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INDEPEMDENT 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 Shugalg Water and Electricity Company {4 Saudi
Closed Joint Stock Company) (the "Company”), which comprise the statement of financial
position as at 31 December 2019, and the statement of profit or loss and other
comprehansive income, statement of changes in shareholders' equity and statement of cash
flows for the year then ended, and notes to the financial statements, including a summary
of significant accounting policies.

In our apinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Company as -at 31 December 2019, and its financial
performance and its cash flows for the yearthen ended in accordance with International
Financial Reporting Standards that are endorsed in the Kingdom of Saudi Arabia and other
standards and pronouncements that are endorsed by the Saudi Organization for Certified
Fublic Accountants.

Basis for Dpinion

We conducted our audit in accordance with International Standards on Auditing that are
endorsed in the Kingdom of Saudi Arabia.; Our responsibilities under those standards are
further described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Company In accordance with professional
code of conduct and ethics endorsed in the Kingdom of Saudi Arabia that are relevant to our
audit of the financial statements, and we have fullilled our other ethical responsibilities in
accordance with these requirements. We belleve that the audit evidence we have obtained
is 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 Saudi 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
getermines 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 s responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the geing concern basis of accounting uniess 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
raporfing process.



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

Auditor's Responsibilities for the Audit of the Financial Statements

Qur objectives are to 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 s a high level of
assurance, but is not a guarantee that an audit conducted in accordance with international
Standards on Auditing that are endorsed in the Kingdom of Saudi Arabia will always detect
a material misstatement when it exists, Misstatements can arise from fraud or error and are
considered material If, individually or in the aggregate, they could reascnably be expected
fo influence the economic decisions of users taken on the basis of these financial
statemenis.

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

« [dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or errar, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion: The risk of Aol detecting 8 material misstatement resulting
fram 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 of internal control relevant to the audit in order to design
audit procedures that are-appropriate in the circumstances, but not for the purpose
of expressing an opinian on the eflectiveness of the Company's internal control.

=« Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and refated disclosures made by management.

# Conclude on the approgriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence ocbtained, whether a material
uncertainty exists refated to events or conditions that may cast significant doubt on
the Company’s ability to continue as a going concern, If we conclude that a material
uncertainty exists, we are required to draw attenfion in our auditor's report to the
related disclosures in the financial statements or, if such disclosures are Inadeguate,
to modify our apinion, Our conclusions are based an the audit evidence obtained up
to the date of our auditor's report. Howewver, future events ar conditions may cause
the Company to cease to continue as a going concern.

= Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the linancial statements represent the
underlying transactions and events in @ manner that achieves fair presentation.
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INDEPENDENT AUDITOR'S REPORT
To the Shareholders of Shugaig Water and Electricity Company
(A Saudi Closed Jaint Stock Company) (continued)

Auditor's Responsibilities for the Audit of the Financial Statements (continued)
We communicate with those charged with governance regarding, among other matters, the

planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

for Ernst & Young

ad M. Al-Toaimi
Certified Public Accountant
License Mo, 354

Rivadh: 27 Rajab 1441H
(17 March 2020}



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

STATEMENT OF FINANCIAL POSITION

Asat 31 December 2019

ASSETS

NON-CLURRENT ASSETS
Property, pleni and equipment
Fight-ol-use assel

Deferred tax asssts

TOTAL NON-CURRENT ASSETS

CURRENT ASSETS
Cash and cash equivalenis
Account receivable, prepayments and other receivables

TOTAL CURRENT ASSETS
TOTAL ASSETS

SHAREHOLER'S EQUITY AND LIABILITIES
SHAREHOLDERS' EQUITY

Share capital

Simtutory rescrve

Retained earnings

Sharcholders” equity before eash Oow hedge reserve
Cash flow hedge reserve

TOTAL SHAREHOLDERS® EQUITY

NOM-CURRENT LIABILITIES
Long ferm financing

Fair value of desivatives

Asset retirement obligation
Deferred tax liability

Lease liability

Employees' termination benefits

TOTAL NON-CURRENT LIABILITIES

CURRENT LIABILITIES

Accounts payable, accruals and other liabilities
Current portion of long term financing

Short term financing

Lease Hability

Fair walue of derivatives

Fakat and income tax payable

TOTAL CURRENT LIABILITIES

TOTAL LIARBILITIES

MNofes

17
1

[y
11

15
13
13
17
12
16

TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES

The attached notes | to 27 form an integral part of these financial satements.

2019 2018
SR SR
5. 220,958 5,385,981
3ama .
151 279
5,244,422 5,380,260
£ 601 6,117
202 (48 150,029
207,649 156,146
S452071 5,545,406
1,120,000 1,120,000
66,703 53,468
456,150 421,634
1,642 853 1,595, 102
(470,26%) (476.513)
1,172.584 1,118,580
3,270,881 3,405,308
300,200 404,591
134,281 130,500
5,706 5,730
21,151 -
1,553 2353
3835862 3,948,382
86,070 66,643
134 427 256,030
143,000 84,000
3154 -
70,463 71,390
3,502 353
445,625 478,435
4,279,487 4426817
5,452,071 5,545 406
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Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Compgnyy

BN el S AT VR

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the year ended 31 December 2019

Revene
Crperating cosis

GROSS PROFIT

EXPFENSES
Ceneral and administration expenses

OPERATING PROFIT

Iiterast Hooms

Other incomie

Financial charges

PROFIT BEFORE ZAKAT AND TAX
Lakat and fay

MET FROFIT FOR THE YEAR

OTHER COMPREHENSIVE INCOME

Itews that are or may be reclassified subsequently to profit or loss
Mt change in fair value of cash flow hedge reaerve
Dreferred tax in relagion o cash fow hedpe reserves

Itewss that will not be reclassified subsequently to profit or loss
Re-measurement of defined benefit Hability

TOTAL OTHER COMPREHENSIVE INCOME FOR THE YEAR

TOTAL COMPREHENSIVE INCOME

EARNINGS PER SHARE (in Saudi Riyals)

The attached notes 1 to 27 form an integral part of these financial statements.

Maotes

18
1%

L

21
K]

s

12
16

14

2019 2018
SR'0D0 SRD00
656, 987 TUR, 700
(318,731) {309,723)
378,155 488,977
(32.451) {31,934%
345,803 457043
1,196 1,689
43,161 To4
{154.316) {269.737T)
135,844 189,789
(3,497) {242)
132,347 189,547
6,237 168,841
7 {(1,232)
6,244 167,608
(96} M
6,148 167,683
134,495 357,230
1.18 1.69
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

For the year ended 31 December 2019

Balance at 1 January 2018

Profit for the year

Other comprehensive imoome

Taotal comprehensive income for the year
Transfer to stahatory reserve

Drividends (note 24)

Balance at 31 December 2018
Profit for the year

Other comprehensive moome

Total comprehensive income for the vear
Transfer to stafutory reserve

Dividends (noge 24)

Baiance ar 31 December 20019

The sttached notes 1 to 27 form an integral part of these financial statements.

Share Statutory Retained Cash ot hedye
capital reserrE EHTnInNgS reseToE Total
SR'000 SR000 SR'000 SR'00H SR000
1,120,000 34514 335,967 (644,122} 846,359
- - TR 547 - RS 547
- - T4 167,609 167 683
g = 189,621 167,609 357,230
- 18,954 {18,954) = 3
- - {85,000} . (85,000}
1,120,000 L 3468 41634  (476.513) 1,118,589
- - 132,347 - 132,347
- = (96} 6,244 6,148
x . 132,251 6,244 138,495
L 13,235 (13,235) - -
< - (54,500) . [84,500)
1. 120,000 i, TN 456,150 (470, 26%) 1,172,584
e S, it . i —  — T — — o—n




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

STATEMENT OF CASH FLOWS
For the vear ended 31 December 2019

OPERATING ACTIVITIES
Profit befyre zakat and mcome tax
Adjustments for
Degreciation
Depreciation on right of use asset
Financial charges
Provision for emplovess” terminal benefits

Changes in operating assets and liabilities:
[nerease in account receivable, prepayments and olher receivables
[ncrease in accounts payable, accruals and other liabilitics

et cash from operations
Finarcinl charges padd
Employee terminal benefits paid
Faokat and income tax paxd

Met cash from operating activities

INVESTING ACTIVITY
Purchase of property, plant and equipment

FINANCING ACTIVITIES

Proceseds from shot term financing
Repayvment of short term finanging

Repayment of kong term financing

Payment of principal portion of lease Habilitics
Drividends paid

et cash wed in fingncing activities

Met {decrease) increase in cash snd cash eguivalents
Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at end of the year
SIGNIFICANT MON-CASH TRANSACTIONS
Recognition of right-of-use-asseds againgt lease labilities
et change in fair value of cosh flow hedge reserve

Drgferred tax in relation to cash flow hedge reserve
Re-measurement of defined benefit lability

Motes

17
13
14

4
6

]
12
1%
14

The attached notes 1 to 27 form an integral part of these financial statements.

2019
SE°0N0

135844

168,713
1,254
254,316
473

560,600

(52,019}

19,436

SI8.007
(249,081 )
(26%)
(247

278,420

(6H)

315,000
(251,000)

{1,716)
(54,500)

(278,246)

(5186)
6,117

5,601

6,237
1

(96)

2018
SR "}

189,789

167825

269,737
424

827,775

(8,144)
3,457

623,086
(265.612)

220y

357,254

(2,848)

255,500
(252,500
{268,336)

(85,0000

(350,336)

4,030

2,067

6,117

165,541

(1,232}
74

7



Shugaig Water and Electneity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2019

1 ACTIVITLES

Bhugatg Waler and Electricity Company (the “Company™) is o Sawdi closed joim siock company, established purauam
to Ministerial Resolution number 78 daied 3 Safar 1428H (corresponding to 21 February 206K ) under commercial
registration number 5903012032 dated & Safar 1428H (corresponding to 24 February 2007

The Company is engaged in development, construction, ownership, operations and maintenance of Shugaiq IT Water
and Electricity Co-generation Project (the “Plant™) in the Kingdom of Saudi Arabia and sale of desalinted water and
electricity from the Plant.

The address of the Company's registered office is as follows:
PO, Box 2576

Shugaiq 45983, Jizan-45142

Kingdom of Sashi Arabia

On 28 February 2007, the Company entered into a Power and Water Purchese Agréement ("PWPA™) with Water and
Electricity Company (“WEC™) purspant to which the Company sells desalinated water and power for a period of 20
vears frosm the Project Commencial Operation Date (“PUOT). The PWPA s extendable for future periods, if
mutizally agreed upon. The PCOD was achieved on 1 Bay 201 1, the date from which the PWPA was effective.

The Company has contracted First Mational Operation & Maintenance Company. Limited {“NOMAC™), an affiliate,
for vperations and maintenance of its plant,

As al the reporiing date, the Company’s current liabilities are fonexcess of the cument pssets by SR 218 million (201 5:
SR 322 million). This is primarily due to the upcoming maturity of certain loans (note 13). Management is confident,
based on the review of cashfow projections, that the loans will be paid fromthe cash to be penerated from the normal
operations of the Company. Accordingly, these financial statements are prepared on a going concern aszumpiion,

2 BASIS OF FREFARATION AND STATEMENT OF COMPLIANCE
1 STATEMENT OF COMPLIANCE

These financial statements of the Comparry have been propared in accondance with International Financial Reporiing
Siandkards (IFRS) o5 issued by the Infernaitonal Accounting Standards Board (IASE), as endorsed in the Kingdom of
Sandi Arabia and other standards and pranouncements endorsed by the Saudi Organization for Certified Public
Accountants ("SOCPA™Y (" TFRS a5 endorsed in KSA™)

22 BASIS OF PREFARATION
The financial statements are prepared under the historical cost convention except for derivative financial instruments
which are measured af fair value, These financial statements are presented in Saudi Rivals (SE) which is the funciional

and presentation currency ofthe Compeamy. All smounts in the financial statements are rounded to the nearest thowsand
(SR'0DD), except when atherwise indicated.

— e . —




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

NOTES TO THE FINANCIAL STATEMENTS {continued)
At 31 December 20019

3 SIGNIFICANT ACCOUNTING PFOLICIES
The significant accounting policies adopted are as follows:

Currerst vevsus non-corrent classifiealion

The Company presents assets and Labilities in the separate statement of Mnmancial position based on currest | om-
current classification, An asset is classified as current when it is:

expected to be realised or intended fo be sold or consumed in the normal operating cyele;

held primarily for the purpose of tradmg;

expecied to be realised within twelve months after the reporting period; or

cash or cash equivalent unless restricted from being exchanged or used to setile o lability for af least twelve
months afier the reporting period.

The Company classifies all ether assets as non-current.
A liability 15 classified as cusrent when:

it 15 expecied to be settied in the normal operating cyele;

it is held primarily for the purpoese of trading;

it is due to be settled within twelve months after the reponing peried; or

there is no uncomditional rght to defier the setlement of the labitny for at leastrwelve months after the reporiing
period.

- = = =

The Company classifies all other liabilities as mon-current,

FProperty, plant and equipment

Property, plant and egquipment, Cxcep lared and wosk in progress, is stated at cost, net of accumulated depreciation
ond sccumulated impamment fosses, Fany. Such costinshades the cost of replacing purt of the property and equipment
and borrowing costs for leng-term construction projocts if the recognition criteria are met.

When significant parts of property, plant @nd equipment are required to be replaced at intervals, the Company
recognises such parts as individual assets with specific useful lives and depreciates them accordingly. Likewise, when
& major inspection is performed, its cost s recognized in the carrving amount of the property, plant and egquipment as
a replacement if the recognition criteria are satisfied. All other repair and maintenance costs are recognised in the
profit or less as ingurred. The présent value of the expected cost for the decommissioning of an aset after i1z use is
included in the cost of the respective asset if the recognition criteria for & provision are mel

Capital work-in-progress {CWIF) are stated atcost less accumutated impairment losa, iF any. CWIF represents all
costs relating directly or indirectly to the projects in progress and will be accounted for under relevant category under
noncurrent assets. Cost includes cost of equipment, material, professional fees, other costs directly attributable o
bringing the assct to the loecation @nd condifion necessary for it to be capable of operating in the manner intended by
management and for qualifying assets, borrowing costs capitalized in accordance with the Company’s accounting
policy. When commissioned, CWIP is classified to the appropriate propecty, plant ond equipment cadepory and
depreciated in accordance with the Comipany’s policy.

The cost less estimared residual value of other irems of property, plant and equipment is depreciated on a straight line
hasis over the estimated useful lives of the assets.

An item of property, plant and equipment and any significant part inftially recognised is derecognized upon disposal
or when no future economic beaefits are expecied from its use or disposal. Any gain or boss erising on derscognition
of the asset (calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is
included in the profit or loss when the assct is derccognised. The residual value, uscful lives and method of
depreciation of property, plant and equipment are reviewed ot each reporting dite and adjusted prospectively,




Shugaiqg Water and Electricity Company

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Leases
The Company assesses at contract inception whether a contract is, or contains, a lease. That is, if the contract conveys
the right to control the use of an identified asset for a period of time in exchange for consideration,

Compmny as @ lessee

The Company applies a single recognition and measurement approach for all leases, except for short-term leases and
leases of low-value asscts. The Company recognises lease liabilitics to make lease payments and right-of-use assets
representing the right o use the underlying assets.

) Right-of-use agsets

The Company recognises right-of-use assets af the commencement date of the kease (1., the date the underlying assat
is available for use). Right-of-use asscls are measured at cost, kesa any acconmlated depreciation and fm':an:irment lgages,
and adjusted for any remeasurement of lease liabilities. The cost of right-of-use assefs includes the amount of lease
linhilities recognised, initisl direct costs incurred, and lease payments made at o before the commencement date Jess
any lease incentives received.

IT ownership of the leased assel transfers (o the Company al the eod of the lease term or the cost reflects the exercise of
o purchase option, depreciation is caleolated using the estimated uscful life of the asset,

The right-of-use assefs ars also subject o impairment

i) Leage tabilibes

Al the commencement date of the bease, the Company recognises lease liabilities measured at the present value of lease
payments to be made over the lease term. The Fease payments include Mxed payments (including in-substance fxed
payments) less any lease incentives receivable, varisble Jeass payvments that depend on an index or 4 rate, and amouwnts
expected to be pail under restdual value pusrantees. The lease payments also inclisde the exercise price of a purchase
option ressonghly certain to be exercised by the Company and payments of penaltics for terminating the lease, if the
bease term reflects the Company exercising the optinn 1o terminate. Variable lease payments that do not depend on an
index or o rafe are recognised a5 expenses (unless they are inowred to produce imventorics) in the peried in which the
event or condition that triggers the payment Gocurs,

In calculating the present value of lesse payments; the Company uses its incremental borrowing rate at the lease
comimencement date because the interest réle implicit in the lease i3 nod readily determinable, After the commencement
date, the amount of lease liabilities is mereased to reflect the accretion of interest and reduced for the lease payments
made, Inaddition, the carrying amount of leaze [iabibities 15 remeasured if there is 8 modification, a change mn the lease
term, a change in the lease payments (¢.g., changes io future payments resulting from a change in an index or rate used
to determing such fease paymenis) or achange in the meessment of an opton 1o purchass the underlving asset,

£i) Shori-term leases ard leases of lous-talue pescls

The Company applies the short-term lease recognition sxemption o its shon-term leases of machinery and equipment
(ic., those beases that have a lease term of 12 months or less from the commencement date and do not contain a purchase
option). It also applics the kease of low-value asscts recognition exemption to leases of office cquipment thei ere

considered te be low value. Lease paymenis on shori-term Jeases and leases of fow-value assets are recognised as
expense on o stradght-line basis over the leass térm.

Comnpany as @ lessor

Lenses in which the Company does not transfer substantialby all the risks and rewards incidentzal to ownership of an
assal are clasgified as operating leases. Rental income arising is accounted for on a stradght-line basis over the lease
terms and s inchuded in revenue in the statement of profit or boss duc to §ts operating nature, [nitial direct costs incurred
in negotiating and arranging an operating lease are added to the carmving amount of the leased assel and recognised over
the lease term on the same basis as rental income. Contingent rents arc recognised as revemse in the period in which
they are sarned,

10



Shugaiq Water and Electricity Company

(A Saudi Closed Joini Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

3 SIGNIFICANT ACCOUNTING POLICIES (continmed )

Borrourig cost

Borrowing costs directly annbutable 1o the acquisition, construction or production of qualifying assets, which are
assels that nocessarily take a substantial period of time 1o get ready for their intended wse, are added 10 the cost of
those assets, until such time os the assets are substantially ready for their intended wse. All other bomowing costs ane
recognized in the profit or loss in the period in which they are incurred.

Frrancal insfruments

[nitial recogmition

The Company records financial asset or a financial liability i its statement of financial position when, and only when,
it becomes party i the contractual provisions of the instrument,

AL initial recognition, financial assets or finapcial liabilities are measured at their Gair value, Transaction costs of
finnncial assets carried at fair value through profit or loss are expensed in profit or loss. In the case of financial assets
or financial liabilities not at fair valwe through profit or loss, its fair vielue incleding the transaction costs that are
directly attribufable to the acquisition or issue of the finarcial esset or financial Hability i the initial recognition
amaunt.

Classification
The Company classifies its financial assets under the following categories:

» Fair value through profit or boss (FYTPLY;
®  Fair value through other comprehensive incomo {FY TOC; and
o Amortised oot '

These classifications are on the basiz of bosineas model of the Company Far managing the financial assels, and
contraciual cash Mow charncteristics,

The Company measures financial assel alamortbsed eosl when i3 within the business model to hold assets in order
to collect contractual cash flows, and conmactual terms of the financizl asset gives rise on specified dates to cash
flows that are salely payments of principal and fnterést on the peincipal amount outstanding,

For assets measured at fair value, gains and lesses will either be recorded in profit or loss and other comprehensive
imeome, For investments in equity msirmments, this will 'depend on whether the Company has mede an imevocable
ciection at the time of initial recogoition to account for the eguity investment at fair valwe through other
comprehensive income,

The Company classifies all nen-derivative financial liabilites as sobsequently measured at amoriised cost using the
eifective interest rate method.

The Company designates o non-derivative financial linbility at fair value through profit or boss if doing so eliminates
or significantly reduces measurementor recognition incoensistency or where a group of financial lHabilities is managed
and its performance is evaluated on o fair value basis,

Drerecogrmition
A financial asset (or, where applicable, a part of a financial asset or part of a8 group of similar financial assets) is
primarily derecognised (i.e. removed from the Company's statement of financial position) when:
= The rights to receive cash flows from the asset have expired; or
s The Company hes transferred its rights to receive ¢ash flows from the asset or has assumed an obligation to
pay the received cash flows in fall withou! material delay 1o & third party under a “pass-through” arrangemant;
and either {a) the Company has transfermed substantially all the risks and rewards of the asset, or {b) the
Comgpany has neither tranaferred nor retained substantially all the risks and rewards of the asset, but hazg
transferred control of the asset

When the Company has transferred its rights to receive cash flows from an asset or has entered inlo a pass-throwsh
arrangement, it evaluates iF and to what extent it has retained the risks and rewards of ownership.

11



Shugaiq Water and Electricity Company

{A __Sgpgx Elmed Imnt Slm:k En_n;'l]:h_a_nﬂ N
NOTES TO THE F FN&NLIAL STATEMENTS (continued)
At 31 December 2010

3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instrinnents (continued)

Derecogmition (conbinued)

When it has neither transferred nor retamed substantially all of the risks and rewards of the asset, nor transfemed
control of the asset, the Company conlinues to récognise the transferred asset to the extent of the Company's
continuing invelvement. In that ease, the Company also recognises an associated liability. The transferred ssset and
the associated linbility are measered on & basis thaf reflects the rights and obligations that the Company has retained,
Continuing mvolvement that takes the form of a gusrantes over the transferred asset is measured a1 the lower of the
originel carrving emount of the asset and the maximum amount of considecation that the Company could be reguired
to repay.

A Financial liability is derecognised when the obligation under the [ability is discharged or cancelled or expired.
When an extsting Fmancial Labiliy is replaced by another from the same lepder on substantially diffecent terms, of
the termis of an existing liability are substantially modified, such an exchanpe or madification is treated as the
derecognition of the original liability and the recognition of a new liability. The difference in the respective carrying
amaunts is recagnized in the profit or boss.

Oifsatting of finmcal instruments

Financial assets and finoncial labilities are offset and the bet amound reporieel in the Matement of financial position
if there is a currently enforceable bagal right to offset the reeognised smpounts and there is an intention to sestle ona
net bass, or 1o realise the assets and sedtle the liabilties Simubanesoashy,

Derivative financial instruments amd hedge accounting

The Company uses derivative financial instruiments 1o hedge its cash flow exposures to interest rate risk. Such
derivative financial instruments are initinlby recognised ot fairvalee on the date on which a derivative contract is
entered into and are subssguently re-measared at fair value, Derivatives are carried as financial asszts when the fair
valuz is positive and as fnancial labilifies when the faic value is negative.

Any gains or bosses arising from the changes in the fair value of derivatives are taken directly to the profit or loss,
except for the effective portion of cush fow hedges, which 1% necognised in other comprehensive incomme,

For the purpose of hedge accounting, hedges are classified a5 cash flow hedges when hedzing exposure to variability
in cash fows that is either atribwtable t0 a particular risk associnied with a recognised assel or Lability or a highly
probable forecast transaction or the foreign curmency risk in an unrecognised firm commitment.

At ihe inception of a hedge relationship, the Company formally designates and documents the hedge relationship to
which the Company wishes to apply bedge accounting and the risk management chjective and sivategy for undertaking
the hedee. The documentation includes identification of the hedging instrument, the bedged item or transaction, the
nature of the risk being hedged and how the entity will assess the effectiveness of changes in the bedging instrument's
fair value in offsctting the exposure to changes in the hedged item’s fair value or cash flows attributable to the kedzed
risk. Such hedges are expected tobe highly effective in achieving offsetting changes in fair value or cash Mows and
are assessed on an ongoing basis to determine that they actually have been highly effective throughout the financml
reporting periods for which they were designated,

When the Company discontinues hedge aceounting for o cash How hedge, the amount that has been accumulated in
the cash flow hedze reserve remaing in squity if the hedged future cash flows are =till expected to occur, until such
cash Mows oceur, IF the hedged future cash flows are no longer expected to oceur, that amount is immedistely
reclassified to profit or loss.

IF & hedging relationship ceases @ meet the hedge effectivencss requirement relating to the hedge ratio but the risk
management objective for that designated hedging relationship remains the same, the Company adjusts the hedge
ratio of the hedging relationship (i rebalances the hedee) so that it meets the gualifying criteria again.

The Company discontinues hedge accounting prospectively only when the hedging relationship (or & part of & hedging
relationshiph ceases 1o meel the qualifying criteria (afer any retalancing). This includes instances when the hedging
mstrument expires o is sold. terminated or exercised.
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Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Dertvative financial instruments and hedge accounting (contimed)

Carrrent versis non-current classification

Derivative instruments that are designated as, and ars effective hedgimg instruments, are classified consistently with
the classification of the underlving hedged item. The detivative instrament is separated into 3 current portion and a
niom- current portion only if & reliable allocation can ke made.

Dividends
Final dividends are recognised as g liability at the time of their approval by the General Assembly, Interim dividends
are recorded as and when approved by the Boand of Directors,

Acconnts recervable

Afier initial recognition, necounts receivable are stated at amortized cost less allowance for any impalriment. The
Company recognises an allowance for impairment for expected credit losses (*ECLT7). Such impairment allowancs is
charged 1o the statement of profit or loss end other comprehensive incorme and reported ander “general and
administeative expenzes”, When an aecount receivable is uncolleetible, it is ‘written-off apaimst the impainment
allowance. Any subsequent recowveries of amoumis previously writen-off are credited against “general and
administrafive expenses” in in the statement of profit or loss and other comprebensive income.

Provizions

Provisions are recognised when the Company bas an obligation (legal or constructive) arising from o past event, and
the costs to scttle the obligation are both prebable and can be measured relinbly, 1Fthe effect of Hme value of money
s material, provisions are discounted using a ewrent pretax rate that reflects, where appropriate, the risk specific to
the liability. When discounting is used, the ncrease in the provision e the provision due to passage of tme is
recognised as finance costs.

Employees’ benefits

Short-term employee henefils

Short=term employee benafis are expensaed as the rebared service is provided. A liability i recognized for the amount
expected fo be paid if the Company has a present kegal or constructive obligetion to pay this amount as a result of
past service provided by the employee and the obligation can be estimated reliably.

Postgmployment obligabion
The Company operntes a post-employment benefil scheme driven by the labour laws of the country in which il
opernies.

The post-employment benefit scheme is not funded. Valuation of the obligation under such scheme is carried out by
an mdependent setuary based on the projested unit credit method, The costs relating to such scheme primarily eonsist
of the present valse of the benefits atfributed on an equal basis to cach year of service and the interest on this obligation
in respect of emploves service in previons years.

Current and past service costs related to post-employment benefits are recognised mmediately as “employvee costs™
in the statement of profit or loss and other comprehensive income and unwinding of the liability at discount rates wsed
are recorded as “financial charges™ in the statement of profit or loss and other comprehensive income, Any changes
in ned lability due to actearial valuations and changes in assumgdions are taken as re-measurement in other
comprehensive income.

Re-measurement gains and losses arising from experience adjustments and changes in actuarial assumplions are
recognized in the period in which they oceur, directly in other comprehensive income. Remeasurement gains and
losses are nof reclassified to profit or loss in subsequent periods.

Changes in the present value of the defined benefit obligation resulting from scheme amendments or curtailments ane
recognised immedistely in the statement of profit or koss as past service costs,
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Shuqaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

3 SIGKRIFICANT ACCOUNTING POLICIES {continued)

Accounts payable and other linbilities
Lizbilitics are recognized for amounts to be paid 0 the fature for goods or services received, whether billed by the
supplier or not. These are inftially recegmised ai fair value and subsequently remeasured at amartised cost,

Statutory resertie

In accordance with the Company’s by=laws and the requirements of Companies” Law, the Company must sel azide
10 of ifs income after zakat and income tax in each vear until it has boilt up & reserve equal to 30% of its capital.
The reserve is not availeble for distribution.

Earnings per share
Farnings per share are calculated by dividing net peofit for the year by the weighted average number of ordinary
shares outstanding during the year,

Revenue recogwition

Revenue is recognized to the extent that it is probable that the econemic benefits will flow to the Company and the
revenue can be reliably measured, regardless of when the payment 13 received. Revenue is measured at the fair value
of the consideration received or receivable, taking, into accodmt confractually defined terms of payment and excluding
taxes or duty, The Company assesscs ils revenee amangeneais-against specific criteria in order to determine if it is
goting a5 principel or agent. The Company has concluded that if iz acting as o prineipal in all of #s revenus
arrangements, The following specific recognition criteria’ must also be mat before revenise is recognized:

Supply of desalinated water and pouwer

Revenue from supply of desalinated water and powet is recognised upon delivery of desalinated water and power to
the customer on an accrual basis, Capacity charge income (excluding receipts for services provided, such as insurance
and maintenance) under Power and Water Porchase Apgreements (“PWPA™) for each hour during which the plant is
available for power generation and/orwater desolimation 15 recognised on a straighi-line basis over the lease term or
upan acheal billing period as appropriate conzidering the terms of PWPA. The component of billed revenue related
to poodsiservices not delivered or performed are recorded as deferred hobility and reportad in statement of Rnamcial
poaition as deferred revenue,

Energy charge revenue which compensates the Company Tfor the fuel and variable cost of power and water delivercd
is recopnized based on the supply of generated power and desalinated water, Mo revenue is recognized if there are
significant uncertainties regarding recoyery of the consideration due and associated costs.

Foreign currencies

Transactions in foreign currencies dre regorded in Saudi Riyals at the rate of exchange ruling at the date of the
transaction. Monectary assets and linbilities denominated in foreign currencies are retranstated at the rate of exchange
ruling af the reporting date, All differences are taken (0 the profit or loss.

FLakat ard ticome Lax

The Company is subject 1o the Regulabions of the General Authority of Zakat and Tax (“GAZT™) in the Kingdom of
Sasdi Arabia. Fakat and mcome tax are provided on an accrual basis. Zakat charge is computed on the zakat base,

Ineomee tax is computed on adjusted net income. Any differesce in the estimate is recorded when the final assessment
is approved, Différences iFany resulting from finsl assessment sre adjusied in the vear of finalisstion.

Deferred tax
Deferred tax 35 provided using the hability method on temporary differences between the tax bases of assets and
liabillities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except:
= When the deferred tax Liability arises from the initial recognition of goodwill or an asset or hability 2

tramsaction that is not a busimess combiration and, at the time of the transaction, affects neither the eccounting
profit nor taxabrle profit or loss




Shugaigq Water and Electricity Company
(A Saudi Closed Joint Sto¢k Company)

NOTES TO THE FINANCIAL ETATEI'-"IENT:E [mntiﬁl.lﬂ!}
At 31 December 2013

E | SIGNIFICANT ACCODUNTING POLICIES {continwed)
Dreferred tix {eonlinued)

= In respect of taxable temporary differences associated with investments in subsidiades, associales and
mberests in joint arrangements, when the timing of the reversal of the temporary differences can be controlled
and i is probable thet the temporary differences will not reverse in the foreseeable fulure,

Deferred tax assets are recognized for all deductible emporary differences, the carry forward of unused tax crodits
and oy ursed tax losses. Deferred tax assets are recognized to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences, and the carry forward of unised tax credits and
unused tax losses can be wtilized, except:

*  When the deferred 1ax asses relating to the deductible temporary difference arises from the inftial recognition
of an assel or Hability in & ransaction that i3 nod a business combination and, A the time of the transactéon,
atfects neither the accounting profit nor taxeble profit or doss

* In respect of deductible temporary differences associmed with investments in snbsidiarics, associates and
interests in joint arrangements, deferred tax assets ang recopnized only fo the exten that it is probable that the
temporary differences will reverse m the foreseeable future and faxable profiewill be available apainst which
the temporary differences can be utilized

The carrying amount of deferred tox assefs is reviewed af coch reponiing date and reduced fo the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or partef the deferred tax asset to be utilised.
Unrecognised deferred tax pesets are re-assessed at each reporting date ‘and dre recognised to the extent that it hes
become probable that future faxable profits will allow the deferred tax asset to be recovered.

Dieferred tox assets and lisbilities are measured of the tax rates thet are expected to apply in the year when the asset i
realized or the liability is setiled, based on tax rates (and tax laws) that have been enacted or substantively enacted at
the reporting dote

Newo standards, amesdments amd intferpretations adopted by e Company

IFKS 16 Lenses

IFRS 16 supersedes 1AS 17 Leases, [ERIC 4 Determining whether an Arrangement contains o Lease, SHC-15
Dperating Leases-Incentives and SIC-27 Evaluating the Substance of Transactons Involving the Legal Form of a
Lease, The standard sets owt the principles for the pecognition, measurement, presentation and disclosure of leases
andl recuires kessees W recognise most leases om the statement of fnancial position.

Lessor accounting under IFRS 16 is substantially unchanged from [AS 17, Lessors will contimee to classify leases as
either aperating or finance lenses using similar principles as b 1AS 17, Therefore, [FRS 16 does nol have an impact
fior beases where the Compary is the kessor.

The Company adopted IFES 16 using the modified retrospective method of adoption, with the date of initid
application of | JTamsary 2019, The Company elected to wse the transition practical expedient to not reassess whether
@ contract 18, or contains, 4 kease at | January 2019, Instzad, the Company applied the standard only (o0 contracts thar
were previously identified as leases applying TAS 17 and IFRIC 4 at the date of initial application. The Company also
elected 1o use the recognition exemptions for lease contracts that, at the commencement date, have a lease term of 12
moniths or fess and do ot contain & purchase option (short-term Feases), and lease contracts for which the underlying
assel 5 of low value (low-value assets).

Lipon adoption of IFRS 16, the Company applied a single recognition and measurement approach for all leases for
which it is the lessee, except for shor-term beases and leases of ow-value assets. The Company recognised Fease
liahilities to make lease payments and right-of-use assets representing the right to use the underlying assets. [n
accordance with the modified retrospective method of adoption.




Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2019

3 SIGNIFICANT ACCOUNTING POLICIES (continued)

Newr and appremded standards and fnterpretations

Az al | January 201%

*  ‘Right-of-use agseis’ wene recognised and presentsd separately in the statement of financial position.
*Additional lease labilities’ were recognisad,
"Prepaymients’ and related to previous operating leases were derecogniised.
“Deferred fax labilities' decreazed because of the deferred tax impact of the changes in recognised lease
related azsets and liabilities.

IFRIC 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the sccounting for income taxes when tax treatments involve uncertainry that affects the
application of IAS |2 and does nod apply to taxes or levies outside the scope of 1AS |2, nos does it specifically include
requirements relating 1o interest and penalties pssocizted with uncertain 1ax realmenis.

The Interpretation specifically sddresses the following:

= Whether an entity considers uncertain fax reatmens separately

= The assumptions an entity makes about the examination of tax tregtments by-taxation authorities

= How an entity determines taxable profit (s los), tax bases, unnsed tas [osses, unused tix credits and tax
FACES

*  How an entity considers changes in facts and circumstances

The Company determines whether to consider sach uncertaln fax freatmenl separately or fogether with one or more
other uncertain tax treatments and uses the approach that better predicts the resolution of the uncertainty.

The Interpretation did not have an impact oo the finaneial statements of the Company.

Amendiments to [FRS 9: Prepaynrent Features with Negofioe Compentsation

Under [FES 9, a debl instrument can be messured of amortised cost or af fair value through other comprehensive
income, provided that the contractual cash flows ara “eolely payments of principal and interest on the principal emount
outstanding’ (the SPPL critenon) and the ipstament is held within the appropriste business model for tha
classification. The amendments o IFRS 9 clarify that & financial asset passes the SPPI criterion regardiess of the
cvenl or circumstance that causes the early termination of the contract and irmespective of which parly pavs or receives
reasonable compensation for the early termination of the contract. These amendments had no impect on the financial
statements of the Company.

Amendments fo [AS 19; Plan Amendmend, Ciortailment or Settlement

The amendmendts to 1AS 19 address the accounting when a plan amendment, curtailment or settlement eccurs during
a reporting period. The amendments specify that whea a plan amendment, cuntailment or settlement ocours during
the annuel reporting period, on entity is reguired to determins the current service cost for the remainder of the period
after the plan armendment, curfailment or settlement, using the sctuarial assumptions used 1o remeasure the net defined
benefit ability (gsset) reflecting the benefits offered under the plan and the plan assets after that event. An entity is
also required to determine the net interest for the remainder of the period after the plan amendment, curtailment or
settlement using the net defined benefit liability (asset) reflecting the benefits offered under the plan snd the plan
agsets afler that event, and the discount rate used to remeasure that net defined benefit Hability {assef).The
amendments had no impact on the financial statements of the Company as it did not have any plan amendments,
curtailments, or sedtlemnents during the year.

(1]



Shugaiqg Water and Electricity Company

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2019

3 SICGNIFICANT ACCOUNTING POLICIES {continued)

New: and amended standards aml interpretations (comnitmeed)

IAS 12 Income Taxes

The amendments clarify that the income tax consequences of dividends are linked more directly to past fransactions
or events that generated distribwtable profits than o disiributions o owners. Thereflore, an entity recognises the
income tax consequences of dividends in peofit or koss, other comprehensive income or eguity according to where the
entity originally recogmised those past transactions or events,

An entity applies those amendments for annual reporiing perteds beginning on or after 1 January 20019, with early
application permified, When an entity first applies those amendments, it applies them o the income (aX conseqUences
of dividends recognised on or after the begmning of the earlies| comparative pariod. Since the Company’s cument
practice is in line with these amendments, they had no impact on the financial statements of the Company.

IAS 23 Borrowing Costs

The amendments clarify that an cntity treats as part of general bormowings any bomowing originally made to develop
a qualifying asssl when substantially all of the sctivities necessary 1o prepare that asset for ils intemded use or sake are
comphete.

An entity applics those amendments to borrowing costs ingurred on or after the beginning of the annual reporiing
period in which the entity first applies those amendments. An entity applies those amendments for annual reporting
periods beginning on or after 1 January 2019, with carly application permitted. Since the Company’s current practice
is iy lime with these amendments, the Company does nol expect any.effect on s financial siatermnents,

New standards, amendments and imberpretations issaed but yel effective amd not early adopied

The new and amended standards and interpoetations that are ssued, bat not yet effective, up to the date of issuance
of the Company's financial statements are sisclosed below, The Company intends o adopt these new and amended
standards end interpretations, if applicable, when they become effective.

Amendments to IAS 1 and IAS 8: Defirition of Malerial

In October 2018, the [ASE issued smendments o3 1AS 1 Presentation of Financial Stafernents and [AS B Accounting
Policies, Changes in Accounting Estimates and Errars to align the definition of *material’ across the standards and to
clarify certam aspects of the definition. The new definition siates that, "Information is material i omitting, misstatng
or ohscuring it could reasonably be expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial satements, which provide financial information about a specific
reting entity,”

The amendments 1o the definition of material ks not expected 1o have a significant impact on the Company*s financial
statements,




Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
Al 3] December 2009

4 SIGNIFICANT ACCOUNTING ESTIMATES

Significant arcas where management s used estimates, assumptions or exercised judgements are as follows:

Fair palue of wequoted financial instriments

When the fair value of financial asseds and financial liabilities recordad in the staternent of financial position cannot
b derived from active markets, the far value 15 determined using valisation techmigues including the discounted cash
flow madel. The inputs o these models are taken from observable markess where possible, but where this i3 not
feasible, a degres of judgement is required in establishing fair values. The judgernents include considerations of inputs
such as liquidity risk, credit risk and velatility, Changes in assumptions about these faciors could affect the reported
Fnir value of finoncial instruments.

The Company eniers info derivative financial instruments with varows counterparties, principally financial
mstiutions, Derivatives include interest rate awaps which are valued using valuation technigues with market
observable inputs. The most frequently applied valuation techniques mclude swap models, using present value
calculations, The models incorporate various inpuls including the interest rate curves.

Useful lives of property, plant and equipment
The Company*s management determines the estimared usefublives of property, plant and equipment for caleulating
depreciotion. This estimate is determined after considering (e expected usape of the assef or physical wear and iear,

Management roviews the uscful lives annually and fimare depreciation charge would be adjusted where the
pnasagesmient believes the uselul lives differ from previous estimates,

Decommissioning liability (Asset Retiremnent Qbligation)

The Company Assesses fa Asset Retirement Obligation (SARO™) at each reporting date. Significant estimates and
pssumptions are made in determining the provision for ARCH s there arenemerons factors that will affect the ultimate
amount payable. These factors include estimates of decommissioning activities, inflation rafes and changes in
discount rates, These unceriainties may result in fifure aciual expenditure differing from the amounts curmently
provided. Any provision al reporiing dale represcrls management’ s best estimate of the present value of the future
ciabs required,

Going comcern

The Company's management has made an assessment of the Company's ability to continue &5 a going concermn and
is satisfied that the Company has the resources to continue m business for the foresecable future. Furthermore, the
management is nof aware of amy material uncertaintios that may cast significant doubt upon the Company®s ahility 10
confinue 45 2 going concern. Therefore, the Company s financial statements continue to be prepared on a going
concem bagis.

Defined benefit scheme (Erployess' termninal benefits)

The cost of defined benefit scheme and the presenl value of such obligation are determined using actuarisl valuations,
An actuarin] valuation involves making various assumptions which may differ from actual developments in the future.
These include the determination afthe discount rate, future salary increases and mortality rates. Due to the complexity
of the valuation, the underlying assumptions and its long-term nature, a defined benefit obligation is highly sensitive
to changes in these assumplions. All assaumptions are reviewed ol each reporiing date,

The parameter moss subject o change is the discount rate, In determining the appropriate discount rate, managemen
considers the inderest rates of corporate bonds in currencics conséstent with the carrencies of the post-employment
benafit obligation with af least an *AA" rating or above, as set by an intemationally acknow ledged rating agency, and
extrapolated as needed along the vield curve to correspond with the expected term of the defined bencfit obligation.

The underlying bonds are further reviewed for quality. Those having excessive credit spreads are removed from the
analysis of bonds on which the discount rate s based, on the basis thar they do not represent high quality bonds.

The mortality rate 15 biased on publicly availsble mortality tebles for the specific countries. Those mortality tables
tend 1o change only al intervals in response o demographic changes. Fuure salary increases are based on expocted
future mflation rabes for the respective countrics. Further details about employees’ terminal benefits obligations ane
provided in note 14,
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NOTES TO THE FTHANG]A.L s TATEMEN "I!-‘S {-:-:-ﬂtmuedj
At 31 December 2019

- CAPITAL MANAGEMENT

The Company's objectives when managing capital are to safeguard the Company's ability to continue as a going
concem end benefil its stakeholders. Management's policy is to maintain a strong capital base b maintain creditor
ancl market conficence and w sustain future developmant of the business. The Company manages its capital siructure
and makes sdjustments in light of changes in economic conditions.

The Company is not subject to significant externally imposed capital requirements. No changes were mads in the
objectives, policies or processes for managing capital dusing the current and prior year, For the purpose of the
Company's capital management, capital meludes share capital, retained camings and statutory reserve amounts to SR
1,642,853 thousand as &t 31 December 2010 (3] Deceber 2018: SR 1,595,102 thoussnd)

1%



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

NOTES TO THE FINANCIAL STATEMENTS (continued)

At 31 December 2019
[ PROPERTY, FLANT AND EQUIFMENT

The estimated oseful lives of the assots for calculation of depreciation are as follows:

Building 40 years Furniture, fixtures and equipment 4 o 10 years
Plant and machinery 20 to 40 years  Motor wehicles 4 yeurs
Capital spares 20 yoars
Furniture,
Plasit and Capital fixtures awd Maotor Capital work Total
Building wiachinery Spaires eqitipieit vehiicles I progress 2149
For the year ended 31 Decesber 2019 SR SE'DO0 SR SR'D00 SRNO SR SR 00
Casf:
At beginning of the year 49,507 6,680,572 45 500 1,784 B02 £20 6,778,404
Additions during the vear - - - 690 . . HY90
At enid of the year 40 5{7 B RRO ST2 45 50 2474 ol S0 6,774, 184
Aceumulated depreciation:
At beginning of the vear 12,931 1,360,744 14,627 Q00 ill - 1,389,513
Depreciation charge for the vear 1,279 164,486 2,497 in 140 E 168,713
At end of The yegr 14,2140 I 535230 17,124 1,211 451 = 1,558,226
et book malue:
At 3] December 2019 35297 5155342 IR 385 1,263 151 520 5,220,958
— —_—
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

f PROPERTY, PLANT AND EQUIPMENT (continued)

Furnitire,
Plmni and Capital fixtares and
Building mactineTy SpuITEE . et
For the year ended 31 December 2018 5SRO0 SR000 SR SE000
Cost:
At beginning of the year 49 438 6,680,572 B2, 197 1697
Additiona during the year 49 - 2,712 ar
At enid of the year 49,507 6,680, 572 45506 [.784
Accrmslated depreciabion:
Al beginning of the year 15652 1,196,836 12,431 a7
Depreciation charge for the year 1278 163,908 2,196 293
At end of Ehe year 12,931 1360, 744 L1627 900
Net book value:
At 31 Decernber 2018 16,576 5,319,828 0,882 BEd

Maotor iCapibal weork a Towa!
rrhcies progrees 2018
SR TG SR SRO0g
6o 520 6,775,646
- - 2 B8
a2 520 677840
162 - 221,088
149 - 167,825
i - 1,389.513
281 5 518898

2]



Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company)

MOTES TO THE FINANCIAL STATEMENTS {continued)
At 31 December 2019

6 FROPERTY, FLANT AND EQUIPMENT (continued)

i) Collnferalisation

‘Building” and ‘Plant and machinery”’ are collateralised against long-term finansmg arrangements entered nto by the
Company for the purpose of financing the constrection of the Plant (note 137,

b) Lensehold land

The project is constructed on land keased from Saline Water Conversion Corporation {“SWCC™) at a neminal rent for
an initial term of 20 years from the commencement of the commercial operstions and is renewable for further periods
subject to agrecment of both parties.

cl Aseel Eetivement Chiigation

The Company assesses ifs Asset Refirement Obligation (“ARO™) at each reporting date. Significant estimates and
assnmptions sre made m determining the provision for AR, as there are oumerous fictoms that will affect the oltimate
amount payeble. These factors include estimaies of the extent and cos@ of rehabilitation activities, fechnological
changes, regulatory changes, cost ncreases as compared to the inflation rates and changes in discount rates. These
uncertainties mpy result in future ectual expenditere differing from the amounis currently provided. The provision at
reporting date represents mansgement’s best estimate of the present vahee of the firhure costs,

During 2019, there was unwinding of the ARD aggregating to SR 3.8 milifon (31 December 2018: SR 4.1 million).
As at 31 December 2019, the Company eatimated an amount of SR134.3 million (3] December 2008: SR 130.5
million} i reguired in respect of ARD for #s Pland.

The depreciation charge has been allsested s follaws:

3 December 31 Devember

2019 M8
SR000 SR
Operating costs (nofe 19) 166,983 166,104
General and sdministration expenses {mote 20) 1,730 1,721
168,713 167,828
T CASH AND CASH EQUIVALENTS
31 December 31 Decembur
209 2018
SR000 SR000
Cash at bank 5,582 &, 103
Cash in hand 19 14
5,601 6,117

The management has conducted o review as required under [FRS 9 and bused on such sssessment, management
belicves that there is no need for any significant impairment loss against the carrying value of cash equivalents.




Shugaiq Water and Electricity Company
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

8 ACCOUNTS RECEIVABLE, PREPAYMENTS AND OTHER RECEIVABLES

I Decernber
2019
SRoon

[iae from Water and Eleciricity Company (“WEC™), a related party (note 8.1) 131,918
Insurance claim receivable 39,035
Advances 10 coniraciors 18,712
Frepaymments 1,162
Advances o emplovess 188
Accrued revenoe -
Due from other related parties (note %) -
Crhers 33

202,048

J1 December
28
SR

138,410

1.632
6,433
417
3,103
I

33

150,029

The management has conducted a review as required under IWRS 9 and based on such assessment, management
belicves that there is no need for any significant impairment against the carrying values of sccounts and other

receivables,

8.1 WEC is a Government entity and is owned by'ddinistry of Finanee,

9 HELATED PARTY TRANSACTIONS AND BALANCES

During the year, the Company transacted with its related parfies, the terms of which are approved by management of
the Company in the ordinary course of busipess. The following are the details of major relaied party ransactions

during the year;
31 December
2018
Reloled parrly  Nabwee af renatclions SR 0
Affilintes  Capacity and output inveices under FWPA (WEC) (note 18) 696,987
Secondment and service costs 3,552
Annual management. fee (note 20) 3,750
Operation and maintenance costs (note 19) 131,420
DHrectors Remuneration and allowances 1,875
Sendor
managemen!  Salaries and benefits 3,066

a1 Deceniber
2018
SR
TOE 700
ERLT
1,750
132312

1,875

2813
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) RELATED PARTY TRANSACTIONS AND BALANCES (continued)

The breakdown of amoonts due from / to related parties at the reporting date are as follows:

FRelationships Balance
31 December 31 Decenber

2019 2015

SR D00 SR
Dhee fram related parties
WEC (note §) Affiliate 131,918 138,410
ACWA Power Saudi Electricity and Water Development Co. Affilinte - |

131,918 138411
D to related parties
First Mational Operation and Mamtenance Co. Lid. Affiliate 43,744 25314
Arabian Company for Water and Power Projects Limited AdfTiliate 1,418 476

45, 162 25,790

Thee related party balances are unsecured, interest free and the settlement occurs ingash. The Company did not recond
any impairment aganst reccivables from refated parties during the turrent and prigr year. The management has
conducted a revigw as required under IFRS @ and based on such Bsscesment, manapement believes that thers is no
need for any significant impairment against the earrying values o due from relatéd party balances.

i SHARE CAPITAL

The Comparny”s authorised and fully paid upshare capital ponsists of 112,000,000 shares of SR 10 each (31 December
2008 112,000,000 shares of SR 10 each),

Sharelolders
Number of shares held Percentage
M Decernber 31 December
2019 2A

Shuguiq International Water and Electricity Company 67, 200,00 67,200,000 B
Water and Electricity Hobding Company ISB40,000 35,840,000 32%
Saudi Electricity Company 8,960,000 8,960,000 B3
Total T2 000000 112,000,000 100%:

8 STATUTORY RESERVE

Im accardance with the Company's By-Laws and the requirements of Companies’ Law, the Company must set aside
10% of its. income after zakat and income tax in each year wntil it has built up a reserve equal to 30% of its capital,

The statutory reserve i3 not available for distribution.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

12 DERIVATIVE FINAMCIAL INSTRUMENTS

Dertvatives destsmated as hedgmmg insirmomerts

A al 31 Degernber 2019, the Company held Interest Rate Swaps (“[RS™) of a notional valee of 5K 3,523 million {31
December 2008: SR 3,754 million}, in order to redace its exposure to interest rate risks against long-term financing
[see nodi 13), The table bedow shows the fair values of derivative Mnancial instraments, recorded as Habilities, ogether
with their notional amounts. The notional smounts indicate the volume of ransactions outstanding at the year end
and are neither indicative of the market risk nor the credit risk.

31 Decendber 2019 31 December 2018
SR000 SR000
Liabilities Notional Lihilities Nudional
eerrncniid ayrionn f
Cash flow hedges
Interest rate swaps 469,753 2501 449 475,490 3,753,746

Derivatives often involve at their mception only o muotisl exchange of promises with little or oo transfer of
conakderation. Howewver, these instruments Trequently involve s high deégree of lewerage and are very volatile, A
relatively small movement in the value of the rate undeglying a derivative contrect may have s significant impact on
the income or equity component of the Company.

Fair valees of cash flow hedge smounting to 5K 7046 million and SE 399 29 million {31 December 2018: SR 71.40
million and SR 404.59 million) represents the ourrent and non=cumrent portion of the negative mark 10 market values
of the interest rate swaps a5 of 31 December 2019 respectively, The cash flow hedoe reserve represents the effective
portion of cash flow hedges. The cumulative deferred gain o foss on the bedge is recognised in profic or boss when
the hedged transaction impacts the profit or loss. Under the finance agreements, the hedges are roguired to be held
unkil maturity of the loans,

13 TERM FINANCING

The Company has entered into the following long-ierm finsncing wrrangements for the purposs of finencing the
construction of the project

a) The Syndicated commercial ong-term facility bears an interest rate of LIBOR plus an agreed margin, The
debt is repayable in semi-anmual variable mstallments, which commenced on 31 May 2011 and will end on
31 May 2029,

b} The Islamic syndicated facility in the farm of lslamic leasing of certain assets js repayable in semi-annual
variable mstallments, which commenced on 31 May 2011 and will end on 31 May 2029, The facility bears
a special commission rate of LIBOR plus an agreed margin.

£l The syndicared junior facility bears a special commission rate of LIBOR plus an agreed margin and is subject
to commitment fee caloukated on the unutilised balance of the facility. The debt is repayable in semi-annual
variable installments ending on 31 May 2021.

dy The Company bas also oblained a shord term working capital Fcility from a local bank. The facility is
repayable within one year from the date of draw down. This carries interest at floating commercial rafes.

Pursuant to a Common Terms Agresment (“CTA™) between the Company and the arrangers of the facilities (except
for shor term working capital facility); the facilities are secured by a legal charge over the Company’s inlerests in
leases of land and any plant and squipment erected thereon constituting fixtures.
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13 TERM FINANCING (continued)

== o e e e c————

The CTA includes certain covenants, which inclisde charge over bank accounts, resiriction on further debd acquisition
other than the facilities as detailed above. The Company had the following outstanding balances in relation to the
pbove facilitics:

31 Decernber 31 December

2019 2018
SR SE000

Svnedicated commercial bong-term facility () 1978523 3,162,774
Islamic syndicated facility (b 421,123 447,346
Syndicated Junior facility () 5,662 51,218
Working capital factlity (d) 148,000 54,000
3,563,308 3,745,318
Less: Current pation of long term financing (134.42T) (256,030)
Working capital facility (148,000) i, 001
Long term financing (non-cusrent portion) 3.270,R81 3,405,208

The above long-term financing is disclosed net of relabed unamortised upfront charges (mcluding commitment fees)
amounting o 3K 48 million as at 31 December 2019 (31 December 2015; SR 54 million).

Financtal charges recognised in profiber boss for te year ase comprised of!
31 December 31 December

2009 s
SE ‘000 SE 000
Fimancing costs 158,179 149,366
Interest charges on cash flow hedges, nef 2,356 116,246
Provision for asset retirement obligation (note ) 3,781 4,125
254,316 209,737

14 EMFPLOYEE BENEFITS
The movement of emplovee benefits (end of service) lability (unfunded) is as follows:
3 December 31 Decernber

2019 2018
SR000 ST WD
At bepinning of the year 2,253 1,903
Charge for the year {including actuarial boas'gain 569 350
Payments during the year {269) -
2,553 2253
.ﬂ-l ,and nfm T ———— ———
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NOTES TO THE FINANCIAL STATEMENTS (continued}

At 31 December 2019
14 EMPLOYEE BENEFITS (continned)

Details of employees” end-of-service expense as presented on the stzement of profil ar loss and other comprehensive

income is a5 follows:

31 December 31 December
2019 2018
SR SR'O00
Interest cost 111 ol
Current service cost 352 334
Actuarial loss (gain}- other comprehensive incoms W6 (74}
S60 350
e c— - —— o
Azsurmplions
The principal actuarial assumpiions used are as follows
3 Decempber 31 December
20149 2018
Diiscount rate 3.85% 5.25%
[1cretmants Joe00s L0
Resignation rate
18 - 20 years ald 11.50% 12 50%
21 - 25 years old 18.50% | 8.8
26 = 30 vears old 15.00% 15 0%
31 - 50 years old T.50% T1.Hra
51 = 59 years old 3.80% 3.0
Chsconnd rahe

IAS 19 reguires the discount mte to be set based on the vields on high quality cerporate bonds or government bomds
if duration and currency consistent with the liabilities. In commtrics where there is no decp market in such bonds, the
market rates on government bonds are wsed; The discount rate hos instead been based on US Corporate bonds yields.
This is considered appropriate given that the Saudi Rival is corvently pegeed to the 1S Diollar.

Further, a risk premium (0 a US diseount rate 1o reflact 3 credit spread and the risk of the currency linkage being
broken has also been used. The Company vsad a margin of 100bps above US bonds of duration consistent with that
af the Tiahilities.

The assumgplions have been determined based on the marker conditions at each valuation date, The movement in the
discount rate represents the movement of US Corporate Bond Yields between the valuation dates.

Inerements
The assamption for fotuee salary increases hag been detesmined by the Company based on its long term expectations,
reflecting both inflationary and promodional incressss,

Fesignahon mates

The tumover assumption determines the rate at which individuals are assumed to resign from the Company before
retirement,
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14 EMPLOYEE BENEFITS (continued)
Sensitivity amalysis

Thie table below shows the change inend of service Hability based on a reasonable possible change in the base
assumption velue for discount and increment rates:

Change Incrense (decrerse) in EQSE

(tps) tiability
3 Deceniber 31 Deceniber
2010 218
SR SE00
Discount rate + 1{d (20) (224)
= 11 243 25|
Increments + 100 25y 250
= 1140 (223 (227

15 ACCOUNTS PAYABLE, ACCRUALS AND OTHER LIABILITIES
31 December 31 Decembvr

2019 2018
SR000 SEaog

Duse (o related parties (node 9) 45,162 25,790
Accrued finance charges 21,036 22,247
Deferred revenue 7,056 -
Withholding tax payable 22100 3,750
Accounts payahble 3,97 2,058
VAT payable 1,235 5,840
Other liahilities 2,384 6,949

6,079 fih, 3

16 FAKAT AND TAX

Amonnts recognised in profit or loss
31 December 31 December
2019 2018
SR'000 SR'000
Zakat expense
Current zakt 3xE3 193
3,213 193
Tax expenso
Current tax 163 167
Diefemred tax 111 (118}
T4 49
Zakat and tax expense 3497 ot

28



Shugaiq Water and Electricity Company

(A Saudi Closed Joint Stock Company) _ )
NOTES TO THE FINANCIAL STATEMENTS (continued)
At 31 December 2019

16 TAKAT AND TAX {continued)

Fakat
The principal elements of the zakat base atiributable to Sandi shareholders are as follows:

31 December 31 Decanber

2019 218

SR000 EE'0D
Equity 1,350,542 [,337.876
COpening allowances and other adjustmenis 3,206,234 3,612,139
Book value of long ferm assets and other adjustments {4,719, Bdd) {5,080, T61)

(154,068) (139, 748)
akatable resulis for the year 128,330 147423
Lakat base VIR M) 1,675
Lakaymr? 5 3233 193

During the year, the zakat provision amounting 1o SR 3,223 thousand (201 8: SR 123 thousand) was recorded by the
Company. The difference between the financial and the results subject fo-zaket are maimby due to cerlain disallowances
{ claims made as per fiscal regulation,

Income tax

Spudi Arabian Oil Company {Saudi Aramco] directly holds 6.93% in the Saadi Electricity Company {SEC). Since
2017, such shareholding is contidered g subjset o ta i light of the Royal Decree No. M/131 dated 20 September
2017,

Buring 2017, Shugaig Arabian Water and Electnicity Company (SAWEC) sold 13.33% of iis shares i Shugaig
International Water and Electricity Company (SIWEC) to Arab Petroleum Investments Corporation (APICORP)
resulting in s 2.88% increase in non-Saudi ghareholdimg.

Further, 1.62% non-Saudi sharcholding i3 represeoted by International Finance Corporation (IFC), The General
Authority for Zakat and Tax (“"GAZT ) vide ils letier mo. 495471 6/1436 daked 16/7/1436H {5 May 2015) had advised
that IFC is exempt from corporate tax. Ackordingly, e sorporate tax is applicable on such non-Saudi share of adjusted

profits in the Company.

The difference between the financial and the taxable resubts are mainly dus to certain disallowances [ claims made as
per fiscal regulbations, Income tax has been provided for based on the estimated taxable profit at a rate of 20% (2018
%)
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16 ZAKAT AND TAX (continued)
Dreferred tax

Movement in deferred tax balances
The deferred tax asset/liability and deferred tax cherge'credit in the sisement of profit or loss and other
comprehensive income are attributable fo the following items:

Net balance  Recognised Recogwised Net balance Deferved tax Deferred tax

at 1 January  in profit or in OhCT at 31 assets liabilities
loga Diecemiver
2079 SE W SR SR SE000 SR DM SR
Property, plant and
equipment {5.207) 17 - (5,190 = (5, 190)
Employees’
terming] benefits 3 - - 3 3 -
Caary forward
losses 132 (132) - - - -
Negative fair valee _
of derivatives {523} - 7 (516} - {516)
Mgl retiremen
obligation 144 i - 148 148 -
(5.451) (111} i (5,555) 151 i[5, T
Met balance at Recognised in - Rectipnised in Nef balance al Deferred tax Deferred lax
1 Jmnuary | profif or less oCl A1 Degenher assets linbilities
- SR000T  SR'000 \_BR'000 SR000 SR'000 SR'000
Property, plant and
edquipment (5, 1800 (27 . (5,207} - {5,207)
Employees”
terminal benefits 2 1 . 3 3 -
Carry forward
Iosses 132 = 132 132 .
Megative fair valus
of derivatives Th8 ‘ (1,232) {523} 1523)
Asset petirement | i
obligation - 144 - 144 P44
{4,337 18 (1,232} (3,451% 279 {5,730
— — — —_ P————n
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6 ZAKAT AND TAX (continued)

Zakat and current tax provision for the year
The moverment in zakal and 1ax provision for the year was as follows:

Company

Zakat Tax Total

SR000 SR SR"000
31 December 2009
Al beginning of the year 193 1T 363
Chiarge for the year 3113 163 3,386
Payments during thie vear {77} (1T (24T}
At end of the year 3,339 163 3,502
31 December 2015
At beginning of the year Bi 135 223
Charge for the vear 193 a7 360
Pavments during the year (B8} {132y (2200
At end of the year 193 170 363

ea———— e

Status of assesstents
The Company had fled zakat and income tax returng for the years upto 2018 with the General Authority of Zakat
and Tax ("GAZT"} and ebained provisional zakat certificates valid wp fo 30 April 2020

The assessments for the vears from 2007 uptt 2015 hove been raised by the GAZT. The GAZT assessed additionnl
withholding tsx (WHT), income tax and rakst against which the Company has submitted an appeal against the
GAZT s assessment and registerad the matter with the General Secrataciod of Tax Committes (G5 TC) and the declzion
is awaited.

Further, the GAZT raised an assessment for the year 2008 claiming additional zakat and tax against which the
Company is in the process of submitting the appeal.

17 LEASES

The Company has lease contract in respect of the [and lease, The land lease s for a werm of 40 years and rental
pavments are fixed over the term of the leass,

Set out below are the carmying amounts of tight-of-use assets recognized and the movements during the year:

31 Decermber
2019
SR000
Al the beginning of the vear 24,567
Depreciation expenses {1,254)
At the end of the year 23,313

17.1 Asat | January 2019, the Company has recognized right-of-use asset at the date of mitial spplication equal 10
the bease liability as the date of inifial application, adjusied by the amount of prepaid relating te that lease recognised
in the staterent of financial position immediately before the date of mitial application,
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17 LEASES (continued)

Set out below are the corrying amounts of lease liabilities and the movernents during the vear:

A Devemnber
2019
SRDan
Al the beginming of the year 24,567
Accretion of mierest 1,454
Paymenis (1,716)
At the end of the year 24,305
Current 154
Mon-current 21,151

18 REVENUE

This represents operating lease revenus and includes (i) Capacity pavment for desalinated water and power, and (i)
Ouitpat payment for desalinated water and power, Capacity payments fepresent the major portion of the invoices
issued during the year.

31 December A1 December

2019 2018

SRDo0 SE'000
Capacity payments 643,659 AR 113
Cakput payments 53,328 S0A45T
Fuel payments - 2130

696,987 TR, 700

Future minimum operating jease revenue by year areas follows:

3! Deceniber 31 December

2019 2018
SR000 SR
Within | year 795,385 795,380
1 =5 years 3,126,919 3,126,920
Over § years 5386315 6,181,700
9,308,610 10,104,000

The management has assumed certain reliabilitynvailability factors 1o caleulate the above mentioned future minimum
lease operating revenue, which are determined from I:'.‘apamtr paytnents {emcluding output payments). These future
minimum lease payments are based upon current expectations, estimates and projections that are susceptible to risk
and uncertainties which could cause actual resulis to differ from those anticipated by the managemeant.
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19 OFERATING COSTS

Deepreciation (noke &)

Operafion and maintenance costs (note 97
[nsurance cous

Repair and maintenance

] GENERAL AND ADMINISTRATION EXPENSES

Emgployes costs

Professtonal and consultancy fees
Training and seminar expenses
Annugal management fes (note 9)
Withholding tax expemss
Depreciation (note 6 and 17)
Board meeting expenses

Travel expenses

Rent expensa

Repairs and maintenance expenses
Olver expenses

n OTHER INCOME, NET

[nsarance claim

22 EARNINGS PER SHARE

3 Decewiber 31 Deventher
2019 L8
SRMM SRO00

166,983 166,104
131,420 132,312

14.3% o164
55933 2,143
3732 308,723
I Dggerlier al December
2009 018
SR SR
10,603 10,472
5024 2538
3,802 5,158
2. 7ED 3,750
3232 3,050
2,084 1,721
2,033 2033
412 364
167 [, 684
121 178
324 o5
31452 31,934
31 December 31 Décrmber
2019 2008
SROO0 SR
d3 161 T
43, 161 T4
f—_ —4 —y

Eamings per share have been computed by dividing net profit for the vear by the welghted mverage number of ocdinary
shares of 112,000,000 {31 December 201 8: 112,000,000) outstanding during the year (note 10). The weighted average
number of ordinary shares cutstanding during the year is the number of ordinary shares outstanding at the beginning
of the vear, adjusted by the number of ordinany shares issued during the year multiplicd by a ime-weighting factor.
The time weighting factor is the number of davs that the shares are outstanding as a proponion of the teial numbser of

days inm the vear,

13 COMMITMENTS AND CONTINGENCIES

The Company has no contractual commitments for capifal expenditure at the reporting date.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2019

24 DIVIDENDS

On 10 December 2019, the Board of Directors of the Company approved the final cash dividend of SR 28.5 million

{at SR 0,25 per share) which represents 3% of the Company's capital based on the General Assembly®s consent to
approve fingd cash dividend for the yeor ended 31 December 2019,

O 10 June 2019, the Board of Directors of the Company approved the interim cash dividend of SR 56 million {at SR
0.5 per share) which represents 5% of the Company's capital.

During 2018, the Board of Directors approved interim cach dividend of SR &% million (a1 SR 0.76 per share) which
represents §% of the Company™s cagital,

5 FINANCIAL RISK MANAGEMENT

The Company’s activities expose i to 4 variety of lnancial risks; markes risk {including cemency risk, fiair valuwe and
cach flow interest rate risks), credit risk and lquidity risk. The Company’s overall risk mansgement program focuses
of the unpredictability of fnancial markets and sesks fo minimise potential adwerse effects on the Company’s
financial performance. Risk management is carried out by seniormanagement. The most important types of risk are
summarised helow,

Credil risk

Credit rigk is the risk that one party to a financial instrument will fail to discharge an obligation and will cause the
other party to incur a fimancial loss. The Company seeks to manage its eredit risk with respect to customers by setiing
credit limits for individual customers and by monitaring outstanding receivablas.

The table below shows the Company’s maximum exposure te credit risk for components of the statement of financial

31 Decenber A1 Dievember

M9 2018
SR000 SR

Bank balances 5,542 6,103
Due from WEC 131,918 138410
Dz from related parties - 1
Other financial asssts 79,662 5,185
217,162 149,699
e e m—

Bank balarces
Credit risk on bank balances is limited as same arc held with banks with sound credit ratings.

Trade receivalies

The Comipany s exposure fo credit risk on trade receivables is infloenced rainly by the individual characteristics of
each customer. The Company”s only customer is a related party {WEC) and the sales revenue and receivable amoun:
is sct as per PWPA, The Company belicves that the credit risk associated with this receivable is very low as
management considers WEC as an eatity related to the Government of Saudi Arabia.
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25 FINANCIAL RISK MANAGEMENT ({continacd)
As of 31 December 2019, the ageing of trade recelvables thal were nol impainsd was as follows:

3 December 31 December

g J018
SR SRaon
Neither past due nor impaired 131,918 138410
Past due 1-30 davs & .
Past due 31-90 davs . -
Past due 91-120 davs F -
More than |20 days - -
131,018 138,410

Management believes that the unimpaired amounts that are past due by more than 30 days are still collectible in full,
based on historical payment behoviour and management's analvsis of credit risk, incloding custemers” credit ratings,
where availahle,

Oithar finaneial assets

Oither financial assels include accrusd revenue, sdvances 1o employees and contrudtors and ofher receivables. There
iz no credit risk aitached to advances (o employees. Management believes that tredit rizk stiached to other fnancial
imatruments s nol sgnificant and the Company expects 1o recover all such amounts fully af the staled cirying
AMHES,

Credit conceniration
Except as disclosed above for trade receivables, no significant concentrations of credit risk were identified by the
management as ai the reporting date.

Liguidity risk

Liguidity risk is the risk that the Company will engounter difficulty in raising funds to mest commitments sssociated
with financizl mstruments, Liguidity risk may result from Company's inability to sell a financial asset quickly at on
amount close ta its fair value, The Company’'s approsch to menaging [kpuidity 13 to ensure, as far as possible, that i
will have sufficient liquidity to meet its labilities when they are due, under both normal and stressed conditions,
without incurming unscceptable losses or risking damage to Company's reputation. Accordingly, the Company ensures
that sufficient bank facilitics and funding from related partics are available st all times.

The following are the remaining contractual maturities of financial liabilities at the reporting date. The amounts are
gross and undiscounted and include contracheal inferest pavments:

Withind  3months to More Hhan
morths 1 year 1 to 5 years 5 years Total
31 Derember 2019 ER"000 SR SR000 SRE000 SR00n
Non-dertvative finarcinl Haldlities
Term financing® 33440 373538 1,488,278 1851876 3,747,119
Leaze Habilitie: 3nb 1, 7THE 12,434 8717 24,305
Trade payables, sccruals and
oiher liabilities® TH.325 - = - TRAI5
112,131 376,326 1. 5040, 705 1860593 3,549,759
Dertvative financlal Rabilities
Interest rte swaps used for
hedging 17,757 68,061 205,401 209,036 500,255

e e ———————
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15 FINANCIAL RISK MANAGEMENT {continued)

Liguidity risk {continwed)
Within 3 F manths fo Aare than 5
monfks 1 year I to 5 years 1pears Total
31 December 2018 SE000 ERTOR SEOG0 SR SR
Mon-derivative finenciol linkilities
Term financing® 21,30 412, 14% 1,713,050 2,603 233 4 810,412
Trade pavables, aceruals and
odber liahilities® 34T - - - 34,797
116,047 412,149 1,703,050 26035937 4,845,229
Emberest rate swaps used for
hedging - 90,213 251,304 315485 657,002

For the purpose of above disclosure, accrued finance charges are incheded within term financing.

The cash Aows disclosed in the above table in respect of derivative represent contrgctual undiscounted cash flows
relating to derivative financial Irabilities held for ask management purposes and which are not usually closed out
before confractual maturity.

The interest payments on viriable interest rate boans included in the table above reflect market forward interest rtes
at the reporting date and these amounts may Change as market interest rafe changes.

Market risk

Miarket risk i3 the risk that changes in the market prices, such as foreign exchange rafes and inferest rates, will affect
the Company's income or cash flows. The objective of market risk management is to manage and conteol market risk
exposures within acceptable parameters while oplimizing the return.

The Company wses derivatives o manage market risks. All such transactions are carried out in sccordance with
Company”s policies and practicas. Generally, the Company seeks to apply hedge accounting to manage volatility in
profit ar loss.

Crerrency risk

Currency rizk is the risk that the value of financial instruments will fectunte due (o chanpes in foreign exchange rates,
The Company is subject to fluchations in foreign exchange rates in the normal course of jts buginezs, The Company
meither has monetary assels or labilitkes nor did it undertake significant transactions in correncies other than Saodi

Riyals and U5 Dollars. Since Saudi Riyal is on a fixed parity with the LIS Dollar, the management believes that the
Company does not have any significant exposure fo curreney risk.

Interest rate risk

Interest rate risk is the risk diat the value of fnancial instruments will Nuctuate due to changes in the market intenest
rates. The Compamy is subject to interest rate risk on term loans. The Company hedges long term interest rate
senaitivities through hedge strategies, including wse of derivative finaneial instruments and regularly moniloss market
imiterest rates.

The interest rate profile of the Company's interest bearing financial instruments as reported to the management of the
Company is a5 follows:

21 December 31 Decemiber

2009 2018
ER'000 SR000
Virtable rate instrisments
Financinl Liabilities 3553308 3,745,338
s

The Company does not account for any fixed rate interest bearing fnancial assets or financial liabilities at fair value
and therefore the Company is not exposed fo any fair valee interest rate risk.

S s,
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25 FINANCIAL RISK MANAGEMENT {continued)

Market risk (continued)

Semsilivily opalysis

& reasanably possible change of 100 basis points in nlerest rates al the reporting date would have increased
(decreased) profit or loss by the amounts shown below. This analysis assumes that all other variables, in particular
foreign currency exchange rates, remain constant,

Profii or boss

100 bps 100 bps

increase decrease
3 Decemnber 2019
Wariable rate financial liabilities (35,533} 355313
[nterest rate SWaps 35321 (35.321)
Met sensitivily (ZE2) 112
31 December 20018
Wariable rate financial Habilities (37.992) TN
[riferest rate swaps 31.537 (37.537)
Mot sensitivity [455) 455

Derivative assets and liabilities designated as cash flow hedges
The following table indicates the perieds in which the cash flows associated with cash flow hedges are expected to
occur and the carrying amounts of the related bedging instruments,

Expected cash flows
Carrying 12 months or  Mere than one
armonnt Toial fes= year
31 Decensber 20009 SR SR SRan SRO00
Interest rale staps
Liabilities 469,753 500,253 85,817 114,436
A1 Dpverther 2008
Interest ele stups
Linbilities 475,900 657,002 90,213 566,780
6 FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the price that would be received io sell an asset or paid {0 trnsfer a lability in an orderly transaction
between markel participants of the measurement date. The fair vahse messurement is based on the presumption that
the ransaction to sell the asset or transfer the lability takes place either:

In the principal market for the asset or Hability or

[n the absence of a principal market, in the most adventageous market for the assed or liability

The principal or the most advontageous market must be secessible by the Company.

The fair value of an assed or a lability i5s messured using the assumptions that market participants would use when
pricing the asset or linbility, assuming thot market participants act in their economic best interest.
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Shugaiq Water and Electricity Company
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
At 3] December 2019

2% FAIR VALUE OF FINANCIAL INSTRUMENTS {continaed)

When measuring the fair value of an asset or a liability, the Company uses ohzervable market data as far a5 possible,
Fair values are categorized in to different levels in a fair value hierarchy based on the inputs used in the valustion
techniques as follows.
o Level | - guoded prices (unadjusted) in active markets for identical assets ot liabilithes
s Lewvel 7 — inputs other than quoted prices included in Level 1 that are observable for the sssets or
linbilities either directly (1.2 85 prices) or indirectly (i.2. dertved from prices)
#  Lewel 3 — inpats for the asset or lisbility that are not based on observable market data {unobservable
input).

The following table shows an analysis of financial instruments measured at fair value by their level of fadr value
hierurehy:

Carrying ; :
RO i Fazr Value
Lewel 1 Level 2 Lievwl 3 Tatal
SR 0D SR bt ] SR T L Ea ]
Az at 31 Decmnber X010
Fair value of dervatives 449,753 - 465,753 - 469,753
Asal 31 Decermber 2018
Fair value of derivatives 475,090 - 475900 - 475,900
e =3

Fair value of other finoncial mefroments bas been sssessed by mansgement to be approximate o their carrving
amounts due to frequent re-pricing and’or their shorl-term natura,

Derivatives are valued using discounted cash flows approach which is effectively o present value of expected
payments or receipts discounted using the rigk adjasted discount rate or the market discount rate applicable for a
recent comparable transaction.

T AFPROVAL OF FINANCIAL STATEMENTS

The financial statements were approvéd by the Bowrd of Directors on 22 Rajab 1441H, corresponding to 17 March
2020.
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