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Report on review of condensed consolidated interim financial
information

To the Shareholders of Middle East Company for Manufacturing and Producing Paper:
(A Saudi Joint Stock Company)

Introduction

We have reviewed the accompanying condensed consolidated interim statement of financial position of
Middle East Company for Manufacturing and Producing Paper as of March 31, 2019 and the related
condensed consolidated statements of comprehensive income, changes in equity and cash flows for the
three-month period then ended and notes, comprising a summary of significant accounting policies and
other explanatory notes. Management is responsible for the preparation and presentation of this condensed
consolidated interim financial information in accordance with International Accounting Standard 34 -
“Interim Financial Reporting” (IAS 34), as endorsed in the Kingdom of Saudi Arabia. Our responsibility is
to express a conclusion on this condensed consolidated interim financial information 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 interim financial information 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 information is not prepared, in all material respects, in accordance
with IAS 34, as endorsed in the Kingdom of Saudi Arabia.
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MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER

(A Saudi Joint Stock Company)

Condensed consolidated interim statement of financial position

As at March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

Assets

Non-current assets

Property, plant and equipment
Right-of-use assets

Intangible assets

Derivative financial instruments
Total non-current assets

Current assets

Inventories

Trade receivables

Prepayments and other receivables

Other current assets

Financial asset at fair value through profit or loss
Cash and cash equivalents

Total current assets

Total assets

Equity and liabilities
Equity

Share capital
Statutory reserve
Treasury shares
Retained earnings
Total equity

Liabilities

Non-current liabilities

Long-term borrowings

Lease liabilities

Employees' end of service benefits
Total non-current liabilities

Current liabilities

Zakat payable

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

Trade and other payables

Other current liabilities

Total current liabilities

Total liabilities

Total equity and liabilities

The acc anying notes from 1 to 15 form an integral part of this condensed consolidated

March 31, December 31,

2019 2018

(Unaudited) (Audited)

Note

5 1,043,500,986 1,040,868,466
6 48,577,825 g
3,190,150 3,580,821

1,265,667 2,064,063

1,096,534,628 1,046,513,350
208,372,019 213,933,195

215,747,569 156,877,366

14,709,224 15,046,939

46,921,694 43,948,837

24,555 524,256

36,470,978 28,842,546

522,246,039 459,173,139
1,618,780,667 1,505,686,489
500,000,000 500,000,000

84,185,979 83,607,622
(6,816,812) (6,816,812)

164,727,467 174,522,254

732,096,634 751,313,064

7 346,505,290 360,361,646
8 41,283,284 -
40,584,048 39,912,063

428,372,622 400,273,709

9 4,183,234 4,020,197
7 129,310,584 128,352,211
8 6,478,666 -
220,017,363 128,301,031

93,736,346 90,097,948

4,585,218 3,328,329

458,311,411 354,099,716

886,684,033 754,373,425

1,618,780,667

1,505,686,489

ncial information.

Chiéf Financial Officer

Chief Executive Officer




MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Condensed consolidated interim statement of comprehensive income

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

March 31, March 31,
2019 2018
Note (Unaudited) (Unaudited)
Revenue 181,843,811 225,010,958
Cost of revenue (142,518,975) (162,906,717)
Gross profit 39,324,836 62,104,241
Selling and distribution expenses (11,817,898) (9,974,893)
General and administrative expenses (14,333,405) (16,788,139)
Impairment losses on financial assets (332,672) (900,000)
Fair value (loss) / gain on derivative financial instruments (798,396) 584,673
Other income, net 270,128 60,517
Operating profit 12,312,593 35,086,399
Finance costs (6,365,986) (6,304,266)
Profit hefore zakat 5,946,607 28,782,133
Zakat expense 9 (163,037) (706,043)
Profit for the period 5,783,570 28,076,090
Other comprehensive income items that will not be reclassified to
profit or loss:
Actuarial gain on re-measurement of employee benefit obligations - -
Total comprehensive income for the period 5,783,570 28,076,090
Earnings per share
Basic and diluted earnings per share 10 0.12 0.56

The accompanying notes from 1 to 15 form an integral part of this condensed consolidated interim financial information.
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Chief Financial Officer Chief Executive Officer Authorized Member of Board




MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER

A Saudi Joint Stock Company)

Condensed consolidated interim statement of changes in equity

For the three-month period ended March 31, 2019
(Expressed in Saudi Riyals unless otherwise stated)

Balance as at January 1, 2019 (Audited) 500,000,000

Profit for the period &
Other comprehensive income for the period -

Total comprehensive income for the period -
Transfer to statutory reserve B
Dividends paid -

Balance as at March 31, 2019 (Unaudited) 500,000,000

Balance as at January 1, 2018 (Audited) 500,000,000

Profit for the period -
Other comprehensive income for the period -

Total comprehensive income for the period -
Transfer to statutory reserve -

Statutory  Treasury Retained
Share capital reserve shares earnings Total
83,607,622 (6,816,812) 174,522,254 751,313,064
. - 5,783,570 5,783,570
: . 5,783,570 5,783,570
578,357 - (578,367) ;
- - (25,000,000) (25,000,000)
84,185,979 (6,816,812) 154,727,467 732,096,634
73,663,228 - 148,716,962 722,380,190
- - 28,076,090 28,076,090
- - 28,076,090 28,076,090
2,807,609 - (2,807,609) -
76,470,837 - 173,985,443 750,456,280

Balance as at March 31, 2018 (Unaudited) 500,000,000

The accompanying notes from 1 to 15 forman integral part of this condensed consolidated interim financial information.

Chief Financial Officer Chief Executive Officer

@;—;@

Authorized Member of Board




MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Condensed consolidated interim statement of cash flows
For the three-month period ended March 31, 2019
(Expressed in Saudi Riyals unless otherwise stated)

Cash flows from operating activities
Profit before zakat
Adjustments for:
Depreciation and amortization
Finance costs

Allowance for impairment of trade receivables

Allowance for slow moving inventories

Employees' end of service benefits provision

Fair value loss / (gain) on derivative financial instruments

Fair value gain on financial asset at fair value through profit or loss

Changes in operating assets and liabilities:

Inventories

Trade receivables

Prepayments and other receivables
Other current assets

Trade and other payables

Other current liabilities

Cash (utilized in) / generated from operations

Finance costs paid
Employees’ end of service benefit paid

Net cash (outflow) / inflow from operating activities

Cash flows from investing activities
Acquisition of property and equipment

Proceeds from sale of investment at fair value through profit or loss
Net cash outflow from investing activities

Cash flows from financing activities
Net change in short-term borrowings
Repayments of long-term borrowings
Principal elements of lease payments

Dividends paid

Net cash inflow / (outflow) from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

The accompgnying notes from 1 to 15 form an integral part of this condensed consolidated interi

ST —

March 31, March 31,
2019 2018
(Unaudited) (Unaudited)
5,946,607 28,782,133
23,895,178 21,557,994
6,365,986 6,304,266
332,671 900,000
900,000 900,000
1,556,588 1,319,662
798,396 (584,673)
(299) (2,278)
4,661,176 8,181,582
(59,202,874) (33,470,353)
(587,404) (334,640)
(2,972,857) 2,291,754
3,583,642 17,002,723
1,600,734 (208,493)
(13,122,556) 52,639,677
(6,907,721) (4,749,620)
(884,603) (448,137)
(20,914,880) 47,441,920
(23,760,450) (8,346,818)
500,000 -
(23,260,450) (8,346,818)
91,596,125 (17,934,420)
(12,404,763) (15,791,858)
(2,387,600) -
(25,000,000) -
51,803,762 (33,726,278)
7,628,432 5,368,824
28,842,546 31,015,660
36,470,978 36,384,484

Chief Financial Officer

Chief Executive Officer

financial information.

Authorized Member of Board



MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

General information

Middle East Company for Manufacturing and Producing Paper (“MEPCQO” or the “Company”) and its subsidiaries
(collectively the “Group”) are engaged in production and sale of container board and industrial paper. MEPCO is a Saudi
Joint stock Company incorporated and operating in the Kingdom of Saudi Arabia.

The Company obtained its Commercial Registration No. 4030131516 on Rajab 3, 1421H, (September 30, 2000). During
the year 2012, the legal status of the Company converted from a limited liability company into a Saudi Closed Joint Stock
Company. The Ministry of Commerce approved the conversion of the Company to a Saudi Closed Joint Stock Company
by Ministerial Decision No. 44 dated Safar 14, 1433H (January 8, 2012). The Company’s application for its initial public
offering was accepted by the Capital Market Authority (CMA) on Jumad-ul-Awal 25, 1436H (March 16, 2015). The
Company was converted to Saudi Joint Stock Company on Rajab 14, 1436H (May 3, 2015).

At March 31, 2019 the Company had investments in the following subsidiaries (collectively referred to as “Group”).

Country of
Subsidiary name incorporation Principal business activity Ownership interest

Waste Collection and Recycling Saudi Arabia Whole and retail sales of paper, carton

0,
Company Limited and plastic waste 100%

Special Achievements Company Saudi Arabia Whole and retail sales of used papers, 97% Directly 3% indirectly
Limited carton and plastic products Effectively 100%

During 2018, the Company had started the process to transfer the 3% shareholding of WASCO and SACO in each other
to the Company. The transfer of SACO’s 3% shareholding in WASCO to the Company was completed during 2018.
However, the legal formalities for the transfer of WASCO'’s 3% shareholding in SACO to the Company are under process
as of the date of the issuance of the condensed consolidated interim financial information.

Basis of preparation

2.1 Statement of compliance

The condensed consolidated interim financial information of the Company has been prepared in compliance with
International Accounting Standard 34 - Interim Financial Reporting (IAS 34) as endorsed by Saudi Organization for
Certified Public Accountants (SOCPA) in the Kingdom of Saudi Arabia as well as other standards and pronouncements
issued by SOCPA.

The condensed consolidated interim financial information does not include all the information and disclosures required
in the annual consolidated financial statements and should be read in conjunction with the annual financial statements
for the year ended December 31, 2018. IAS 34 states that the condensed interim financial information is intended to
provide an update on the latest complete set of annual financial statements. Hence, IAS 34 requires less disclosure in
interim financial information than IFRS requires in annual financial statements.

2.2 Accounting convention / Basis of measurement

The condensed consolidated interim financial information has been prepared on a historical cost basis except for
derivative financial instruments and investment at fair value through profit or loss which are measured at fair value, and
the defined benefit obligation which is recognised at the present value of future obligations using the Projected Unit
Credit Method. This condensed consolidated interim financial information is presented in Saudi Arabian Riyals (Saudi
Riyals).

2.3 New and ammended standards adopted by the Group

The Group has adopted International Financial Reporting Standard 16 Leases (IFRS 16) from January 1, 2019. This
note explains the impact of the adoption of IFRS 16 on the Group’s financial statements and discloses the new accounting
policies that have been applied from January 1, 2019 in Note 3 below.

The Group has adopted IFRS 16 retrospectively from January 1, 2019, but has not restated comparatives for the year-
ended December 31, 2018, as permitted under the specific transitional provisions in IFRS 16. The reclassifications and
the adjustments arising from the new leasing rules are therefore recognised in the opening balance sheet at January 1,
2019.



MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

a) Adjustments recognised on adoption of IFRS 16

On adoption of IFRS 16, the Group recognised lease liabilities in relation to leases which had previously been classified
as ‘operating leases’ under the principles of IAS 17 Leases. These liabilities are now measured at the present value of
the remaining lease payments, discounted using the Group’s incremental borrowing rate as of January 1, 2019. The
weighted average Group’s incremental borrowing rate applied to the lease liabilities on January 1, 2019 was 3.83%.

January 1,

2019

Operating lease commitments as at January 1, 2019 61,820,358
Discounting impact using the lessee’s incremental borrowing rate

at January 1, 2019 (date of initial application) (9,884,100)

Less: short-term leases recognised on a straight-line basis as expense (1,954,743)

Lease liability recognised as at January 1, 2019 49,981,515

Classified as:

Current lease liabilities 6,478,666

Non-current lease liabilities 43,502,849

49,981,515

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 recognised in the statement of financial position as at
January 1, 2019. There were no onerous lease contracts that would have required an adjustment to the right-of-use
assets at January 1, 2019 (date of initial application).

March 31, January 1,
2019 2019

The recognised right-of-use assets relate to the following types of assets:
Land 45,783,033 47,168,541
Buildings 2,794,792 3,307,027
Total right-of-use assets 48,577,825 50,475,568

The change in accounting policy affected the following items in the statement of financial position on January 1, 2019:

right-of-use assets — increase by Saudi Riyals 50.48 million
prepayments — decrease by Saudi Riyals 0.92 million
lease liabilities — increase by Saudi Riyals 49.98 million.
other liabilities — decrease by Saudi Riyals 0.34 million.

There is no net impact on retained earnings on January 1, 2019 as a consequence of change in accounting policy.

b) Impact on segment disclosures and earnings per share

Segment assets and segment liabilities for March 31, 2019 are increased as a result of the adoption of IFRS 16. The
following segments were affected by the change in policy:

Manufacturing Trading Eliminations Total
For the three-month period ended March 31, 2019
Impact on assets 747,541 46,411,711 (37,546) 47,121,706
Impact on liabilities 703,156 46,374,165 - 47,077,321

Earnings per share increased by Saudi Riyal 0.0009 per share for the three-month period to March 31, 2019 as a result
of the adoption of IFRS 16.

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

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

e reliance on previous assessments on whether leases are onerous;

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

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

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

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.

7



MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

2.4 Standards and interpretations issued but not yet applied by the Group

There are no other relevant standards, amendments or interpretations issued by IFRS Interpretation Committee that are
not yet effective that would be expected to have a material impact on the Group’s consolidated financial information.

2.5 Use of judgments and estimates

Preparation of the Group’s condensed consolidated interim financial information requires management to make
judgments, estimates and assumptions that affect the reported amounts of revenues, expenses, assets, liabilities and
accompanying disclosures. Uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of the asset or liability affected in future periods.

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date, that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next
financial period. The Group based its assumptions and estimates on parameters available when the condensed
consolidated interim financial information was prepared. Existing circumstances and assumptions about future
developments, however, may change due to market changes or circumstances arising beyond the control of the Group.
Such changes are reflected in the assumptions when they occur.

Significant accounting policies

The accounting policies adopted by the Group for the preparation of the condensed consolidated interim financial
information are consistent with those followed in preparation of the Group’s annual consolidated financial statements for
the year ended December 31, 2018, except for accounting policies related to the new standard adopted by the Group
effective as of January 1, 2019 (see Note 2.3).

3.1 Leases

The Group leases various accommodation, warehouses buildings and landfills. Rental contracts are typically made for
fixed periods of 1 to 15 years. Lease terms are negotiated on an individual basis and contain a wide range of different
terms and conditions. The lease agreements do not impose any covenants, but leased assets may not be used as
security for borrowing purposes.

Until the 2018 financial year-end, leases of property, plant and equipment were classified as operating leases. Payments
made under operating leases (net of any incentives received from the lessor) were charged to the statement of
comprehensive income on a straight-line basis over the period of the lease.

From January 1, 2019, leases are recognised as a right-of-use asset and a corresponding liability at the date at which
the leased asset is available for use by the Group. Each lease payment is allocated between the liability and finance
cost. The finance cost is charged to the statement of 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.

Assets and liabilities arising from a lease are initially measured on present value. Lease liabilities include the net present
value of the following lease payments:

o fixed payments (including in-substance fixed payments), less any lease incentives receivable;

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

e the exercise price of a purchase option if the lessee is reasonably certain to exercise that option; and

e payments of penalties for terminating the lease, if the lease term reflects the lessee exercising that option.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be determined, the
lessee’s incremental borrowing rate is used, 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.

Right-of-use assets are measured at cost comprising the following:

the amount of the initial measurement of lease liability;

any lease payments made at or before the commencement date less any lease incentives received;
any initial direct costs; and

restoration costs.

Payments associated with short-term leases and leases of low-value assets are recognised on a straight-line basis as
an expense in the statement of comprehensive income. Short-term leases are leases with a lease term of 12 months or
less.

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

8



MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

Operating segments

The Group has two operating and reportable segments, as described below, which are the Group’s strategic business
units. The strategic business units offer different products and services, and are managed separately because they
require different marketing strategies. For each of the strategic business units, the Group’s top management reviews
internal management reports on at least a quarterly basis. The following summary describes the operations in each of
the Group’s reportable segments:

e  Manufacturing segment represents manufacturing of container board and industrial paper.
e Trading segment represents wholesale and retail sales of paper, carton and plastic waste.

Segment results that are reported to the top management (Chairman Board of Directors, Chief Executive Officer (CEO),
Chief Operating Officer (COOQ) and Chief Financial Officer (CFQ)) include items directly attributable to a segment as well
as those that can be allocated on a reasonable basis.

Information regarding the results of each reportable segment is included below. Performance is measured based on
segment revenues and profit (loss) before zakat, as included in the internal management reports that are reviewed by
the top management. The following table presents segment information for the three months period ended March 31,
2019:

Manufacturing Trading Elimination Total
Operating segment results for the
three-month period ended March 31, 2019
(Unaudited)
Revenues 176,270,724 70,971,416 (65,398,329) 181,843,811
External revenues 176,270,724 5,573,087 - 181,843,811
Segment profit before zakat 5,824,991 4,901,692 (4,780,076) 5,946,607
Financial charges 6,197,951 168,035 - 6,365,986
Depreciation and amortization 20,010,914 3,884,264 - 23,895,178
Operating segment results for the
three-month period ended March 31, 2018
(Unaudited)
Revenues 219,218,859 72,348,557 (66,556,458) 225,010,958
External revenues 219,218,859 5,792,099 - 225,010,958
Segment profit (loss) before zakat 28,782,133 (5,742,679) 5,742,679 28,782,133
Financial charges 6,304,266 - - 6,304,266
Depreciation and amortization 18,882,928 2,675,066 - 21,557,994
As of March 31, 2019
(Unaudited)
Total assets 1,5635,848,626 162,349,328 (79,417,287) 1,618,780,667
Total liabilities 803,751,992 103,664,514 (20,732,473) 886,684,033
As of December 31, 2018
(Audited)
Total assets 1,468,929,782 113,672,108 (76,915,401) 1,505,686,489
Total liabilities 717,616,718 59,767,370 (23,010,663) 754,373,425

The Group makes sales in local and foreign markets in Middle East, Africa, Asia and Europe. Export sales during the
three-month period ended March 31, 2019 amounted to Saudi Riyals 81.58 million (three-month period ended March 31,
2018: Saudi Riyals 91.01 million). Local external sales in Saudi Arabia, during the three-month period ended March 31,
2019 amounted to Saudi Riyals 100.27 (three-month period ended March 31, 2018: Saudi Riyals 134.00 million).



MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)
Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

Property, plant and equipment

Buildings Machinery Capital
and mobile and Furniture Motor work-in-
Land cabinets equipment and fixtures vehicles progress Total
At January 1, 2019
Cost 98,020,400 180,397,142 1,416,686,116 28,856,911 44,519,616 51,729,911 1,820,210,096
Accumulated depreciation - (52,430,375) (664,616,814) (25,650,882) (36,643,559) (779,341,630)
Net book value 98,020,400 127,966,767 752,069,302 3,206,029 7,876,057 51,729,911 1,040,868,466
Three-month period
ended March 31, 2019
Opening net book value 98,020,400 127,966,767 752,069,302 3,206,029 7,876,057 51,729,911 1,040,868,466
Additions - 74,160 7,171,560 420,252 2,077,840 14,495,472 24,239,284
Transfers - 22,429 - - (22,429) -
Depreciation charge - (1,454,858) (19,148,372) (343,170) (660,364) - (21,606,764)
Closing net book value 98,020,400 126,586,069 740,114,919 3,283,111 9,293,533 66,202,954 1,043,500,986
At March 31, 2019
Cost 98,020,400 180,471,302 1,423,880,105 29,277,163 46,597,456 66,202,954 1,844,449,380
Accumulated depreciation - (53,885,233) (683,765,186) (25,994,052) (37,303,923) (800,948,394)
Net book value 98,020,400 126,586,069 740,114,919 3,283,111 9,293,533 66,202,954 1,043,500,986

During the three month period ended March 31, 2019, finance costs amounting to Saudi Riyals 0.48 million were
capitalized as part of property, plant and equipment (2018: Saudi Riyals 0.21 million).

Capital work-in-progress as of March 31, 2019 includes costs incurred related to the ongoing projects for plant and
machinery. The projects are expected to complete during first quarter of 2020. Also see Note 9 for capital commitments.

All land, buildings and mobile cabinets, machinery, equipment, furniture and fixtures relating to the Company are pledged
as collateral to Saudi Industrial Development Fund (SIDF) as a first degree pledge (see Note 6).

Right of use assets

At January 1, 2019

Cost

Accumulated depreciation
Net book value

Three-month period ended March 31, 2019

Opening net book value
Depreciation charge
Closing net book value

At March 31, 2019

Cost

Accumulated depreciation
Net book value

10

Leased Land Buildings Total
47,168,541 3,307,027 50,475,568
47,168,541 3,307,027 50,475,568
47,168,541 3,307,027 50,475,568
(1,385,508) (512,235)  (1,897,743)
45,783,033 2,794,792 48,577,825
47,168,541 3,307,027 50,475,568
(1,385,508) (512,235)  (1,897,743)
45,783,033 2,794,792 48,577,825




MIDDLE EAST COMPANY FOR MANUFACTURING AND PRODUCING PAPER
(A Saudi Joint Stock Company)

Notes to the condensed consolidated interim financial information

For the three-month period ended March 31, 2019

(Expressed in Saudi Riyals unless otherwise stated)

Long-term borrowings
March 31, December 31,

2019 2018
Saudi Industrial Development Fund (SIDF) 105,913,461 106,379,698
Islamic banking facilities (Tawarruq) 369,902,413 382,334,159
Long-term borrowings 475,815,874 488,713,857
Less: current portion shown under current liabilities (129,310,584) (128,352,211)
Long term borrowings shown under non-current liabilities 346,505,290 360,361,646

(@) The Company signed a loan agreement with SIDF amounting to Saudi Riyals 255 million in 2012 to partially finance
the construction of manufacturing lines within the Company’s production facility. This loan was fully utilized as of
December 31, 2015. The loan was fully repaid during 2018.

During the year 2013, the Company signed another loan agreement with SIDF amounting to Saudi Riyals 124.7
million to finance the construction of manufacturing facilities. This loan was also fully utilized as of December 31,
2017. The loan is repayable in unequal semi-annual instalments up to March 2022.

Upfront fees were deducted at the time of receipt of the loans. These fees are amortised over the periods of
respective loans. The loans bear a follow up fee to be paid on periodic basis. Under the terms of the SIDF loan
agreement, the Company’s property, plant and equipment are pledged as collateral to SIDF.

(b) The Company has also obtained long-term credit facilities from commercial banks. These loans bear financial
charges based on prevailing market rates in Saudi Arabia and United Kingdom (LIBOR).

Upfront fees were deducted at the time of receipt of loans from commercial banks, which are amortised over the
period of the respective loans. These loans are repayable up to the year 2023.

The above loans and facilities include certain financial covenants which require the Company to maintain certain levels
of current and leverage ratios and certain restriction on dividend distribution.

Lease liabilities

Movement in lease liabilities is summarized as follows:

March 31,

2019

At January 1, 2019 49,981,515
Payments made (2,387,600)
Interest charged 168,035
At March 31, 2019 47,761,950

The scheduled maturities of the lease liabilities as of period ended March 31, 2019 are as follows:

Principal Net lease

amount Interest liabilities
Current portion 7,449,150 (970,484) 6,478,666
Non-current portion 50,047,220 (8,763,936) 41,283,284

57,496,370 (9,734,420) 47,761,950

Zakat

9.1 Components of zakat base

The Company and its subsidiaries file separate zakat declarations which are filed on an unconsolidated basis. The
significant components of the zakat base of each company under zakat and income tax regulations are principally

comprised of shareholder’s equity, provisions at the beginning of the year, long-term borrowings and adjusted net
income, less deductions for the adjusted net book value of property, plant and equipment and certain other items.
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9.2 Provision for zakat
March 31, December 31,
2019 2018
At the beginning of the year 4,020,197 3,006,659
Provisions
- Provision for the current period 163,037 4,020,197
- Adjustment related to prior years - (1,247,284)
Payments - (1,759,375)
At the end of the year 4,183,234 4,020,197
9.3 Status of final assessments

The zakat position of the Group is finalized till December 31, 2008.

During 2016 the Company received additional zakat assessments amounting Saudi Riyals 16.54 million for the years
2009 to 2012. The Company has settled an amount of Saudi Riyals 0.04 million on the non-objected items and submitted
an objection against the remaining balance amount. During 2019, the GAZT has issued a revised assessment reducing
the claim amount to Saudi Riyals 6.83 million. The Company is in process of submitting the objection against the revised
assessment. Management believes that the ultimate outcome of this matter will not result in any material additional
liability to the Company. The zakat declarations of the Company for the years 2013 to 2017 are filed with the GAZT and
unrestricted zakat certificates have been obtained. Further, the Company is in process of submitting its zakat declaration
for the year 2018.

The zakat declarations of WASCO and SACO for the years 2009 to 2017 are currently under review by the GAZT.
Earnings per share
The Group presents basic and diluted earnings per share (EPS) for its ordinary shares. Basic EPS is calculated by

dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of
ordinary shares outstanding during the period.

March 31, March 31,

2019 2018

Profit for the three-month period ended 5,783,570 28,076,090
Weighted average number of shares 49,700,000 50,000,000
Basic and diluted earnings per share 0.12 0.56

Fair value of assets and liabilities

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

When measuring the fair value of an asset or liability, the Group uses observable market data as far as possible. Fair
values are categorized into different levels in a fair value hierarchy based on the inputs used in the valuation techniques
as follows:

. Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

[ Level 2: inputs other than quoted prices included level 1 that are observable for the asset or liability, either directly
(i.e. as prices) or indirectly (i.e. derived from prices).

° Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The Group fair values the derivative financial instruments and investment at fair value through profit or loss. The fair
value of derivative financial instruments is calculated as the present value of the estimated future cash flows based on
observable yield curves. The fair value of investment at fair value through profit or loss is based on the net asset value
communicated by the fund manager.
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The fair values under Level 2 were as follows:
March 31, December 31,

2019 2018
Level 2
Derivative financial instruments 1,265,667 2,064,063
Investment at fair value through profit or loss 24,555 524,256

During the three-month period ended March 31, 2019, there were no movements between the levels.

Contingencies and commitments

i. At March 31, 2019, the Group had outstanding letters of credit amounting to Saudi Riyals 17.91 million (December
31, 2018: Saudi Riyals 11.51 million) and letters of guarantee amounting to Saudi Riyals 1.62 million (December 31,

2018: Saudi Riyals 1.62 million) that were issued in the normal course of the business.

ii. The capital expenditure contracted by the Group but not incurred till March 31, 2019 was approximately Saudi Riyals
50.35 million (December 31, 2018: Saudi Riyals 45.14 million).

Related party transactions
13.1 Related party transactions

Significant transactions with related parties in the ordinary course of business included in the condensed consolidated
interim financial information is summarized below:

March 31, March 31,

Related party Description of transaction Relationship 2019 2018
MASDAR Building Purchase of materials / Subsidiary of a significant

Materials services Shareholder - 15,330
Directors Directors’ remuneration Directors 772,233 618,084

13.2 Related party balances
Significant due from (to) balances with related parties are summarized below:

March 31, December 31,

2019 2018
Accrued directors remuneration (939,323) (258,583)
Advances to key management personnel 931,837 1,194,089

Dividends
During March 2019, the Company has distributed a dividend based on General Assembly authorization to the Board of

Directors for the second half of the financial year ended December 31, 2018 of Saudi Riyals 0.50 per share aggregating
to Saudi Riyals 25 million.

Authorization of financial information

This condensed consolidated interim financial information was authorized for issue by the Company's Board of Directors
on May 7, 2019.
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