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KPMG Al Fozan & Partners Telephone +966 11 874 8500
Certified Public Accountants Fax +966 11 874 8600

Riyadh Front, Airport Road Internet  www.kpmg.com/sa

P. O. Box 92876

Riyadh 11663 License No. 46/11/323 issued 11/3/1992

Kingdom of Saudi Arabia

Independent Auditors Repart

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company

We have audited the consolidated financial statements of Al Hassan Ghazi Ibrahim Shaker Company — a Saudi
Joint Stock Company (“the Company”) and its subsidiaries (collectively referred to as “the Group”) which
comprise the consolidated statement of financial position as at 31 December 2019, the consolidated statements
of profit or loss and other comprehensive income, changes in equity and cash flows for the year then ended,
and notes (1) to (33), comprising significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as at 31 December 2019, its consolidated financial performance
and its consolidated cash flows for the year then ended in accordance with International Financial Reporting
Standards that are endorsed in the Kingdom of Saudi Arabia and other standards and pronouncements issued
by Saudi Organization for Certified Public Accountants (SOCPA).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) that are endorsed in the
Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We are
independent of the Group in accordance with the professional code of conduct and ethics that are endorsed in
the Kingdom of Saudi Arabia that are relevant to our audit of the consolidated financial statements, and we
have fulffilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the consolidated financial statements of the current period. These matters were addressed in the context of
our audit of the consolidated financial statements as a whole, and in forming our opinion thereon, and we do
not provide a separate opinion on these matters.

KPMG A! Fozan & Partners Certified Public Accountants, a
registered company in the Kingdom of Saudi Arabia, and a non-
partner member firm of the KPMG network of independent firms
affiliated with KPMG International Cooperative, a Swiss entity.
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Independent Auditors Repart

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Key Audit Matters (continued)

Impairment of Inventories

Refer to note 2.2 for the accounting policy on inventories and note 8 for the inventories disclosure.

Key audit matter

How the matter was addressed in our audit

As at 31 December 2019, the Group’'s gross
inventories balance was SR 305 million (2018: SR
420 million) with an impairment allowance of SR 28
million (2018: SR 38 million).

The management determines the level of
obsolescence of inventories considering the nature
of the product, aging profile and sales expectations
using historic trends and other qualitative factors.
Further, at each reporting date, management
reviews the valuation of inventories and the cost of
inventories are written down where inventories are
forecasted to be sold at below cost.

We considered this as a key audit matter as the
management applies significant judgment in
determining an appropriate impairment allowance
for inventories as these products are susceptible to
market changes, customer elements
technological changes which may cause a
significant impact on the value of the product.

Our procedures related to the valuation of inventory
included:

¢ Assessed the design and implementation, and

and |

tested the operating effectiveness of the key controls
relating to the Group’s processes over establishing
and monitoring the impairment of inventories.

Performed an overall ratio and trend analysis to
assess the level of inventory provision and
discussed with management any unusual trends or
ratios.

On a sample basis, tested the accuracy of the
historical data and age analysis of inventory used in
determination of the inventory allowance.

Evaluated the Group's policy for allowance for slow
moving inventories by performing retrospective
testing, comparing historical estimates with actual
results.

On a sample basis, tested the net realisable value of
inventory item to recent selling prices.

Attended inventory counts at a sample of
warehouses along with management where we
assessed the design and implementation and
operating effectiveness of key controls over physical
inventory and also performed sample test counts to
evaluate the completeness and existence of
management’s count results.




Inciependent Auditor's Report

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Key Audit Matters (continued)

Impairment of trade receivables

Refer to note 2.2 for the accounting policy on trade receivables and note 6 for the trade receivables disclosure.

Key audit matter

As at 31 December 2019, the Group’s gross trade
receivables balance was SR 463 million (2018: SR 515
million) with an impairment losses of SR 87 million
{2018: SR 69 million).

The Group assesses at each reporting date whether
the trade receivables (carried at amortised cost) are
credit-impaired. The Group’s management has applied
a simplified expected credit loss (“ECL") model to
determine the allowance for impairment of trade
receivables. The ECL model involves the use of various
assumptions, macro-economic factors and study of
historical trends relating to the Group’s trade
receivables collections experience.

We considered this as a key audit matter as the
management applies significant judgment in
determining an appropriate impairment loss allowance
for receivables.

How the matter was addressed in our audit

Our audit procedures related to impairment losses
on trade receivables included:

» Assessed the design and implementation, and
tested the operating effectiveness of the key
controls relating to the Group’s processes over
establishing and monitoring the impairment.

e Tested key assumptions, including those used
to calculate the likelihood of default, by
comparing to historical data and challenged
these assumptions. We also considered the
incorporation of forward looking macro
economic factors to reflect the impact of future
events on expected credit losses. We also
tested the arithmetical accuracy of the model.

e Involved our accounting subject matter
specialist to review the methodology used in
ECL model, and compared this against
accepted best practice.

e Assessed the adequacy of the Group's
disclosures in terms of applicable accounting
standards.
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Indiependent Auditor's Report

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Key Audit Matters (continued)

Valuation of equity accounted investees

'Refer to Note: 2.2 for the accounting policy relating to the equity accounted investees and note 7 for the

equity accounted investees disclosure.

Key audit matter

As at 31 December 2019, the carrying value of equity

accounted investees amounted to SAR 457 million
(2018: SAR 491 million).

The Group is exposed to the risk of impairment of its
equity-accounted investees. The Group's management
considers whether there are indicators of impairment
with respect to equity accounted investees and
conducts its impairment test to assess the
recoverability of these investments using the value in
use model. Impairment assessment of these
investments requires significant judgment with respect
to future sales growth and profitability of investee,
cashflow projections and selection of appropriate
discount rate and there is a risk that the valuation of the
assets and any related impairment charge may be
incorrect.

We considered equity accounted investees impairment
as a key audit matter due to the significant judgment
and assumptions involved in the impairment
assessment process.

How the matter was addressed in our audit
Our audit procedures related to the valuation of
equity accounted investees included:

» Assessed the design and implementation, and
tested the operating effectiveness of the key
controls relating to Group’s processes over
establishing and monitoring the impairment.

¢ Utilised our internal valuations specialist to
assess the key assumptions used by
management in their value-in-use calculation,
including cash flow projections and discount
rates. Further, we  assessed the
reasonableness of significant management
assumptions in respect of estimated future
cash flows, growth and discount rates and
performed a sensitivity analysis on these key
assumptions.

¢ Compared management's assumptions and
applied our understanding of the future
prospects of the business from internal and
external sources, and compared the forecasts
to historical experience.

» Assessed the completeness and accuracy of
the information produced by management
which was used as the basis of their
assessment.

» Considered the adequacy of the Group’s
disclosures in terms of applicable accounting
standards.
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Independent Auditor's Repart

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Key Audit Matters (continued)

Revenue recognition

Refer to Note: 2.2 for the accounting policy relating to revenue recognition and note: 20 for the related

disclosures.

Key audit matter

As at 31 December 2019, the Group recognised
total revenue of SR 883 million (2018: SR 774
million).

Revenue is measured net of discounts and rebates
earned by customers on the Group’s sales. The
estimation of discounts, incentives and rebates
recognised based on sales made during the year is
material and / or considered to be judgmental.
Therefore, there is a risk that these arrangements
are not appropriately reflected and as a result
revenue may be misstated in the consolidated
financial statements. There is also a risk that
revenue may be overstated through overriding
controls over the discounts, incentives and rebates
recognised resulting from the pressure
management may feel to achieve performance
targets.

Revenue from the sale of goods is recognised when
a customer obtains controls of the goods at a point
in time i.e. on delivery and acknowledgement of
goods. There is a risk that revenue may be
overstated due to overriding controls resulting from
the pressure management may feel to achieve
performance targets at the reporting period end.
Revenue has been considered as a significant
matter as the Group focuses on revenue as a key
performance measure.

How the matter was addressed in our audit

We performed the following procedures related to
revenue recognition:

Considered the appropriateness of the Group’s
revenue recognition accounting policies, including
those relating to discounts, incentives and rebates
and assessing compliance with the policies in terms
of applicable accounting standards.

Assessed the design and implementation, and tested
the operating effectiveness of the Group’s controls
including anti-fraud controls over recognition of
revenue as per Group's policy;

Assessed sales transactions taking place at either
side of the year end as well as credit notes issued
after the year end date to assess whether that
revenue was recognized in the correct period.

We also developed an expectation of the current year
revenue balance based on trend analysis information,
taking into account historical weekly sales and returns
information and our understanding of each market.
We then compared this expectation to actual revenue
and, where relevant, completed further inquiries and
testing.

Compared current year rebate accruals to the prior
year and, where relevant, we completed further
inquiries and testing. We reconciled on a sample
basis claims and rebate accruals to supporting
documentation and challenged management's
assumptions used in estimating rebate accruals.

Considered the adequacy of the Group's disclosures
in notes 19 and 20 in respect of revenue.
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Independent Auditor's Report

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Key Audit Matters (continued)

Going Concern

Refer to Note 2.1(b) for basis of preparation of the consolidated financial statements relating to going concem.

Significant key audit matter

The Group has reported a net loss of SR 50.9
million (2018: SR 202.2 million) for the year ended
31 December 2019 and, as of that date, reported
accumulated losses of SR 147 million.

The financial performance of the Group has
significantly deteriorated in recent years due to a
decline in the sales volumes which has resulted in
operating losses and the accumulated loss
position in comparison with the prior years.

In the normal course of business, the Group as
and when fall due negotiates with the banks to
renew and / or refinance its facilities.

Subsequent to the year end global and local
markets have been adversely impacted by the
outbreak of Coronavirus (Covid-19). This has
certain impacts to the supply chain and customer
base of the Group.

We considered this as a significant key audit |
matter as the management applies significant

judgment in the assessment of the Group's ability |
to continue as a going concern.

How the matter was addressed in our audit

Our procedures related to the audit of management's
assessment of the Group’s ability to continue as a going
concern included the evaluation of:

e The process management followed to make its
assessment;

» The assumptions on which the assessment is based,

including whether the assumptions

o are realistic and achievable in view of the Group's
circumstances;

o are consistent
environment;

o are internally consistent; and

o are consistent with other matters relating to the
consolidated financial statements.

e Management's plans for future action, and whether
management's plans are feasible in the
circumstances;

¢ The data used, including whether the data is relevant
to the assessment and from a reliable source;

e The budgets and forecasts for the period covered and
the ability to comply with the debt covenants;

e The level of sensitivities applied for reasonableness
based on our knowledge of the business and markets
served;

e The terms of all Group’s financing arrangements,
including both committed and uncommitted facilities,
and assessed how these had been factored into the
forecast models.

We inspected correspondence with the lenders
concerning the key financial covenants, and any terms
attaching (including the period covered), and checked all
were captured appropriately within the model to test
continuing compliance for the period considered.

with the general economic

We considered whether management's assessment
includes all relevant information of which we are aware
as a result of the audit.

We also assessed the projections and assumptions by
reference to our knowledge of the business and general
market conditions and assessed the potential risk of
management bias.

We also assessed the going concern disclosures for
accuracy, including that sufficient details were provided
concerning the uncertainties.
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Indiependent Auditor's Report

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Other Information

Management is responsible for the other information. The other information comprises the information
included in the Group’s annual report, but does not include the consolidated financial statements and our
auditor’s report thereon. The Group’s annual report is expected to be made available to us after the date of
this auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we do not and
will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above when it becomes available and, in doing so, consider whether the other
information is materially inconsistent with the consolidated financial statements or our knowledge obtained in
the audit, or otherwise appears to be materially misstated.

When we read the annual report, if we conclude that there is a material misstatement therein, we are required
to communicate the matter to those charged with governance.

Responsibilities of Management and Board of Directors for the Consolidated Financial Statements

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

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

The Board of Directors is responsible for overseeing the Group’s financial reporting process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with International Standards on Auditing (ISAs) that are endorsed in the Kingdom
of Saudi Arabia will always detect a material misstatement when it exists. Misstatements can arise from fraud
or error and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these consolidated financial statements.

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

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

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

+ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the management.
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Independent Auditor's Report

To the Shareholders of Al Hassan Ghazi Ibrahim Shaker Company (Continued)

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements (continued)

¢ Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on the Group’s ability to continue as a going concern. If we conclude that
a material uncertainty exists, then we are required to draw attention in our auditor's report to the related
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

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

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

We communicate with the management and Board of Directors regarding, amongst 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 of Al Hassan Ghazi Ibrahim Shaker Company (“the
Company”) and its subsidiaries (collectively referred to as “the Group®).

We also provide the management and Board of Directors with a statement that we have complied with
relevant ethical requirements regarding independence, and communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with the Board of Directors, we determine those matters that were of most
significance in the audit of the consolidated financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditors’ report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not
be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

For KPMG Al Fozan & Partnérs
Certified Public Accountanfs

Khalil Ibrahim Al Sedais
License No: 371

Date: 5 Sha'ban 1441H
Corresponding to: 29 March 2020
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