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Type of the
external . . . . : . -
~uditor's Disclaimer of Opinion ¢l A sl oo glital)
opinion
External Basis for Disclaimer of Opinion SN £ e g LY Gl
containing The consolidated financial statements of the Laludy) saa ) )

Group for the year ended December 31, 2017
have been audited by another auditor who
expressed a qualified opinion on Rajab 14,
1439H (corresponding to March 31, 2018).
As at December 31, 2017; ‘trade and other
receivables’ and ‘contracts assets’ amounted
to SR 593 million and SR 1,386.3 million
respectively (before restatement); of which
SR 305 million and SR 1,010 million,
respectively, were outstanding for more than
one year. The predecessor auditor was not
provided with detailed workings
substantiated with proper evidence to support
the assumptions and basis used in the
impairment exercise done by the Group’s
management. Accordingly, predecessor
auditor was unable to determine whether any
adjustment for impairment was required to
these balances as at December 31, 2017.

We draw attention to note 34 to the
accompanying consolidated financial
statements which states that these balances
were restated by management during the year
ended December 31, 2018 and these restated
balances of ‘trade and other receivables’ and
‘contract assets’ amounted to SR 549.4
million and SR 1,410.8 million, respectively,
as at December 31, 2017. The restatement
included a provision for impairment loss
amounted to approximately SR 235.1 million
which was estimated based on management’s
assumptions and estimates of expected
recoveries on these balances. The re-
statement was accounted by management
retrospectively as a prior period correction.
We were unable to obtain suffi-cient audit
evidence that support these management’s
assumptions which were used in the
impairment exercise and accordingly, were
unable to assess / conclude the
reasonableness of these assumptions.
Consequently, we were unable to satisfy
ourselves if any adjustments are required in
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these consolidated financial statements for
the year ended De-cember 31, 2017 and
balances as of January 1, 2017 as a result of
this matter.

2. Trade and other receivables, contract
assets and advances to vendors

As at December 31, 2018, the carrying values
of ‘trade and other receivables’ and ‘contract
assets’ amounted to SR 360 million and SR
336 million respectively; net of total
cumulative provisions for impairment loss of
SR 230.3 million. We have not received any
responses on the balance confirmations of
trade and other receivables nor have we been
provided with sufficient supporting
documents to apply alternative audit
procedures. Additionally, we were unable to
satisfy ourselves as to the sufficiency and
appropriateness of the evidences provided by
management to conclude whether the
assumptions and estimates used for provision
of impairment loss calculations for trade and
other receivables and contract assets under
the expected credit loss (ECL) model were
reasonable.

In addition, as at December 31, 2018 the
Group had an outstanding balance of
advances to vendors amounted to SR 72.4
million. Based on the information provided,
we were unable to satisfy ourselves in respect
of subsequent clearance for these balances.
Accordingly, we were unable to obtain
sufficient and appropriate audit evidence to
assess the recov-erability of these balances.
As aresult, we were unable to assess the
existence and valuation of the trade and other
receivables, contract assets and advances to
vendors and the sufficiency of the provision
required under the current circumstances.
Consequently, we are unable to determine
whether any adjustments are required to be
made against trade and other receivables and
con-tract assets and advances to vendors.

3. Revenue recognition

During the year, various negotiations were
made with projects’ owners for the
resumption / cancelation of some of these
projects. Based on these negotiations, some
of these projects were accordingly canceled
while others were temporarily put on hold.
Consequently, a write off amounted to SR
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741.4 million was recognized by
management on these contracts, hence
affecting both contracts assets and contracts
costs. While, we have been provided with the
cancellation letters for the cancelled projects
however, it did not include sufficient detailed
information with respect to the discharge
docu-ments, related guarantees, advance
payments, and future status of on hold
projects. Accordingly, we were unable to
determine whether any adjustments are
required to the revenues recognized during
the year, and related contracts assets and
actual costs in addition to the related
advances from customers.

In accordance with the Group’s policies,
revenue on long term contracts is recognized
under percentage of completion method by
reference to the stage of completion of the
contract activity. During 2018, management
re-assessed the cost to complete (CTC) for all
of its construction contracts. The
reassessment resulted in additional costs
being incurred on these contracts hence the
percentage of completion was revised
accordingly and net losses were ultimately
increased by SR 170.6 million.

The assessment made by the management for
the CTC did not consider all the updates in
costs incurred on these con-tracts up to the
date of our audit report including additional
cost overruns, deferred mobilization cost,
deferred revenues, provision for contract
losses, accounts payable, delays encountered
and other relevant matters / factors associated
with these contracts. Additionally, the
assessment did not provide the basis used by
management in allocating common cost to
these projects including depreciation,
amortization of deferred mobilization cost
and deferred revenue, labor and other related
costs. Further, the assessment did not
consider expected penalties and delay fines
associated with the delay in the execution of
these projects, and we have not been
provided with agreement or contracts
extensions for the waiver of such penalties.
Based on the above aforementioned points, it
was not possible for us to assess the
reasonableness of the cost to complete
estimates and its corresponding impact on
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various captions of the accompanying
consolidated financial statements for the year
ended December 31,2018.

4. Cash and cash equivalents and
borrowings

We have not received direct balance
confirmations from banks for current
accounts amounted to SR 11 million, margins
against letters of guarantees amounted to SR
2.6 million, bank performance and advances
guarantees amounted to SR 79 million, bank
borrowings amounted to SR 18.2 million and
related supporting documents for finance cost
amounted to SR 56.6 million and accrued
interest cost amounted to SR 31.4 million. In
addition, cash and cash equivalents include
an amount of SR 24.2 million which is held
by Ministry of Labor to settle the outstanding
dues of the employees of the Group and cash
in hand amounted to SR 8.2 million, and
based on the information provided, we were
unable to satisfy ourselves in respect of
subsequent utilization of cash held by
Ministry of Labor. Further, we were not able
to perform alternative procedures to verify
the cash in hand. Accordingly, we were not
able to verify the existence, completeness and
valuation of cash and cash equivalents,
outstanding borrowings, margins against
letter of guarantees, bank perfor-mance
guarantees, finance cost and accrued interest
cost.

As stated in note 19 to the accompanying
consolidated financial statements, the group
was required to comply with financial
covenants attached with borrowings. During
the year, the Group was in breach of certain
covenants. We were not able to assess the
impact of the breach of covenants on the
Group’s financial position as of December
31, 2018.

Moreover, we were not provided with the
supporting documents for transactions made
during the year with the related parties and
their respective cash receipt and payment.
Accordingly, we were unable to obtain
sufficient and appropriate audit evidence to
assess the valuation and completeness of the
disclosed transactions with related parties in
the accom-panying consolidated financial
statements.
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5. Property and equipment, assets
classified as held for sale and inventories
As at December 31, 2018 the Group has
property and equipment, assets classified as
held for sale and inventories amounted to SR
85.7 million, 14.2 and SR 34.1 million,
respectively. We did not observe the physical
count of inventory and property and
equipment taken as at December 31, 2018
because the date was prior to our initial
engagement as auditors for the Group and the
Group’s records do not permit retrospective
verification of inventory quantities, nor have
we been able to perform alternative
procedures to verify property and equipment,
assets classified as held for sale and
inventories.

Management conducted an impairment study
during the year and recorded impairment
losses on property and equip-ment, assets
classified as held for sale and inventories by
SR 10.9 million, SR 1.3 million and SR 9
million, respectively. We were not provided
with the supporting evidence for these
estimates or the basis used to arrive to such
impairments to enable us to determine
whether the assumptions and estimates used
by the Group’s management are reasonable
taking into consideration the expected future
use, current economic conditions and the
status of the Group’s projects. In addition, we
were not able to reconcile the disposal
proceeds received of assets classified as held
for sale to accounting records. Accordingly,
we were unable to determine whether any
adjustments are required to be made in
connection with the valuation of property and
equipment, assets classified as held for sale
and inventories were neces-sary.

6. Trade payables and other accruals

As at December 31,2018, the Group has
accrued employee salaries and unsettled
benefits of non-existing employees
amounted to SR 124 million, classified under
other payables and other employee’s
accruals for vacation and ticket payables
classified under provisions and other
liabilities amounted to SR 12.1 million. Based
on the data provided to us we were unable
to satisfy ourselves in respect of existence,
completeness, and valuation of, employees’
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accrual and accrued igama and work permit
fees as well as employees cost charged to
cost of revenue, selling and distribution
expenses and general and administration
expenses. Moreover, on trade payables,
differences were identified when reconciling
the balances for a certain subcontractor
having a total outstanding balance as of
December 31, 2018 amounting to SR 42.7
million, where we have neither been
provided with balance confirmation as of
December 31, 2018 nor have we been able
to reconcile the related subsequent
transactions. Accordingly, we were unable to
apply any alternative audit procedures to
satisfy ourselves for the completeness,
existence and valuation of the sub-
contractor balance as of December 31, 2018.
7. Zakat position and value added tax

The Group has not filed its zakat return to the
General Authority of Zakat and Tax (GAZT)
for the years ended Decem-ber 31, 2018 and
2019. The Group received zakat assessments
for the years from 2014 to 2018 claiming
additional zakat payments amounted to SR
293.8 million. In addition The Group has
already recorded Zakat provision for the year
2018 by an amount of SR 0.5 million, based
on its zakat calculation, in which it had not
considered the changes in zakat regulations,
which may result in an additional impact of
SR 28.8 million. Moreover, the Group
received an assessment related to value added
tax (VAT) claiming for additional VAT
payments and penalties amounted to SR 28.3
million and SR 31.2 million, respectively. We
have not been provided with an assessment
for the expected outcomes of these claims
and accordingly, we were unable to assess the
adequacy of the zakat and VAT provisions
required as at Decem-ber 31, 2018 and
whether any adjustments are required to be
made in the provision for zakat and VAT as
at December 31, 2018 in this respect.

8. Going concern assessment

We draw attention to note 2.4 to the
accompanying consolidated financial
statements which states that the Group’s net
working capital was in deficit by SR 1,149
million as at December 31, 2018 and the
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accumulated losses at December 31, 2018
amounted to SR 1,832.9 million, which
exceeded the Group’s share capital of SR
557.8 million. In compliance with Article 181
of the Regulations for Companies, the
shareholders are therefore, required to resolve
to continue in business and provide support
or liquidate the Company.

Moreover, in the Extra Ordinary General
Assembly Meeting (EOGAM), held on
March 13, 2019, shareholders resolved to
continue the Group’s operations and proceed
with capital restructuring through several
stages including increasing and decreasing
capital, so that the accumulated losses ratio to
share capital are reduced to become below
50%. The Group’s shares were suspended
from Tadawul on April 30, 20109.

On May 29, 2019, the Group received an
official notice from the Commercial Court in
Dammam to initiate the financial
reorganization procedures under Bankruptcy
law based on the request of one of the
Group’s creditors. The First Com-mercial
Chamber of the Commercial Court in
Dammam held its meeting on Shawwal 9,
1440H (June 12, 2019) to consider the
request for the start of the financial
reorganization procedures. On July 1, 2019,
the Commercial Court in Dammam approved
the start of financial reorganization
procedures and also approved the
appointment of the trustee.

Further to the appointment of trustee of
financial restructuring, the trustee made an
official announcement dated July 10, 2019 on
bankruptcy commission website inviting the
creditors of the Group to submit their claims
not later than 90 days from the date of this
announcement.

The total liabilities submitted to the court by
the Group’s creditors amounted to SR
1,712.7 million of which, part was fully
approved, partially approved or rejected by
the court according to the sufficiency of the
documentation provided to the court. In case
the liability was rejected by the court, the
creditor has the right to file an appeal against
the group and provide the appropriate
documentation to support his claim. There
remain a number of cases for claims with the
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appeal court as of the date of the approval of
these consolidated financial statements.

In accordance with Article 45 of the
Bankruptcy Law and Article 42 of its
Implementing Regulations, the request for
the start of the financial reorganization
procedures, as mentioned above, exempts
the Group from applying the provi-sions of
the Company’s law in respect of the
accumulated losses of 50% or more of the
capital.

On May 12, 2020, the Group announced the
receipt of an email from the financial
restructuring trustee with an attach-ment of
the final list of creditors approved by
Dammam Commercial court.

On November 1, 2020, the Group announced
for a shareholders’ meeting to present the
final financial reorganization plan which will
include current challenges, restructuring and
operational plan and the expected time line.
On January 4, 2021, the Group announced the
appointment of an independent consultant
firm to carry out special audit work against
the responsibility of the previous board of
directors and the previous executive
management, results of which cannot be
ascertained at this stage.

These conditions, along with other matters
described in the paragraphs above indicate
the existence of multiple uncer-tainties that
cast significant doubts about the Group’s
ability to continue as going concern.
Accordingly, we are unable to satisfy
ourselves about the continuity of the Group
as a going concern and its ability to realize its
assets and discharge its liabilities in normal
course of business.

The Group’s ability to continue as a going
concern is heavily dependent on the approval
of the financial restructuring plan from the
shareholders, creditors and the relevant
authorities, in addition to successful
implementation of the re-structuring
milestones by the Group and hence cannot be
determined at this stage.

The accompanying consolidated financial
statements have been prepared on a going
concern basis considering the restructuring
plan made by management in line with the
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