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Ibrahim Ahmed Al-Bassam & Co
Cartified Public Accountanis - Al-Bassam & Co.
[member firm of PKF International)

REPORT ON REVIEW OF CONDENSED CONSOLIDATED
INTERIM FINANCIAL STATEMENTS

The Shareholders of (1/2)
Saudi Steel Pipes Company (SSPC)

(A Saudi Joint Stock Company)

Dammam, Kingdom of Saudi Arabia

Introduction

We have reviewed the accompanying condensed consolidated interim statement of financial position of Saudi
Steel Pipes Company (the “Company™) and its subsidiary (collectively referred to as the “Group™) as of
September 30, 2019 and the related condensed consolidated interim statement of profit or loss and other
comprehensive income for the three months and nine months periods ended September 30, 2019, and the
condensed consolidated interim statements of changes in equity and cash flows for the nine months period
then ended and a summary of significant accounting policies and other explanatory notes. Management is
responsible for the preparation and presentation of these condensed consolidated interim financial statements
in accordance with International Accounting Standards 34 “Interim Financial Reporting™ as endorsed in the
Kingdom of Saudi Arabia. Our responsibility is to express a conclusion on these condensed consolidated
interim financial statements based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements 2410, “Review
of Interim Financial Information performed by the Independent Auditor of the Entity” as endorsed in the
Kingdom of Saudi Arabia. A review of the condensed consolidated interim financial statements consists of
making inquiries, primarily of persons responsible for financial and accounting matters, and applying
analytical and other review procedures. A review is substantially less in scope than an audit conducted in
accordance with International Standards on Auditing as endorsed in the Kingdom of Saudi Arabia and
consequently does not enable us to obtain assurance that we would become aware of all significant matters
that might be identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying
condensed consolidated interim financial statements are not prepared, in all material respects, in accordance
with International Accounting Standards 34 as endorsed in the Kingdom of Saudi Arabia.
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Ibrahim Ahmed Al-Bassam & Co

Certified Public Accountants - Al-Bassam & Co.
{member firm of PKF International)

REPORT ON REVIEW OF CONDENSED CONSOLIDATED
INTERIM FINANCIAL STATEMENTS (Continued)

The Sharecholders of (2/2)
Saudi Steel Pipes Company (SSPC)

Emphasis of Matter

Without qualify ing our conclusion. we draw aitention to note 2 to the accompanying condensed consolidated
interim financial statements, which states the accumulated losses of Titanium and $teel Manufacturing Arabia
(the subsidiary- TSM) as at Seplember 30, 2019 have exceeded its share capital by SR 135.4 million. The
Board of Directors of the Group has passed a resolution to provide financial support to enable TSM Arabia to
meet its financial obligations. Accordingly, the subsidiary’s financial statements were prepared on a going
concern basis. Additionally, the subsidiary was in breach of its loan facilities financial covenants. The
management of the subsidiary is still in the process of taking the necessary remedial actions to resolve the
breach including obtaining the required waiver documents. Accordingly, the loans are continued to be
classified as per their original terms of payment,
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

CONDENSED CONSOLIDATED INTERIM STATEMENT OF FINANCIAL POSITION
AS AT SEPTEMBER 30, 2019

September 30, December 31,
2019 2018
Note (Un-audited) (Audited)
SR SR
ASSETS
Non-current assets
Property, plant and equipment 4 591,273,108 615,671,975
Investments, net 5 102,602,763 96,481,720
Intangible assets 1,042,571 1,280,143
Trade and other receivables - non-current 6 8,174,803 10,380,361
703,093,245 723,814,199
Current assets
Inventories 174,684,494 202,145,086
Deposit with banks - 3,000,000
Trade and other receivables 6 218,714,174 199,747,473
Cash and cash equivalents 4,680,462 23,499,467
398,079,130 428,392,026
TOTAL ASSETS 1,101,172,375 1.152.206.,225
EQUITY AND LIABILITIES
Equity
Share capital 510,000,000 510,000,000
Share premium 14 4,512,330 131,306,055
Statutory reserve 58,494,224 58,494,224
Actuarial reserve (2,061,237) (2,061,237)
Accumulated losses 14 (23,961,970) (126,793,725)
Treasury shares (11,502,225) (11,502,225)
535,481,122 559,443,092
LIABILITIES
Non-current liabilities
Borrowings — non-current 7.1 85,046,805 134,902,189
Employees’ end of service benefits 56,781,352 58,325,525
Lease liability — non-current 8 7,020,363 83,762
Retention payables 648,213 633,713
149,496,733 193,945,189
Current liabilities
Trade and other payables 9 205,023,811 214,397,182
Borrowings — current 7.2 204,332,548 176,876,483
Lease liability — current 8 915,809 128,491
Zakat and income tax 5,922,352 7,415,788
416,194,520 398,817,944
TOTAL LIABILITIES 565,691,253 592,763,133
TOTAL EQUITY AND LIABILITIES 1,101,172,375 1,152,206,225

Ahmed Al Debasi
Authorized Director




SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

CONDENSED CONSOLIDATED INTERIM STATEMENT OF PROFIT OR LOSS AND OTHER
COMPREHENSIVE INCOME
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

Three Months Period Ended Nine Months Period Ended

September 30, September 30, September 30, September 30,
2019 2018 2019 2018
Note (Un-audited) (Un-audited)  (Un-audited) (Un-audited)
SR SR SR SR
Revenue 10 157,800,700 126,476,122 514,958,514 459,909,658
Cost of revenue 10 (157,675219) (138,299,963)  (501,421,222) (455,366,895)
Gross profit / (loss) 125,481 (11,823,841) 13,537,292 4,542,763
Selling, marketing and distribution
Expenses (3,603,195) (3,904,190) (10,276,892) (12,284,820)
Administrative expenses (7,712,469) (7,613.727) (23,155,666) (22,272,925)
Other (expenses) / income (1,588,817) (81,678) 89,291 456,410
Reversal / (allowance) for impairment
of trade receivables 6 539,797 (211,793) 573,950 (453,398)
Operating loss (12,239,203) (23,635,229) (19,232,025) (30.011,970)
Share of profit / (loss) in associate 5 1,311,591 2,480,417 6,121,043 (5,536,236)
Impairment of property, plant and
equipment “ - - (21.000,000)
Finance charges (3,157,602) (2,505,254) (10,721,950) (7,663,616)
Loss before zakat and
income tax (14,085,214) (23,660,066) (23,832,932) (64,211,822)
Zakat and income tax (36,277) (489,000) (129,038) (1,800,695)
Loss for the period (14,121,491) (24,149,066) (23,961,970) (66,012,517)
Other comprehensive income - = - -
Total comprehensive Loss (14,121,491) (24,149,066) (23,961,970) (66,012,517)
Loss per share
Basic loss per share 12 (0.28) (0.48) (0.47) (1.31)
Diluted loss per share 12 (0.28) (0.47) 0.47) (1.29)

Ahmed Al Debasi
Authorized Director

.y

The accompanying notes 1 through 16 form an integral part of thes§ condensed consolidated interim financial statements.

Apdulhamid S. Al-Shazli
~ Manager Finance



SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

CONDENSED CONSOLIDATED INTERIM STATEMENT OF CHANGES IN EQUITY

FOR THE NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

Balance as at January 1, 2018 (Audited)
Net loss for the period
Absorption of accumulated losses

Shares issued to employees
Balance as at September 30, 2018 (Un-
audited)

Balance as at January 1, 2019 (Audited)
Net loss for the period

Absorption of accumulated losses
Balance as at September 30, 2019 (Un-
audited)

Note

14

Share Share Statutory Actuarial Accumulated Treasury Total
capital premium reserve reserve losses shares Equity
SR SR SR SR SR SR SR
510,000,000 218,828,409 58,494,224 (751,680) (45,658,903) (11,611,575) 729,300,475
s m = - (66,012,517) - (66,012,517)
- (87,522,354) - - 87,522,354 - -
- - - - - 109,350 109,350
510,000,000 131,306,055 58,494,224 (751,680) (24,149,066) (11,502,225) 663,397,308
510,000,000 131,306,055 58,494,224 (2,061,237) (126,793,725) (11,502,225) 559,443,092
. - - - (23,961,970) - (23,961,970)
- (126,793,725) - - 126,793,725 - -
510,000,000 4,512,330 58,494,224 (2,061,237) (23,961,970) (11,502,225) 535,481,122

—
S
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Ahmed Al Debasi
Authorized Director

The accompanying notes 1 through 16 form an integral part of these condensed consolidated interim financial statements.
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

CONDENSED CONSOLIDATED INTERIM STATEMENT OF CASH FLOWS
FOR THE NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

September 30, September 30,
2019 2018
(Un-audited) (Un-audited)
SR SR
Cash flows from operating activities:
Loss before zakat and income tax (23,832,932) (64,211,822)
Adjustments for:
Depreciation of property, plant and equipment 32,796,111 35,741,248
Depreciation of right-of-use assets 563,016 -
Impairment for property, plant and equipment - 21,000,000
Amortization of intangible assets 237,572 171,613
Loss on disposal of property, plant and equipment, net 1,527,810 280,756
Property, plant and equipment — Witten off / adjustments 1,886,723 -
Employees’ end of service benefits 5,731,059 5,362,595
Share of (income) / loss in associates (6,121,043) 5,536,236
(Reversal) / allowance for impairment of trade receivable (573,950) 453,398
(Reversal) / Provision for warranty (1,517,500) 3,000,000
Write off of inventory 7,031,358 -
Allowance for inventories 1,181,095 6,774,748
Finance charges 10,721,950 7,663,616
Movement in working capital
Trade and other receivables (23,353,405) (32,587,180)
Deposits with banks 3,000,000 =
Inventories 19,248,138 (19,333,945)
Accounts payables (3,644,957) 19,409,423
Accrued expenses and other liabilities (4,122,774) 809,058
Due to / from related parties 6,348,795 (3,048,224)
Cash generated from / (used in) operations 27,107,066 (12,978,480)
Zakat and income tax paid (1,622,474) (2,967,889)
Employees’ end of service benefits paid (7,275,232) (6.239,965)
Finance charges paid (10,471,050) (7,757,528)
Net cash generated from / (used in) operating activities 7,738,310 (29,943,862)
Cash flows from investing activities:
Additions to property, plant and equipment (4,533,560) (23,760,031)
Proceeds from sale of property, plant and equipment 473,964 3,000
Net cash used in investing activities (4,059,596) (23,757,031)
Cash flows from financing activities:
(Repayment of) / Proceeds from borrowings, net (22,497,719) 46,660,308
Net cash (used in)/ generated from financing activities (22,497,719) 46,660,308
Net change in cash and cash equivalents (18,819,005) (7,040,585)
Cash and cash equivalent at the beginning of the period 23,499,467 10,497,222
Cash and cash equivalents at the end of the period 4,680,462 3,456,637
Non-cash Transactions
Right of use against lease liability 7,571,419 -
Accrued interest on lease liability 250,900 -
Prepaid expenses adjusted against right of use 743,778 -
Absorption of losses against share premium 126,793,725 87,522,354
Transfer of due from related parties balances to trade feceivables 7,078,836

daption\6f4ERS 9 — (note: 3.6.1 B)

S x|

Ahmed Al Debasi
Authorized Director .
The accompanying notes 1 through 16 form an integrat’y
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Saudi Steel Pipes Company (“the Company” or “SSPC”) was initially incorporated as a limited liability company in the
Kingdom of Saudi Arabia under the commercial registration number 2050009144 dated 27 Rajab 1400H (corresponding
to 10 June 1980G). On 4 Rajab 1430 H (corresponding to 27 June 2009G), the Company's legal status was transformed
from a limited liability company to joint stock company (listed in the stock exchange).

The Group's authorized and issued share capital after the initial public offering is SR 510 million divided into 51 million
shares at SR 10 per share.

The Group’s registered office is located at P.O Box 11680, Postal Code 31326, Dammam, Kingdom of Saudi Arabia.

The principal activities of the Group and its subsidiary are the manufacturing of black and galvanized steel pipes,
production of ERW/HFI galvanized and threaded steel pipes and seamless pipes, pipes with three-layer external coating
by polyethylene and polypropylene in different diameters, pipes with epoxy coating inside, bended pipes in different
diameters, space frame, and submerged arc welded pipes.

2. STRUCTURE OF THE GROUP

The condensed consolidated interim financial statements as at September 30, 2019 include the financial statements of the
Company and its following subsidiary (collectively referred to as the “Group”):

Name of consolidated subsidiary Principal activity Effective ownership
2019 2018
Titanium and Steel Manufacturing Company Manufacture Stationary
Limited (“TSM Arabia”) process equipment 100% 100%

Titanium and Steel Manufacturing (TSM Arabia)

TSM Arabia was formed under commercial registration number 2050073985 dated 4 Safar 1432H (corresponding to
January 8, 2011 G) to produce laboratory process equipment such as heat exchangers and pressure vessels. The subsidiary’s
total share capital is SR 32 million of which the Group owns 100%. Initially the Group owned 70 % of share capital of
TSM Arabia. On February 22, 2016, the Group signed an agreement with TSM Tech Company to acquire remaining 30%
shareholding in TSM Arabia. On April 16, 2017 the legal formalities associated with the acquisition were completed and
the articles of association of the subsidiary were amended accordingly.

As of September 30, 2019, the accumulated losses of TSM Arabia exceeded its share capital by SR 135.4 million. The
Board of Directors of the Group has passed a resolution to provide sufficient financial support to enable TSM Arabia to
meet its financial obligations. Accordingly, the subsidiary’s financial statements were prepared on going concern basis.

3. BASIS OF PREPARATION

3.1 Statement of compliance

These condensed consolidated interim financial statements of the Group for the three months and nine months period ended
September 30, 2019 have been prepared in accordance with the requirements of International Accounting Standard 34 -
“Interim Financial Reporting” as endorsed in Saudi Arabia and other standards and pronouncement that are issued by the
Saudi Organization for Certified Public Accountants (“SOCPA”) and should be read in conjunction with the Group’s latest
annual consolidated financial statements for the year ended December 31, 2018 (“latest annual Financial Statements™)
except for the adoption of new standards effective as of January 1, 2019. These condensed consolidated interim financial
statements do not include all of the information required for a complete set of IFRS Financial Statements. However, ac-
counting policies and selected explanatory notes are included to reflect events and transactions that are significant to an
understanding of the changes in the Group’s financial position and performance since the last annual Financial Statements.



SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

3. BASIS OF PREPARATION (Continued)
3.1 Statement of compliance (Continued)

This is the first set of condensed consolidated interim financial statements where IFRS 16 have been applied. Changes to
significant accounting policies are described in Note 3.6.

3.2 Preparation of the condensed consolidated interim financial statements

The condensed consolidated interim financial information has been prepared under the historical cost convention, unless
it is allowed by the IFRS to be measured at other valuation method.

The preparation of condensed consolidated interim financial statements in conformity with IFRS requires management to
make judgements, estimates and assumptions that affect the application of accounting policies and reported amounts in
condensed consolidated interim financial statements. The significant judgments made by management in applying the
Group’s accounting policies and the key sources of estimation uncertainty were the same as those described in the latest
annual financial statements for the year ended 31 December 2018.

Items included in the condensed consolidated interim financial statements of the Group are measured using the currency
of the primary economic environment in which the Group operates (‘the functional currency’). The condensed
consolidated interim financial statements are presented in Saudi Riyals (SR) that is the functional and presentation
currency. Figures have been rounded off to the nearest Riyal except where mentioned otherwise.

3.3 Basis of Consolidation

The condensed consolidated interim financial statements comprise those of Saudi Steel Pipes Company and its subsidiary
(the Group) as detailed in Note 2.

Control is achieved when the Group:

+ has power over the investee;
* is exposed, or has rights, to variable returns from its involvement with the investee; and
« has the ability to use its power to affect its returns.

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that there are changes to
one or more of the three elements of control listed above.

When the Group has less than a majority of the voting rights of an investee, it has power over the investee when the voting
rights are sufficient to give it the practical ability to direct the relevant activities of the investee unilaterally. The Group
considers all relevant facts and circumstances in assessing whether or not the Group's voting rights in an investee are
sufficient to give it power, including:

» the size of the Group’s holding of voting rights relative to the size and dispersion of holdings of the other vote holders;

« potential voting rights held by the Group, other vote holders or other parties;

» rights arising from other contractual arrangements; and

« any additional facts and circumstances that indicate that the Group has, or does not have, the current ability to direct the
relevant activities at the time that decisions need to be made, including voting patterns at previous shareholders’
meetings.

Consolidation of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the Group loses
control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or disposed of during the period are
included in the condensed consolidated interim statement of profit or loss and other comprehensive income from the date
the Group gains control until the date when the Group ceases to control the subsidiary.

Condensed consolidated interim statement of profit or loss and each component of other comprehensive income are
attributed to the shareholders of the Group. Total comprehensive income of subsidiary is attributed to the shareholders of
the Group.



SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

3. BASIS OF PREPARATION (Continued)

3.3 Basis of Consolidation (Continued)

When necessary, adjustments are made to the condensed consolidated interim financial statements of subsidiary to bring
its accounting policies into line with the Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between members of
the Group are eliminated in full on consolidation.

Changes in the Group’s ownership interests in existing subsidiaries

Changes in the Group’s ownership interests in subsidiaries that do not result in the Group losing control over the
subsidiaries are accounted for as equity transactions. The carrying amounts of the Group’s interests and the non-controlling
interests are adjusted to reflect the changes in their relative interests in the subsidiaries. Any difference between the amount
by which the non-controlling interests are adjusted and the fair value of the consideration paid or received is recognized
directly in equity and attributed to shareholders of the Group.

When the Group loses control of a subsidiary, a gain or loss is recognized in the condensed consolidated interim statement
of profit or loss and is calculated as the difference between (i) the aggregate of the fair value of the consideration received
and the fair value of any retained interest and (ii) the previous carrying amount of the assets (including goodwill), and
liabilities of the subsidiary and any non-controlling interests. All amounts previously recognized in other comprehensive
income in relation to that subsidiary are accounted for as if the Group had directly disposed of the related assets or liabilities
of the subsidiary (i.e. reclassified to condensed consolidated statement of profit or loss or transferred to another category
of equity as specified/permitted by applicable IFRSs). The fair value of any investment retained in the former subsidiary
at the date when control is lost is regarded as the fair value on initial recognition for subsequent accounting under IFRS 9,
when applicable, the cost on initial recognition of an investment in an associate or a joint venture.

3.4 Standards issued and applied in January 1, 2019
IFRS 16— L eases

This standard will replace 1AS 17 — ‘Leases’, IFRIC 4 ‘Determining whether an Arrangement contains a Lease’, SIC 15
‘Operating Leases-Incentives’ ‘Incentives’ and SIC-27 — ‘Evaluating the substance of transactions involving the legal
form of a lease’ and sets out the principles for the recognition, measurement, presentation and disclosure of leases.

Under IAS 17, lessees were required to make a distinction between a finance lease (on balance sheet) and an operating
lease (off balance sheet). IFRS 16 now requires lessees to recognize a lease liability reflecting future lease payments
and a ‘right-of-use asset’ for virtually all lease contracts. The IASB has included an optional exemption for certain short-
term leases and leases of low-value assets; however, this exemption can only be applied by lessees.

This standard is mandatory for the accounting year beginning on January 1, 2019. The Group has adopted this standard
and the impact of the adoption of this new standard and its related new accounting policies are disclosed in note 3.6.

Other Amendments

There are no other new standards issued, however, there are number of amendments to standards which are effective
from 1 January 2019, but they do not have a material effect on the Group’s condensed consolidated interim financial
statements.



SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

3. BASIS OF PREPARATION (Continued)

3.5 Standards /amendments issued but not yet effective

The following new accounting standard, interpretations and amendments to existing standards have been published and
are mandatory for the accounting period beginning on January 1, 2020 or later. The Group has not early adopted them.
These standards / amendments are not expected to have a significant impact on the Group’s condensed consolidated interim
financial statements:

i- The definition of materiality (Amendments to IAS 1 and IAS 8)

Definition of Material has been issued to clarify the definition of ‘material’ and to align the definition used in the
Conceptual Framework and the standards themselves. It is clarified that the information is material if omitting, misstating
or obscuring it could reasonably be expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial statements, which provide financial information about a specific reporting
entity.

Effective for annual periods beginning on or after January 1, 2020.
ii- The definition of a business (Amendments to IFRS 3)

Definition of a Business has been amended aimed at resolving the difficulties that arise when an entity determines whether
it has acquired a business or a group of assets. It is clarified that to be considered a business, an acquired set of activities
and assets must include, at a minimum, an input and a substantive process that together significantly contribute to the
ability to create outputs;

Effective for annual periods beginning on or after 1 January 2020.

Management anticipates that these new standards, interpretations and amendments will be adopted in the Group’s
consolidated financial statements as and when they are applicable.

3.6 Changes in significant accounting policies

3.6.1 Adoption of IFRS 16 Leases

The Group applied IFRS 16 with a date of initial application of January 1, 2019, using the modified simplified transition
approach as permitted under the specific transition provision in the standard. As a result, comparatives have not been
restated.

In applying IFRS 16 for the first time, the Group has used the following practical expedients permitted by the standard:

« the use of a single discount rate to a portfolio of leases with reasonably similar characteristics;

+ reliance on previous assessments on whether leases are onerous;

» the accounting for operating leases with a remaining lease term of less than 12 months as at 1 January 2019 as short
term leases;

+ the exclusion of initial direct costs for the measurement of the right-of-use asset at the date of initial application;
and

+ the use of hindsight in determining the lease term where the contract contains options to extend or terminate the
lease.

10



SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

3.

BASIS OF PREPARATION (Continued)

3.6 Changes in significant accounting policies (Continued)

3.6.1 Adoption of IFRS 16 Leases (Continued)

The Group has also elected not to reassess whether a contract is, or contains a lease at the date of initial application.
Instead, for contracts entered into before the transition date, the group relied on its assessment made applying IAS 17
and IFRIC 4 Determining whether an Arrangement contains a Lease.

The Group has changed its accounting policy for lease contracts as detailed below:

3.6.1 (A) Recognition, classification and measurement of Right-of-use and Liabilities

Under IFRS 16, the Group has recognized Right-of-use and lease liabilities for all of its operating lease contracts with
remaining lease term of more than one year.

Lease liabilities were measured at the present value of the remaining lease payments, discounted using the lessee’s
incremental borrowing rate as of 1 January 2019. Incremental borrowing rate, being the rate that the lessee would have
to pay to borrow the funds necessary to obtain an asset of similar value in a similar economic environment with similar
terms and conditions.

The associated right-of-use assets were measured at the amount equal to the lease liability, adjusted by the amount of
any prepaid or accrued lease payments relating to that lease recognized in the consolidated statement of financial
position as at 31 December 2018. There were no onerous lease contracts that would have required an adjustment to the
right-of-use assets at the date of initial application.

Each lease payment is allocated between the liability and finance cost. The finance cost is charged to condensed
consolidated interim statement of profit or loss and other comprehensive income over the lease period so as to produce
a constant periodic rate of interest on the remaining balance of the liability for each period. The right-of-use asset is
depreciated over the shorter of the asset's useful life and the lease term on a straight-line basis and expense is classified
under “Cost of revenue”.

3.6.1 (B) Impact of changes in accounting policies due to adoption of IFRS 16

The key changes to the Group’s condensed consolidated interim financial statements resulting from its adoption of IFRS
16 are summarized below:

Impact on Statement of Financial Position

SR
(i) Right of use asset and lease liability
Operating lease commitments as at 31 December 2018 (Future lease payments) 9,039,944
Discounted of using the lessee’s incremental borrowing rate (1,468,525)
Lease liabilities recognized as at January 1, 2019 (Discounted lease payments) 7,571,419
Add: adjustments relating to prepaid expenses as at December 31, 2018 743,778
Right of use asset recognized as at January 1, 2019 8,315,197
(ii) Classification of lease liability as at January 1, 2019

SR
Current lease liabilities 624,063

Non-current liabilities:
One to five year 2,712,462
More than five year 4,234,894
6,947,356
Total lease liability as at January 1, 2019 7,571,419
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

4. PROPERTY, PLANT AND EQUIPMENT

Carrying amounts of:

September 30, December 31,
2019 2018
Note (Un-audited) (Audited)
SR SR
Operating fixed assets 4.1 577,728,924 608,393,446
Capital work-in-progress 4.3 5,792,003 7,278,529
Right of use 4.4 7,752,181 -
591,273,108 615,671,975

4.1 Operating fixed assets
September 30, December 31,
2019 2018
Note (Un-audited) (Audited)
SR SR
Net book value at beginning of period / year 608,393,446 693,779,964
Additions during the period / year 4.2 406,027 2,557,723
Transferred from CWIP 4.3 3,784,503 32,768,875
Impairment for property, plant and equipment - (72,988,419)
Write offs (57,167) (283,754)
Disposals, net (2,001,774) (111,820)
Depreciation charge during the period / year (32,796,111) (47,329,123)
Net book value at the end of the period / year 577,728,924 608,393,446

4.2 Additions during the period / year (Including transfers from capital work-in-progress) are as follows:

September 30, December 31,

2019 2018

(Un-audited) (Audited)

SR SR

Building and structures - 5,121,126
Machinery and equipment 561,129 28,247,446
Vehicles 36,199 127,800
Furniture & fixture 227,912 143,500
Office and electrical equipment 3,365,290 1,686,726
4,190,530 35,326,598
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

4. PROPERTY, PLANT AND EQUIPMENT (Continue)

4.3 Capital work-in-progress

Net book value at beginning of period / year

Additions during the period / year
Write off

Transferred to operating fixed assets
Transferred to intangible assets

Net book value at the end of the period / year

4.4 Right of use

Movement in right of use is as follows:

December 31, 2018

Impact of adoption of IFRS 16 (Note 3.6.1 (B))

January 1, 2019 (restated)

Additions during the period
Depreciation for the period

Balance as at September 30, 2019

Depreciation for the period has been charged to cost of revenue.

5. INVESTMENTS, NET

5.1 Investments are classified as follows:

Investment in associate, net
Investment at fair value through profit or loss

September ,30

December 31,

2019 2018

(Un-audited) (Audited)

SR SR

7,278,529 11,503,396

4,127,533 29,491,268

(1,829,556) -

(3,784,503) (32,768,875)

- (947,260)

5,792,003 7,278,529

September, 30

2019

(Un-audited)

SR

8,315,197

8,315,197

(563,016)

7,752,181

September 30, December 31,

2019 2018

Note (Un-audited) (Audited)
SR SR

5.2 102,602,763 96,481,720
5.3 - -
102,602,763 96,481,720

13




SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

5. INVESTMENTS (Continue)
5.2 Investment in associate, net
Movement for investment in associate is as follows:

September 30, December 31,
2019 2018
(Un-audited) (Audited)
SR SR
Global Pipe Company (“GPC”)

Opening value of investment 96,481,720 96,727,317
Share of net income / (loss) for the period / year 6,121,043 (245,597)
102,602,763 96,481,720

Investment in associate represents the following:
Cost of acquisition (Including loan contribution) 88,750,000 88,750,000
Share of retained earnings (opening balance) 7,731,720 7,977,317
Share of net income / (loss) for the period / year 6,121,043 (245,597)
Net investment value 102,602,763 96,481,720

Global Pipe Company (“GPC”)

Global Pipe Company Limited (GPC) is a closed joint stock company. The Company was a limited liability company up-
to December 17, 2017 and its legal structure has been changed to closed joint stock on December 18, 2017. It is owned
by the Group, EEW Company of Germany ("EEW") and other Saudi shareholders. GPC is engaged in producing various
types of large welded pipes up to 60 inches’ diameter and large structural tubular pipes. The initial total share capital of
GPC was SR 125 million of which, Saudi Steel Pipes owns 35%.

The Board of Directors approved and thereafter extended an interest free loan to GPC of SR 43.75 million. This loan had
been granted in accordance with GPC Shareholders Memorandum of Understanding (MOU) signed on 8 May 2009 and
shareholders’ resolution No. 3-1 signed on April 22, 2012. This loan had no specified repayment terms and forms a part
of an arrangement to increase the equity of GPC from SR 125 million to SR 250 million affected by shareholder’s loan at
their respective ownership percentage. The equity structure of GPC following this arrangement is SR 250 million of which
SR 125 million is share capital and SR 125 million as shareholder’s contribution in form of interest free loan for the
purpose of increasing its capital to SR 250 million in the future. During year 2018, the associate had increased its capital
by this loan, to reach a capital balance of SR 250 million.

5.3 Investment at fair value through profit or loss

Investment at fair value through profit or loss represented the Group share of 20% share in Chemical Development
Company Limited (CDC), a holding company whose purpose is to develop strategic industrial projects. Investment was
having a carrying value of 66.6 million before impairing it in 2016 and based on an impairment study, SR 43 million of
this investment was impaired and adjusted against the consolidated statement of profit or loss for the year ended December
31, 2016. During the year 2017, a further assessment was made by management with respect to this investment, taking in
consideration the current status of the Company and its future viability and accordingly in 4th quarter Board of Directors
has decided to impair the remaining balance of this investment of SR 23.6 million, as the investment amount in light of
the existing circumstances is deemed to be unrecoverable.

On adoption of IFRS 9 this investment has been reclassified from investment available for sale to investment at fair value
through profit or loss, considering all required transition affects.
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

6. TRADE AND OTHER RECEIVABLES

Trade and other receivables comprise of the following:

September 30, December 31,
2019 2018
Note (Un-audited) (Audited)
SR SR
Trade receivables 153,620,570 115,822,224
Revenue recognized in excess of billings 46,636,658 61,295,646
Allowance for impairment for trade receivables (6,119,998) (6,704,798)
Trade receivables, net 194,137,230 170,413,072
Due from related parties 11(A) 554,773 6,977,207
Prepayments and advances to suppliers 18,511,674 13,027,528
Value added tax 587,628 1,669,207
Employee loans 12,501,519 17,413,192
Other receivables 596,153 627,628
226,888,977 210,127,834
Less: non-current portion of employee loans (8,174,803) (10,380,361)
Total current receivables 218,714,174 199,747,473
Movement in the allowance for impairment for trade receivables is as follows:
September 30, December 31,
2019 2018
(Un-audited) (Audited)
SR SR
Opening balance 6,704,798 4,255,184
(Reversal) / allowance for the period / year (573,950) 2,453,398
Bad debts written off (10,850) (3,784)
Closing balance 6,119,998 6,704,798
7. BORROWINGS
7.1 The detail of non-current borrowings as at period / year end is as follows:
September 30, December 31,
2019 2018
(Un-audited) (Audited)
SR SR
Saudi Industrial Development Fund (“SIDF”’) loans 126,606,376 142,497,307
Long term Murabaha loans - 30,152,533
Total long term loans 126,606,376 172,649,840
Current portion of SIDF loans (41,559,571) (37,747,651)
85,046,805 134,902,189
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SAUDI STEEL PIPES COMPANY

(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

7. BORROWINGS (Continue)

7.2 The detail of current borrowings as at period / year end is as follows:

September 30, December 31,
2019 2018
(Un-audited) (Audited)
SR SR
Overdraft 5,257,674 5,434,230
Short term Murabaha loans 157,515,303 133,694,602
Total short term loans 162,772,977 139,128,832
Current portion of SIDF loans 41,559,571 37,747,651
204,332,548 176,876,483
The term of finances are as under:
Balance Number of Payment
Loan Name In SR Type of loan installments term Period Mark up
October 2019 to| Follow-up cost
SIDF — | 96,879,046 Long-term 6 Semi-annual March 2022 | every 6 month
June 2019to | Follow-up cost
SIDF -1 29,727,330 Long-term 6 Semi-annual May 2022 every 6 month
Total SIDF 126,606,376
From 3to 6 SIBOR+1.10%
Murabaha Loan 157,515,303 Short-term - months - to 2.50%
Overdraft 5,257,674 Short-term - - - 9%
Total Borrowings 289,379,353
8. LEASE LIABILITY
Movement in lease liability is as follows:
Leasehold
Vehicle land Total
SR SR SR
Balance as at December 31, 2018 (audited) 212,253 - 212,253
Impact of adoption of IFRS 16 (Note 3.6.1 (B)) - 7,571,419 7,571,419
Balance as at January 1, 2019 212,253 7,571,419 7,783,672
Interest accrued during the period 63,879 187,021 250,900
Installments paid during the period - (98,400) (98,400)
Lease liability recognized as at September 30, 2019 276,132 7,660,040 7,936,172
Of which are
Current lease liabilities 276,132 639,677 915,809
Non-current lease liabilities - 7,020,363 7,020,363
276,132 7,660,040 7,936,172

16




SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

9. TRADE AND OTHER PAYABLES
Trade and other payables comprise of the following:

September 30, December 31,

2019 2018

Note (Un-audited) (Audited)
SR SR
Trade payables 149,600,410 152,278,755
Due to a related party 11(B) 86,160 159,799
Warranty provision - 1,517,500
Provision for liability against guarantee to an investee company 91 30,000,000 30,000,000
Accrued expenses 15,371,788 19,494,562
Other liabilities 9,965,453 10,946,566
205,023,811 214,397,182

9.1 Management had provided a corporate guarantee to one of its investee companies in the past. Investment in this
Company has been fully impaired in previous years due to the Company’s inactive status and its future viability in light of
the existing circumstances at the date of impairment, where investment was deemed to be unrecoverable. Shareholders of
the investee has decided in the previous year not to support the company and accordingly, assessed various options in this
regard. In the year 2018, based on these circumstances and the existing status of the Company, the Group’s Board of
Directors accordingly considered the whole guarantee balance amounting to SR 30 million to be a liability on the Group
and hence was adjusted to the Group’s consolidated statement of profit or loss and other comprehensive income in the

previous year.

10. SEGMENTAL REPORTING

The accounting policies used by the Group in reporting segments internally for the period ended September 30, 2019 are

the same as explained in consolidated financial statements for the year ended December 31, 2018.

The Group’s operations consist of the following operating segments:

Process

Steel pipes equipment  Unallocated Total
As at September 30, 2019 (Un-audited) SR SR SR SR
Non-current assets 580,223,883 20,266,599 102,602,763 703,093,245
Total Assets 907,389,686 91,051,809 102,730,880 1,101,172,375
Total liabilities 375,383,115 188,696,168 1,611,970 565,691,253
Nine month period ended September

30,2019 (Un-audited)

Revenue 442 725,224 72,233,290 - 514,958,514
Cost of revenue (421,933,755) (79,487,467) - (501,421,222)
Loss for the period (10,516,279) (17,444,360) 3,998,669 (23,961,970)
Share of profit in associate - - 6,121,041 6,121,041
Unallocated other expenses - - (2,122,372) (2,122,372)
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

10. SEGMENTAL REPORTING (Continued)

Process

Steel pipes Equipment  Unallocated Total
As at December 31, 2018 (Audited) SR SR SR SR
Non-current assets 607,415,836 19,916,643 96,481,720 723,814,199
Total Assets 930,362,803 125,361,702 96,481,720 1,152,206,225
Total liabilities 522,748,714 67,585,273 2,429,146 592,763,133
Nine month period ended September 30,

2018 (Un-audited)

Revenue 421,201,839 38,707,819 - 459,909,658
Cost of revenue (411,591,548) (43,775,347) - (455,366,895)
Share of loss in an associate - - (5,536,236) (5,536,236)
Loss for the period (43,761,407) (14,257,344)  (7,993,766) (66,012,517)
Unallocated other expenses - - (2,457,530) (2,457,530)

Geographical segment

A geographical segment is a Group of assets, operations or entities engaged in revenue producing activities within a par-
ticular economic environment that are subject to risks and returns different from those operating in other economic envi-
ronments. The Group’s operation is conducted mainly in the Kingdom of Saudi Arabia. The selected financial information
covering the revenue as at September 30, 2019 and September 30, 2018, categorized by these geographic segments is as
follows:

September 30, September 30,

2019 2018

(Un-audited) (Un-audited)

SR SR
Saudi Arabia 499,053,784 427,911,639
Other countries 15,904,730 31,998,019
514,958,514 459,909,658

TRANSACTIONS WITH A MAJOR CUSTOMER

Revenue from one major customer accounted for 60% of the total revenue for the period (53.29% for period ended Sep-
tember 30, 2018).

11. RELATED PARTIES’ TRANSACTIONS AND BALANCES

Parties are considered to be related if one party has the ability to control the other party or exercise significant influence
over the other party in making financial and operating decisions. Related parties consist of the shareholders, directors and
businesses in which shareholders and directors, individually or combined, have significant influence. The Group’s
transactions with related parties are entered at arm’s length basis in a normal course of business and are authorized by the
management.

Relationshi

Former shareholder
Former shareholder
Shareholder

Affiliate

Shareholder / affiliate

Company

Rabiah & Nassar Group

Saudi Pan Gulf

Hu Steel Co., Ltd.

Chemical Development Company

Tenaris Saudi Arabia Co. Ltd (“TESA”) and its affiliates
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

11. RELATED PARTIES’ TRANSACTIONS AND BALANCES (Continued)

The significant transactions with related parties during the period are as follows:

Nine months Nine months
period ended period ended
Nature of September 30, September30,
2019 2018
Related party transaction (Un-audited) (Un-audited)
SR SR
Rabiah & Nassar Group Sales 369,084 1,648,639
Saudi Pan Gulf Sales 1,567,246 8,122,296
Hu Steel Company Ltd. Service rendered 590,111 -
Silco Tube S.A (TESA affiliate) Purchases 3,945,000 -
Tenaris Saudi Arabia Ltd Service fee 554,773 -
(A) Balances receivable from related parties are as follows:
September 30, December 31,
2019 2018
(Un-audited) (Audited)
SR SR
Tenaris Saudi Arabia Ltd 554,773 -
Saudi Pan Gulf - 5,808,133
Rabiah & Nassar Group - 1,169,074
554,773 6,977,207
(B) Balances payable to a related party is as follows:
September 30 December 31
2019 2018
(Un-audited) (Audited)
SR SR
Hu Steel Company Ltd. 86,160 159,799
86,160 159,799

The transactions with related parties Rabiah & Nissar Group and Saudi Pan gulf represents transactions up to January 21,
2019 (The date of change in ownership/directorship- refer to Note 13) and the receivable balances from / to these former

related parties at the same date had been re-classified to trade receivables.
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

12. LOSS PER SHARE

Basic loss per share is calculated by dividing the earnings attributable to ordinary shareholders of the Group by the
weighted average number of ordinary shares outstanding during the period. With regard to diluted loss per share, the
weighted average number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary
shares, which includes issuance of Employee Share Option Program (ESOP) and conversion of treasury shares into
ordinary shares.

Loss per share are represented as follows:

Three Months Period Ended Nine Months Period Ended

September September
September 30, September 30, 30, 30,
2019 2018 2019 2018
(Un-audited) (Un-audited) (Un-audited) (Un-audited)
Basic loss per share (0.28) (0.48) (0.47) (1.32)
Loss for the period (14,121,491) (24,149,066) (23,961,970) (66,012,517)
Weighted average number of outstanding
shares 50,546,685 50,540,508 50,546,685 50,540,508
Diluted loss per share (0.28) (0.47) (0.47) (1.29)
Loss for the period (14,505,643) (24,149,066) (23,961,970) (66,012,517)
Weighted average number of outstanding
shares 51,000,000 51,000,000 51,000,000 51,000,000
Reconciliation of Weighted average
number of outstanding shares
Number of issued shares 51,000,000 51,000,000 51,000,000 51,000,000
Less: Treasury shares - shares kept for
the employee share program (762,812) (762,812) (762,812) (762,812)
Add: Weighted average number of shares
issued to employees 309,497 305,123 309,497 305,123
Number of outstanding shares 50,546,685 50,542,311 50,546,685 50,542,311
Weighted average number of
outstanding shares 50,546,685 50,540,508 50,546,685 50,540,508
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SAUDI STEEL PIPES COMPANY
(A SAUDI JOINT STOCK COMPANY)

NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
FOR THE THREE MONTHS AND NINE MONTHS PERIOD ENDED SEPTEMBER 30, 2019

13. SIGNIFICANT EVENT

During the year 2018, a group of shareholders of the Group have entered into a non-binding memorandum of understanding
(the MOU) with a strategic investor to consider the possibility of an acquisition of shares by the strategic investor from
this group of shareholders. The transaction was to involve the purchase of 45% to 49% of the share capital of the Group
by the strategic investor.

On September 25, 2018, Saudi Steel Pipe Company (the Company) was informed that Rabiah & Nassar Group and a group
of minority shareholders have entered into a share sale and purchase agreement with Tenaris Saudi Arabia Co. Ltd.
(Tenaris), a wholly owned subsidiary of Tenaris S.A., a company organized under the laws of the Grand-Duchy of
Luxembourg, for the sale of 24,374,513 shares in the Company to Tenaris, which represents 47.79% of the share capital
of the Company at a price of SAR 22.20 per share (“the SPA”).

This transaction was completed on January 21, 2019 after obtaining the relevant regulatory approvals and the satisfaction
of other conditions in accordance with the SPA.

14. ABSORPTION OF ACCUMULATED LOSSES

As at December 31, 2018, the accumulated losses of the Group had reached to SR 126.8 million. In the meeting of board
of directors dated March 17, 2019, the board members unanimously resolved to absorb the whole amount of these
accumulated losses as at December 31, 2018 by transferring the same amount from share premium to accumulated losses.
The resolution was later ratified by the shareholders in their general assembly meeting dated May 7, 2019.

15. PRIOR YEAR RECLASIFICATIONS

Certain comparative figures for prior periods have been reclassified to conform with the presentation in the current period.

16. APPROVAL OF THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

The condensed consolidated interim financial statements were approved by the board of directors and authorized for issue
on October 30, 2019.
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