure the net defined benefit Hability (asset) reflecting
the benefits offered under the plan and the plan asseéts afier that event

*  Determine net interest for the remainder of the period afterthe plan amendment, curtailment or settlement using:
the net defined benefit liability (asset) reflecting the benafits offered under the plan and the plan assets afier that
event; and the discount rate used foresmeasure that net defined Benefit 1lighility (asser).

The amendments also clerify that an entity first determines any past service cost, or a pain or loss on setthement,
without considering the effect of the aszet ceiling, This amount 15 recognised in profit or loss. An entity then
determines the effect of the asset ceiling after the plan amendment, curtailment or settlement. Any change in that
effect, excluding amounts included in the net interest, B recognised in other comprehensive mcome.

The amendments 3|:||:||:|-' o plan amendments, cunsilments, or seithernents occurrng on or after the beginning of the
first annual reperting period that begins on or-afier ) January 2019, with early application permitted. These
amendments will apply only 1o any future plan amesdments, curtailments, or settfements of the Company.

Amendmenis to [AS5 28: Long-term interests in assoctates and fotnt ventures

The amendments clarily that an entity dpplies IFRS 9 to long-lenm imerests in an associate or joint venture to which
the equity method is not applicd et e, in substance, form part of the net investment in the associate or jodnl venture
(long-term interesis). This clarification is refevant because it implies that the expected credit loss model in IFRS @
applies 1o such long-tenm inicrests,

The amendments also clarificd thad, in applying IFRS %, an entity docs not ke account of any lesses of the associate
o joind venture, o any impairment lesses on the net mvestment, meognised as adpstments to the net investment in
the associale or joint venture that arise from applying 1AS 28 Investments in Assoclates and Joind Ventures,

The amendments should be applied retrospectively and are effsctive from 1 Jenusry 2019, with early applicatian
permitted. Since the Company does not have such long-term interesis, the amendmeniz will not kave an impact on its
finamcial statements.
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¥ SIGNIFICANT ACCOUNTING POLICIES (continued)

Mew standards, amendizends and imterpretations isswed bul not yet effective and not early adopled
(ot imied)

Arenseal Insprovenents

IFES 3 Business Copnbinafions

The ameodments clarify that, when an entity obiains control of a business that is a joint eperation, it applies the
requirements for o business combination achicved in stages, including re-meosuring previously held imterests in the
easets and liabilities of the joint operstion at fair valoe. In doing 5o, the acquirer re-megsures its entire previously held
mierest in the joint operaticn.

An endity applies those amendmenis 1o business combinations for which the scquisition date is-an.or after the
begirming of the first ansual reporting period beginning on or after | January 2019, with early application permined.
These amendments will apply on future business combinations of the Company.

IFRE IT joini Arrangemenis

A party that participates in, but does not have joint control of, 8 joint operation nfight obtain joint control of the joint
operation in which the sctivity of the joint operation constilutes 3 busingss as defined in IFRS 3, The amendments
clarify that the previously beld interests i that joint operation arc not re<measured.

An entity applics those smendments to transactions in which it obfains joint control on or after the beginning of the
first annwal reporting period beginning on or-after | Janusey 2009, with early application permitted, These
emendments ars currently not applicable to the Company but may apply to future transactions.

1A% 12 Income Taxes

The amendments clarify that the income tax consequences of dividends are linked more directly to past transactions
or events that gererated distributable profits than fo distributions o owners. Therefore, an entity recognises the
income tax conseguences of dividends in'profit or loss; ether comprebensive income or equity according to where the
entity originally recognized those past transactions of events,

An entity applies those smendments for annual reporing perfods beginming on or after | January 2009, with early
application permitied. When an extity firstapplics those amendments, it applies them 1o the income (ax conscquences
of dividends recognised on or after the beginning of the earlies comparative period. Since the Company's curmen
practice & in line with these amendmengs; the Company docs not expect any effect on s financial statements,

145 23 Borrowsing Costs

The amendments charify that an entity tneats o pant of generml borrowings any borrewing erigimally made to develop
a qualifying asset when substantially all of the activitics necessary to prepare that assct for its intended use or sale are
complste.

An entity applics those amendments o borrowing costs imcwrred on or after the beginning of the annual reporting
period in which the entity first applics those amendments, An entity applies those amendments for annual reporting
periods beginning on or after | January 2019, with early spplicstion permitted. Since the Company”s current practice
1% in line with thess amendments, the Company does not expect any effect on s financial statements,
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4 SIGNIFICANT ACCOUNTING ESTIMATES
Significant areas where management has used estimates, assumptions or exercised judpements are as follows:

Fair value of umguoted financial instruments

When the falr value of financial asseis and financial liabilities recorded in the stmement of financial position canno
be derived From sctive markets, the fair valee i dotermined using valuation technigues mcluding the discounted cash
flow model. The npuis o thess models are token from observable markets where possible, buk where this is nod
fewsible, a degree of judgement is required in establishing Eir values. The judgements melude considerations of inputs
such as lquidity risk, credit risk and volatility, Changes in ossumptions about these factors could affect the reported
fuir value of financiml instruments,

The Company enters into derivative financial instruments with various counterpariies, principally financial
institations. Derivatives inclede interest rate swaps which are valued wsieg valuation technigues with market
observable inputs. The most frequently applied valuation techniques include swap models, using present value
calculations, The models incorporate various inputs including the interest rate curves.

Useful lives of property, plant and equipment
The Company”s management determines the estimated useful ives of property, plantand squipment for calculating
depreciotion. This estimate is determined after considering the expected veage of the asset or physical wear and tear

Munsgement reviews the useful lives asmually and fubure depreciation charge would be adjusted where ihe
management beligves the useful lives differ from previous estimates:

Decommissioning Hability (Asset Retirement Obligation)

The Company assesses ids Assst Retirement Obligation (“ARO™) al each reporiing date. Significant estimstes and
azsumplions are made in determining the provision for ARC s there arepunerous factors that will alfectihe ultimate
amount payable. These factors inchede estimptes of decommissioning activitics, inflation rates and changes in
discount raies. These unceramties may result in futere actual expenditure differing from the amounts currently
provided. Amy provision at reporting date represeals management’s best estimate of the present value of the future
ensts required

Coimg concern

The Company’s management has made an assessmient.of the Company's ability to continue 05 a going concern and
is sabisfied thai the Company has (hé resources io-confinug in business for the foreseeable future, Furthermore, the
management is not aware of any material unceriainties that may cast significant doubt wpon the Company’s ability to
continue a5 4 going concem. Therefore, the Campany”’s linancial satements continue 10 be prepared on a going
conciars basis.

Defined benefit scheme (Employees’ terinal benefits)

The cost of defined benefit scheme and the present value of such obligation are determined using actuarial valuations.
An actuarial valeation involves making ¥arious assumptions which may differ from sctual developments in the fisture,
These incliede the determinadion of the discount rate, fubure salary increases and mortality rates. Due to the complexity
of the valeation, the underlying assumpsions and its long-term nature, & defined benefit obligation is highly sensitive
to chanpes in theze pssumpiions. All assumptions are reviewed ot each reporting date,

The parameter most subject to change is the discount rate. In determining the appropriate discount rats, management
considers the interest rates of corporate bonds in currencies consistent with the currencies of the post-employment
benefit obligation with af beast an *AA" rating or above, as set by an intemationally acknowledged rating agency, and
extrapolated &5 needed along the vield curve 1o cormsspond with the expected term of the defined benefit obligation.

The undexrlying bonds are further reviewed for quality, Those having excessive credit spreads are removed from the
amilysis of bonds on which the discount rate is based, on the basis that they do mot represent high quality bonds,

The mortality rate is based on publicly avalable morality tables for the specific coumtries. Those momality tabbes
tend to change only at intervals in response to demographic changes. Foture salary increases are hased on expected
firture inflation rates for the respective countries. Further details about employess” terminal benefits obligations ane
provided n note 14,
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5 CAPTTAL MANAGEMENT

The Company's ohjectives when managing capital are 1o safeguard the Company's ability to continue as 2 going
concern and benefit its stakeholders. Management's policy is o maintain o strong capital base (o maintain credifor
and market confidence and to sustain future development of the business. The Company manages its capital struchure
and makes adjustments in Bght of changes in economic conditions,

The Company is not subject to significant externally imposed capital requirements, Mo changes were made in the
ohjectives, poficies or processes for managing capital during the current and prior year. For the purpose of the
Company’s capitn] management, capifal includes share capital, retained earnings and staiutory reserve and amounts
to SR 1,995, 102 a5 &t 31 December 2018 (31 December 2017: SR 1,490,481)
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Cum]?ﬂy}

NOTES TO THE FINANCIAL STATEMENTS {ﬂ:‘.-ﬂtmuﬂd)
At 31 December 2018

[ FROFERTY. FLANT AND EQUIPMENT

The estimated wseful lives of the assets for calculation of depreclation are as follews:

Building 40} yeurs Fumifure, Nxiures and equipment 4 1 1 D years
Plant and machinery 20 to 40 years Motor vehicles 4 yenrs
Capital spares 20 yeurs
Furntiure,
Plant and Capital Sfixtures and Motor Caprital work in Total
Building machinery spares veliicles progress 2018
For the year ended 31 December 2018 SR000 SR'000 SEOM SR 000 SR000 SR 000 SR'000
Cost:
At beginning of the year 49,458 6,680,572 42,7197 I AT a2 120 6,775,646
Additions during the year 49 . 712 87 . . 2,848
At end of the year 49,507 6,680,572 45,509 1,784 602 520 6,778,494
Accumnalated depreciation:
At beginning of the vear 11,652 1,196,836 12,431 607 162 - 1,221,688
Deepreciation charge for the year 1279 163,908 2,196 293 149 - 167,828
At eved of the year 12,931 1,360, 744 14,627 900 in - 1,389,513
Net book valiee;
Al 31 December 2018 A6.5ThH 53159,R28 M) 582 HE4 Fall 520 SR 981




Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)

At 31 December 2018

6. PROPERTY, PLANT AND EQUIPMENT (continued)

For the yenr ended 31 December 2007
Cosi;

At beginning of the year

Additicns during the year

Digposils during the vear

Write-offs during the year

Af end of Bhe year

Accumilnted depreciation:
Al beginning of the year
Depreciation charge for the year
Relating to disposals during the vear

Atend of the year

Net hook talue:
At 31 December 2017

Furmiture, :
Plant and Capital firtures and Motor Coprital wrork i Total
Builsing maciinery SpaTEs et vefiides pmm 27
SR'000 SED0G SR'000 SR000 SR000 L SR
48,565 6,680,572 39,697 2458 2,550 718 6,774,560
893 . 3,100 560 39 . 4,952
- - - {1,321 2,347) ‘ (3,668)
: \ 3 R ; {198} (198)
49,458 6,680,572 42797 1,697 B02 520 6,775,646
10,388 1.033,178 10,381 1,677 2177 057801
1,264 163,658 2,050 251 170 167,393
i " . (1,321) (2 LE5) - (3,306)
11,652 1,196,836 12,431 607 162 1,221,688
37 B0 5483, T36 30,366 1,090 440 520 5,551,958
p—— ] T

23



Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

fi. FROPERTY, FLANT AND EQUIFMENT (continued)

a) Cotlateralization
Tuilding' and "Plant and machinery ' are collsernlised agains leng-term finarcing arrangements entered into by the
Company for the purpose of financing the construction of the Plant {note 13},

b} Leaselold lasid

The project is constructed ok land leased from Saline Water Conversion Corporation (“SWCC™) al a nominal rend for
en initial ferm of 20 years from the commencement of the commercial eperafions and is renewable for further periods
subject to agreament of both parties,

o) Asset Retirensest Oligation _

The Company sssesses its Asset Retirement Obligation (“ARO™) ot esch reporting date Significant estimmies snd
nssumptions are made in determiming the provision for ARD, as there are numerons factors that will affect the ultimate
ameounl payable. These factors include estimates of the extent and costs of rehabilitation acivities, technological
changes, regulatory changes, cost moreases as compared to the inflation rates ond changes in discount rates. Those
uncertainties may result in fanure actual expenditure differing from the amounts eurrently provided. The provision at
reporting date represents management”s best estimate of the present valueof the future costs,

During 2018, there was onwinding of the ARO aggregating to SE 4.1 million {30 December 2007: SR 3.4 million}
As at 11 December 2018, the Company estimated an amount ol SE 1305 millien (31 December 2007: SE 1264
million) is required in respect of ARD for its Plant.

The depreciation charge lsas been allocated ag follows:

11 December 31 December

2018 2017
ER'DD0 SRNND
Dperating costs (note 18} 1, 104 163,708
General and administration expenses (nota [19) 1,721 1,685
167,825 167,343
T. CASH ANDHCASH EQUIVALENTS
11 December 31 Deceniber
2018 2017
SR 00 SR
Cish at bank 6,103 2,06]
Cash in hand 14 b
6117 2,067
—— ] T—

The management has conducted o review as required under IFRS 9 and based on such assessment, management
believes that there is no need for any significant impairment loss against the camying value of cash equivalents,




Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2018

B ADCOUNTS RECEIVABLE, PREFAYMENTS AND OTHER RECEIVABLES
31 December
2018
SR000
Due from Water and Electricity Company (“WEC™), a related party (node 8.1) 138410
Accrued revenos ERELE]
Prepayments 6,433
Advances to contractors 1,632
Advances to emplovess 417
Due from other reluted parties (note %) 1
CHhirs 33
150,029

31 December
2m7z
SR THM

134,409
4476
2,160

306
495
3
34

141,883

The management has conducied a review as required under IFRS 9 and based on such assessment, management
belioves that there is no need for any significant impainment against the corrving velues of sccounts and other

receivables.,
B.1 WEC is a Government entity and is owned by Ministry of Finance.

9. RELATED PARTY TRANSACTIONS AND BALANCES

During the year, the Company transscted with its related parties, the terms of which are spproved by management of
the company in the ordinary course of business, The follewing are the details of major related party transactions

during the year:
31 December
MR
Related party Nerture of tramsactions SRD00
Affiliates Capacity and Gitpil invoices under PWPA (WEC)
(note 17) 798,700
Lecondment and service posts 367
Annual mansgemant fée (nete 19) 3,750
Operation and maintanance costs (note 1R) 132,312
Rent for lease uflnr_ld 1,477
Directors Remuneration and allowances 1875
Senior management  Salaries and benefis LBIS

31 Decemiber

2017
SR

775,916
3,513
3,750

136,105
1,716

1875

3214




Shuqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 Decomber 2018

2, RELATED PARTY TRANSACTHONS AND BALANCES (continued)
The breakdown of amounts due from / to related parties sl the reponling date arz as follows:

Relationships Bnlirce
31 December 31 December

2018 20y

SE000 SE000
Chaee from relimted parties
WEC Affliate 138,410 154,409
ACWA Power Ssudi Eleciricity and Water Development Co. Affiliate 1 3

138411 194,412
Drsee b related parties
Firat Mational Operation and Maintenance Co, Ltd, Affiliate 15,314 24204
Arabian Company for Waier and Poveer Projects Limited Affilize 476 3,553

15,7 27,757

The related party balances are unsecured, interest free and the settlermignt occurs in ¢ash. The Company did not record
any impairment against receivables from related parties during the current and prior year.

118 SHARE CAFITAL

The Company’s authorised and fally paid up share capital sopsists of 112,000,000 shares of SR 10 sach (3 1 December
2017: §12,000,000 shares of SR 10 gach).

Shareholders

___ Number of shares held Percenlage

31 Decernber 31 Degember
208 27

Shugaiq Imemational Water and Eleetricity Company 67,200,000 67,200,000 6%
Water and Hleciricity Holding Company ISR4A0000 35 B0, 0040 32%
Sapdi Electricity Company 8,060,000 B, 560, 0060 B%
Total 12000000 112,000,000 104

11 STATUTORY RESERVE

In accordance with the Company's By-Laws and the requirements of Companies” Law, the Company must set aside
|0% of its income after zakat and income tax in each year until it has built up a reserve equal to 30% of its capital

The stalutory reserve is not available for distribution.

i



Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At31 December 2018

12 DERIVATIVE FINANCIAL INSTRUMENTS

Derivatives destgnated as hedging instruments

Asal 31 December 201 8, the Company held Interest Rate Swaps (“TRS™) of a notional vakee of SR 3,754 million (31
December 20017 SR 4,014 million], in order to redace its- exposure to interest rate risks azainst long-term financing
(see note 13). The table below shows the fair values of derivative financial instraments, recorded as liabilities, together
with their notional amounts. The notional amounts indicate the volume of tunsactions outsdanding at the vear end
and are peither indicative of the market risk sor the credit risk,

31 Decemmber 2008 31 December 2017
SED0D SEO08
Liabilities Notional Linhilities Notional
amount armonnt
Cagh flowe hedges
Interest rate swips 475,990 3,753,748 b 831 4,014,352
e —— [ A=

Drerivatives ofien involve af their inception only a mateal exchange of promiges with litthe or no transfer of
consideration. Mowever, these instruments frequently involve a high degree of leverage and are very volatile. A
relatively small movemnent in the value of the rate underlying n derisative contract may have a significant impact on
the income or equity companent of the Compamy.

Fair values of cash flow hedge amounting to S& 71.40 million and SR 404,59 million (31 December 2017: 5R 9896
million and 58 345,87 million) represents the current and non-cument poriion of the negative mark to market values
of the inerest rate swaps as of 31 December 2018 respestively. Thecash tlow hedps reserve represents the effective
portion of cash flow hedges. The curnulative deferred gain or loss on the bedge is recognised in profit or loss when
the hedped transaction impacts the profitor loss. Under the finunoe agreements. the hedges are required to be held
until maturity of the loans

13. TERM FINANCING

The Company has entered mio the following longsterm financing amangements for the purpose of financing the
construction of the project:

a) The Syndicated comenércial long-term Facility bears an interest rate of LIBOR plus an agreed margin. The
debt is repayable m semi-annual varable installments, which commenced on 31 May 2011 and will end on
31 May 2029

bl The lslamic syndicated fagility.in the form of Islamic leasing of cerlain assets is repayvable in semi-anmual
vargible mstallments, which eommenced on 31 Mayv 2011 and will end o 31 May 2029, The facility bears
& special commizsion rate of LIBOR plus an agreed margin,

) The syndicated junior facility bears a special commiszion rate of LIBOR plus an agreed margin and is subject
to commitment fee calculated on the unutlised balance of the facility, The debt & repayable i sermi-annual
variakle installments ending on 31 May 2021,

) The Company has also obtained a short torm working capital facility from a local bank. The facility is
repayable within coe vear from the date of drmw down. This carries interest at floating commercial rates.

Pursuani to a Common Terms Agreement (“CTA™) between the Company and the arrangers of the facilities {excopt
for skort term working capital facility]; the facilities are secured by a legal charge over the Company”s interests in
leases of land and amy plant and equipment erected thercon constituting fixtures,
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

13 TERM FINANCING (continued)

The CTA includes certain covenants, which include charge over bank accounts, restricition on further debt acquisition
ofher than the facilitics as detailed above. The Company had the following ootstanding in relation o the above
facilities:

31 December 31 December

2018 2017
SRME SR

Syndicated commercial bong-term Facility (&) 3,162,774 3,316,887
Islamic syndicated Gicility (b) 447 346 469,346
Syndicated Junior facility (c) 51,218 143,461
Working capital facility (d) B4.000 E1.000
3, 745338 4,010,694
Less: Current portion of long term finencag {2 56,030) (268,356)
Working capital Gacility (B4,000) (81,0000
Long term financing (noen-current portion) 3405308 3,661,338

The above long-term financing is disclosed net of related unamortised upfront charges (including commitment fees)
amounting 1o SK 54 million as at 31 December 2018 (31 December 2017; SR 60 million),

Financial charges recognised i profit or loss for the year are comprised of:
31 December 31 Decenther

2018 amv
SR SRE000
Interest charges on cash fow hedges, net 116,246 156,205
Financing cosis 149,366 122,393
Provizion For asset retirement obligation (note 6¢) 4,125 3375
264,737 282,033

14 EMPLOYEE BENEFITS
The movement of employee benefits {end of service) liability (unfunded) & as follows:

3 Drecember 31 Dheceneber

2018 2mz
SR SR 00
At beginning of the year 1,503 1.524
Charge for the vear (including actuarial gainloss) 350 379
253 1,903

Al end of the vear —
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

14 EMPLOYEE BENEFITS (continued)

Details of emplovees’ end-of-service expense a3 presenied on the stasement of profit or 1085 and other comprebensive
income 15 & follows:

31 December AT December

2018 2017
SR000 SE TN
Inferest cost 90 &9
Current service cost 334 259
Actuarial (gain) boss — other comprehensive income {74) 51
250 L
Assumplions

The principal actuarial assumptions used are as follows:

3i Decemaber 51 December

208 2007

Erigcount rate 5.15% 4. 2585
Inzrements LR L 5.00%
Resignation rae

I - 20 years old 11.50% 20 50%

21 = 25 years old 188G 1E.8i%

26 - 30 years old I 5.0 %% 15.00%

31 - ¥0 years old 7.50% 1.50%

51 - 59 years old 3.80% 3.80%

Discount raife

IAS 19 requires the discount rate to be set based on the vields on high quality corporate bonds or government bonds
of duration and currency consistent with the liabilities. In countries where there is no deep market in such bonds, the
market rates on government bonds are ssed. The discouwst rae has stead been based on U'S Corporate bonds vields,
This is considered appropriate given that the Saudi Rival is cumrently pepped to the U5 Dollar.

Further, a risk premium to a US discount rate o reflect a credit spread and the risk of the currency linkage being
broken has also been used The Company used a margin of 100bps above U5 bonds of duretion consistent with that
of the liabilities.

The assumptions have been determined bosed on the market conditions at each valuation date. The movement in the
discound rate represents the movement of US Corporate Bond Yields between the valuation dates.

Incromenis

The assumption for future salary increases has been determined by the Company based on its long term expectations,
reflecting both inflationary and promotional incresses.

Resignation rakes

The wmover assumption determines the rale at which individuals are assumed 10 resign from the Company before
retirement,
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MNOTES TO THE FINANCIAL STATEMENTS (continued)
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14 EMPLOYEE BENEFITS {continued)

Sensitivity analysis

The tabke below shows the change in end of service lEability based on a reasonable possible change in the base
aazsumplion value for discount and increment rates:

Change  Incregse (décrease) in EOSB

{bps) [biety
3 December 31 Decernber
2mg 2007
SEAMM SRE0D
Driscount rafe + 100 [224) [ 1&8)
= |on .t | 212
Increments + 100 250 20
= 1080 (227} (1928

15 ACCOUNTS PAYARLE, ACCRUALS ANDOTHER LILBIL“'IEE._
31 December 371 Decemnber

il f.] 2017
SR000 SR

Diue o relabed parties {nofe 9 15,790 27.757
Accrued finance charges 130247 23,001
VAT payable 5,540 -
Withholding tax payable AT 4918
Accounts payable 1,058 2115
Oither liabifities 6,949 £.395

6,643 63,186

16 ZAKAT AND TAX

Amonnts recoguised in profit or loss
31 December 31 Decennber
2018 2017
SR SR
Fikal expense
Current pakat 193 RR
193 HH
Tax expense
Current tax 167 135
Deaferred tax (118} 5,045
49 5,181
Zaknt and tax expense mn 5260
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NOTES TO THE FINANCIAL STATEMENTS {continued)
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16, ZAKAT AND TAX (continued)

Fakat
The principal elements of the zakat base pitributable to Saudi shareholders are as follows:

31 December I December

2018 2017

SR000 SR'0G0
Equity 1,337,876 1218817
Dpening allowances and other adjustments 3,612,135 3.641,621
Book value of long term assets and other adjustments (5,089, 763) {4,903,328)

(139,748) (4.2, 850)
Fakatable results for the year 147,423 46,430
Zakat base 7,678 3,540
Fakes @ 2 1% 193 18

During the year, the zakat provision amounting to SR 193 thousend (2017 SR A8 thousand) was reconded by the
Company, The difference between the financiel and. the zaketable results are.mamly due to cerfnin disallowances |/
claims made as per fzcol mgalation.

Fucorre fax

Saudi Arabian O Compeny (Seudl Aremco) directly holds £,93% in the Saudi Electricity Company (SEC). Since
2017, such shareholding is considerad as subject 1o tax in light of the Reyal Decrea No. M/131 dated 20 September
2007,

During 2017, Shugaiq Arabian Water and Electricity Company (SAWEC) sold 13.33% of its shares in Shugaig
Internatioral Water and Electricity Company {SIWEC) ta Amb Petroleum Investments Corporation (APICORF)
resulting in a 2.88% increase in non-Saudi shareholding,

Further, 1.62% non-Saudi shareholding s ropresented by Interpational Finance Corporation (IFC). The General
Authority for Zakat and Tax (GAZTY vide its letber mo. 495471671436 dated 167/ 1436H (5 May 201 5) had advised
that IFC is exempt from corpofate tax. Accordingly, Bo corporate tax is applicable on such non-Saudi share ol adjusted
peofits i the Company.

The difference between the financial and the taxable results are mainly due to certain disallowances [ claims made ss
per fizcal regulations, Income tax has bear provided for based on the estimated taxable profit ot o rate of 20% (2017
20%).
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

[ FAKAT AND TAX (continued)
Deferred tax

Morement in deferred fex balanices

The deferred tx assevTiability and deferred tax charge’credin in the staement of profl or loss and other
conprehesive income are atiributable to the following items:

Net balance Recogriised Recogmised Net balance Deferred tax Deferred tax

al I Jamuary  in profit or fin CMCT aaf 31 ssels Halilitiea
losa Decenibrer
21 SR SR SR000 SR'00 SE00 SR000
Property, plant and
equipment (5,180} (27) * {5,207) - (5.207)
Employees”
terminal benefits 2 1 - 3 3
Carry forward
losses 132 - - 132 132
Megative fair valoe
of derivatives 709 - {1,232) (523) - {523)
Asset retirement
obligation - 144 - 144 144
(4.337) 148 {1 232) (5.451) i1 {5,730%
Met balarce af Recognised m_Recognised in' Nel balonce at - Defrred ey Deferred lax
1 Jauumry . profit or loss (| 31 Drecember 15508 linkilities
a7 SE000 SRDO0 SRIDG0 SR'000 SE000 SR 000
Froperty, plant and
equipment - _{:!_lﬂl:l} - (5, 180} - {5,180)
Employees’
terminal benefits - 4 = 2 2 -
Carry Forward
loases - 132 - 132 |32 2
Negative fair value
of derivatives - - T oo Togq -
- (5,046) T (4337 Bd3 (5, 180)
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NOTES TO THE FINANCIAL STATEMENTS (continued)
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Ld. EAKAT AND TAX (continwed)

Zakat and carrent tax provision for the year
The movement in zakat and tax provision for the year was as follows:

Civsrpary

Lakat Tax Total

SR000 KRDOM0 SR
31 Decernlr 2008
At beginning of the year B8 135 223
Charge for the year 193 167 360
Fayments during the year (B3} {132) (220}
A end of the vear 193 170 363
31 Decenher 2007
Al begianing of the vear 1488 - 1483
Charge for the year 2% 135 223
Payments during the year {1, 489) - {1,459}
Al end of the year ] 135 n
Status of assessmenls

Zakat and Income @ax rewms for all years up 82007 have been filed with General Authority of Zakai and Tax
POAZT™) Howewver, final assessmends bave nobbeen raised by GAZT.

I REVEMUE

This represents operatmg lease revenue and includes {1y Capacity payment for desalinated waier and power, and (i)
Catput payment for desalinated water and power., Capacity paymenis represent the major portion of the invoices
issued durng the year,

31 December 31 Decenber
lms 2017
S0 SRD00
Capacity payments 746,113 722,576
Ouwtput payments 50,457 51,210
Fuel payments 2,130 2130
TOE, 00 715914
Future minimum operating leass revenue by vear are as finllowsy:
31 December 31 Decembwr
2018 2m7
SRDO0 SEDM
Within | year 795,380 BO2,584
| — 35 years 3,126,920 3210470
Crver 5 years 6,181,700 6,893,530
10, 4, 00p0 11,906 S84

The management has assumed cerain reliability/availability factors to caboulate the above mentioned future minimum
lease operating revenue, which are determined from Capacity payments (excluding output payments). These future
minimum lease paymenis ars based vpon current expectations, estimates and projeciions that are susceptible o risk
and unceriginties which could cause getual results to differ from those anticipated by the management.
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NOTES TO THE FINANCIAL STATEMENTS (continued)

At 31 December 2018

18. OPERATING COSTS

31 December 31 December
2018 2017
SR SRN0
Depreciation (mote 6) 164,104 165, TOE
Operation and maintenancs costs (note 9) 132312 136, 105
Inswrance eosats o164 9.331
Repair and maimenance z.143 =
2,713 311,144
19, GENERAL AND ADMINISTRATION EXPENSES
31 December 31 December
ams 2017
SR00 SED0D
Ermploves costs 10472 9675
Training and seminar 5158 2 600
Annual management fee (noe 9) 3,750 3750
Withholding @x expense 3,050 24463
Professional and consultancy fees 2,538 2,205
Board mesting expenses 2,033 1,723
Deprecistion (nade &) 1,721 1,685
Rent expense 1,684 1,918
Travel expenses 164 5B0
Repairs and maintenance expenies i78 B46
(her pxpenses GRE 1,157
31,934 I8A11
20 OTHER INCOME (EXPENSE)
31 December 31 December
2018 2017
SR 000 SR000
Insurance claim 704 -
Loss on disposal of property, plant and equipment - (423
T4 (42}
—— S —

Il. EARNINGS FER SHARE

Eamings per shace have been computed by dividing et profit for the vear by the wedghied average number of ordinary
shares of 112,000,000 (3 | December 20017: | 12,000,000 onetstanding during the vear (note 100, The weighted nverage
number of ordinary shares outstanding during the year is the number of ordinary shares outstanding of the beginning
of the year, adjosted by the aumber of ordisary shares issued during the year muliiplied by a time-weighting factor.
The time weighting factor is the number of days that the shares are outstanding 35 o proportion of the total number of
days in the year.




Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At31 December 2018

il COMMITMENTS AND CONTINGENCIES
The Company has no contraciual commitments fior capital expenditure st the reporting date.
B DIVIDENDS

Dwring 2018, an imterim dividend of 5K 0.76 per share (31 December 2017: SR 1.16 per share) totaling SR 85 million
(2017 SR 130 million) was declared and paid in full,

24. FINANCIAL RISK MANAGEMENT

The Company s activities expost it to a variety of financial risks: market risk (including edfency risk, fair valoe and
cash flow interest rate risks), credit risk snd liquidity risk, The Company®s overall risk hanagement program focuses
on the unpredictability of financial markets and secks to minimise potential adverse effects on the Company s
financial performance, Risk manageément is carried out by senior management. The most impartant tvpes of sk are
swimrrarised bebow,

Credit risk

Credit risk i the risk that one party to a financial instrumént will fail ta Sischarge an obligation and will cacse the
other party to mcor & financial loss, The Company seeksanvmanage i5 credit risk with respect o customers by seffing
credit limits for individusl customens and by monitoring Gutstanding reesivahles,

The table below shows the Company's maximum exposure to credif risk for cemponients of the statement of financial
position,

A1 December J1 December

2018 2017
SE000 SE000
Bank balances 6,103 2 041
Due from WEC 138410 134,409
Due from related parties 1 3
Oriher financial assets 5185 5311
149,699 141,784

Bank balarces
Credit risk on bank balonces is limied-as same are beld with banks with sound credit mtings.

Trade receivables

The Company's exposure o credil risk on trade receivables is influenced mainly by the individual charscteristics of
each customer, The Company’s anly customer & arelated party (WEC) and the sales revenue and receivable amount
fe sot s per PWPA. The Company belisves that the crodit risk associsted with this receivable is very low as
management considers WEC az an entity related to the Government of Saudi Arabin.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

24, FINANCIAL RISK MANAGEMENT {continued)

Credit risk {continued)

Trasle receivables {eonbined)

As ol 31 December 2018, the ageing of rade recelvables that were not inepatred was as follows:

I Decenbier 31 Deceribwr

2018 2017

SR000 SRG00
Weither past due nor imipaired 138,410 133,611
Past due 1-30 days £ 159
Pist dhug 31-90 days - 485

Past due 91-120 days - -
More than 120 daya - 124
138,410 134,409

Management believes that the unimpaired amounts that are pact due by more ﬂimﬂl'!dljm are still eollectibbe i full,
based on historical payment behaviour and management’s analysis.of eredii risk, mehiding customers” credit ratings,
where available,

Chfser fimancial arsery

Other financial assets include accrued revenue, advances to employeesand contrectors and other receivables. There
is no credit risk sitached to advences to employees. Monagement beligves that credit risk attached to other financial
instruments is not significant and the Company expects’ to recover all such amounts fully at the stated carmying
Emounts

Credat concenifration
Except a5 disclosed above for trade receivables, no significant concentrations of credit risk were identified by the
manggement o5 af the reporting date,

Ligueidity risk

Liguidity risk is the risk that the Company will encounter difficulty in raising funds to meet commitments associated
with financial instruments. Liguidity risk may résult from Company’s inability to sell a financial asset quickly at an
amount close fo it fir value. The Company's gpproach to managing liquidity is to ensure, a3 far as possible, that it
will have sufficient liquidity 1o meet its liabilities when they are due, ander both normal and stressed conditions,
without incurring unaccepiahle lossés or risking damage to Company s reputation, Accordingly, the Company ensures
that sufficient bank facilities and funding from related parties are availabie at all times,
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2018

4. FINANCIAL RISK MANAGEMENT (continued)

Liguidity risk (contiuned)
The iollowing are the remaining confraciual maturities of Nnancial liabilithes at the reportng date. The smounis are
gross and indiscoamted and melude contraciual inferest payments:

Within i 3 months o More than
mionths 1 year 1 to 5 years 5 years Tatal
31 Decernber X018 SREiN SE 00 SRBo0 SR SR
Nouw-derivative fimancial labilities
Term financing® B1, 30 412,149 L7050 2,603,033 4810432
Trade payahles, accrials and
other liahilitizs® 34,797 - - - 33,797
116,097 412,149 1715050 2,603,933 4,845,129
Derrvative financial Habilities
Interest rate swaps used for
hedging - S0.213 251,304 15485 657,002
e — ‘e
Within 3 _( Imontis tol_ 3003 WS oo phian 5
mtombles 1 year s Totnl
31 December 2007 SR NN SR SR SR000 SRDM
Mow-derivative finamcial lebilities
Term financing® 81,486 JO8.682 | LS67.100 2747,169 4,793,738
Trade payables, accrunls and
other linhilities® 35,143 i24 - - A5 167
15629 06, 106 1,567,101 2,747,169 4. B20.005
Derivative financiel Dabilifes
Interest rate swaps used For
hedging . 136,241 01 273 344,158 E72372

*For the purpose of above disclosure, acerued finance charges are incheded within term fmancing,

The cash flows disclosed in the above tmble in respect of derivative represent contractual undiscounted cash fows
relating to derivative Anancial linbilities-held for risk management purposss and which are not usually closed out
before contractual maturity,

The interest payments on vartable interest rate loans inchuded in the table above reflect market forward interest rates
al the reporting date and these amounts may change ss market inferest mte changes,

Market risk

Market risk is the risk that changes in the market prices, such ax foretgn exchange rates and interest rates, will affect
the Company’s income or cash Nows. The ohjective of market risk management is to manage and control market fsk
exposures within accepiable parameters while optimizing the returs.

The Company uses derivatives to manage market risks, All such transactions are carried out in accordance with
Company’s policies and practices. Crenerally, the Company sceks 1o apply hedee accounting to manage volatility in
profit or hoss.
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

24, FINANCIAL RISK MANAGEMENT (continued)

Market risk (conbtinued)

Currency risk

Currency risk is the risk that the value of financial instruments will Auctuate due to changes in foreign exchange rates,
The Company is subject to fuctuations in foreign exchange rates in the normal course of its business. The Company
neither has monetary assets or Habilities por did it underake significant transactions in currencics other than Saudi
Riyals and LIS Dollars, Since Saudi Riyal is on a fived parity with the US Dollar, the management believes that the
Company does nol hive any signilicant exposure to curmency risk.

freterest rafe rigsk

Interest rate risk is the risk thet the value of financial instruments will flecuate due to chtnges in the market interest
ratea. The Company is subject 1o inbercst rate risk on borm losis, The Company hedges long term inferest rate
sensitivities through bedge strategies, incleding use of derivative financial instruments. and regulirly monitors market
infercal rates.

The interest rate peofile of the Company's interest bearing financia] instruments as reparted to the management of the
Company is as follows:

31 December 31 December

s 2007
SR SETO00
Variable rete instreonents
Finamcial Gabilities 3,745,338 4,010,694

The Compeny does not accound for sy fined i intepest bearing finoncial assets or financial labilities ot fair value
and therefore the Company is not exposed to any fair valee interest rte risk.

Semsitivit -
A reasonably possible change of 100 basis points in dnienest’ rates &t the reporting date would have increased
(decrensed) profit or loss by the amounts shawn below. This analysis assumes that all other varisbles, m particular
foreign currency exchange rates, remain corisian.

Prafii ar loss

10 byprs 100 byps

INCTEase iecrease
31 Decewiber 2008
Voriable rate financial liabiliies (A7,902) 37,992
Interesi mie swaps A7.5287 (37537
Net sensitivity (455) 455
A1 Decenrher 2007
Variahbe rate financial liabilfie: (43,443) 43,443
Intenest rate swaps 40, 144 (40.144)
Met sensitivity (3,299) 3,299
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TD THE F[NAHLIAL STATEMENTS [cﬂnnnuﬂd]
At 31 December 2008

4. FINANCIAL RISK MANAGEMENT (continued)

Devivative assets and Halilittes designated as cash o bedges
The foltowing table indicates the periods in which the cash flows assocmbed with cash flow hedges are expected o
occur and the camrying amounts of the related hedging instrumends.

Expected cash flows
Carrying 12 months or  More than one
Aot Toidal less ear
31 December 2018 SR T SR SR'000
Interest rate sraps
Lighilities 475,990 657,002 213 566,789
31 December 2017
Interest rale stoaps
Lizhilities 644,831 8L 136,241 736,031
— T — T —

25, FAIR YALUE OF FINANCIAL INSTRUMENTS

Fair value iz the price that would be received o sell an asset or paidd 4o trancfer a lishility in an orderly transaction
batween market participants at the mensurement date, The fur value measuremend §5 based on the presumption that
the tramsaction to sell the assat or fransfer the hahility takes place either

In the principal market for the asset or inbility or
. In the absence of a principal market /i the most advanfigeous market for the asset or liability

The principal or the most advantapenas market most be aceessible by the Company.

The fair walue of an asset or a fabilites measured ssing the assumptions that market participants wounld use when
pricing the asset or liability, assuming that madeet participants act in their sconomic best interest.

When messuring the fair value of an asset ora Hability, the Company uses observable market dats as far as possible.
Fair vadues are categorized m 1o different [Evels m a fair value hierarchy based oo the mputs used in the valuation
technigques as follows.
s Level 1 - guoted prices (unadjusted) in active markets for identical awsets or liakiitias.
o Level 2 - inpuis otherthan queted prices included in Level 1 that are observable for the asseis or
liahiliies either directly (i.e. @3 prices) or indirectly (i.2. dérived from prices)
» Level 3 = mpuls for the asset or Jiability that are not based on ohservable market data {unobszrvable

input).
The fllowing table shows an analysis of fineancial instruments measured 2 fir vahoe by their level of fair valee
heerarchy:
Chr Fair Vilue
Level 1 Level 2 Level 3 Total
SR000 SR000 SR sR'000 SR
As at 31 December 2018
Fair value of derivatives 475,990 - 475,000 - 475,990

As ot 31 Decenher 2007
Fair value of derivatives B B3 - & 831 - 44,831
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Shuqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

o

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2018

25 FAIR YALUE OF FINANCIAL INSTREUMENTS [continued)

Fair value of other financial instruments has been assessed by management 1o be approximate to their camying
amounts due to frequent re-pricing and/'or their sho-term nature.

Derivatives are valised using discounted cash fows approach which i effectively 8 pressnt value of expected
pavments o receipts discounted wing the risk adjusted discount rate or the market discount rate applicable for a
recent comparable transaction.

16, APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Board of Directors on 11 Rajab 1440H, corresponding o183 March
2019,
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