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Deloitte

Bakr Abulkhair & Co.
Public Accountants - License No. 96
P.O. Box 213, Riyadh 11411

INDEPENDENT AUDITORS’ REPORT Kingdom of Saudi Arabia
Tel :+966 (1) 46300
To th.e sha.reholders . Fax 366 (1)46308;58
Saudi Vitrified Clay Pipe Company www.deloitte.com
(a Saudi joint stock company) Head Office: Riyadh

Riyadh, Saudi Arabia

Scope of Audit

We have audited the accompanying balance sheet of Saudi Vitrified Clay Pipe Company (a Saudi
Joint Stock Company) (the “Company™) as at December 31, 2009, and the related statements of
income, cash flows and changes in shareholders’ equity for the year then ended, and notes 1 to 21
which form an integral part of these financial statements as prepared by the Company in accordance
with Article 123 of the Regulations for Companies and presented to us with all the necessary
information and explanations. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting standards used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

Ungqualified Opinion

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 2009, and the results of its operations and its
cash flows for the year then ended in conformity with generally accepted accounting standards
appropriate to the nature of the Company, and comply with the relevant provisions of the Regulations
for Companies and the articles of the Company as these relate to the preparation and presentation of
these financial statements

Deloitte & Touche
Bakr Abulkhair & Co.

-

— e o~
Ehsan A. Makhdoum
License No. 358

Rabi Al-Awal 1, 1431
February 15, 2010

Audit  Tax . Consulting . Financial Advisory. gﬁ?i?tzr?;uche Tohmat
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SAUDI VITRIFIED CLAY PIPE COMPANY
(A SAUDIJOINT STOCK COMPANY)

BALANCE SHEET
AS AT DECEMBER 31, 2009

ASSETS

Current assets

Cash and bank balances
Accounts receivable

Inventories

Prepaid expenses and other assets

Total current assets

Non-current assets
Deferred charges
Property, plant and equipment

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities

Short term loans

Current portion of long term loan
Accounts payable

Accrued expenses and other liabilities
Provision for zakat and income tax
Due to a related party

Total current liabilities

Non-current liabilities
Long term loan
End-of-service indemnities

TOTAL LIABILITIES

Shareholders’ equity
Share capital
Statutory reserve
Retained earnings

Total shareholders’ equity

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

2009 2008

Notes SR SR
45,203,613 15,337,679

3 93,216,058 108,231,732
4 66,344,328 62,811,819
5 4,284,910 7,430,724
209,048,909 193,811,954

11 - 7,710,000
6and 11 268,750,500 248,566,879
477,799,409 450,088,833

7 102,023,137 70,936,138
11 2,280,000 -
33,904,310 24,547,785

8 9,751,992 7,663,940
9 3,589,820 1,820,800
10 2,740,530 44,568,970
154,289,789 149,537,633

11 102,000,000 84,862,000
12 4,932,391 4,378,944
261,222,180 238,778,577

1 150,000,000 150,000,000
13 18,353,627 14,092,948
48,223,602 47,217,308
216,577,229 211,310,256
477,799,409 450,088,833

The accompanying notes form an integral part of these financial statements
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SAUDI VITRIFIED CLAY PIPE COMPANY
(A SAUDI JOINT STOCK COMPANY)

STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2009

Sales
Cost of sales
Gross profit

Selling and marketing expenses

~General and administrative expenses

Operating income
Finance charges

Other (loss) income
NET INCOME

Earnings per share:

- From operating income

- From net income

2009 2008

Notes SR SR
225,121,542 257,860,536

10 (156,551,457) (186,535,801)
68,570,085 71,324,735
14 (10,718,208) (14,117,007)
10 and 15 (9,225,703) (8,361,771)
48,626,174 48,845,957
7 (4,010,376) (2,248,738)
16 (2,009,005) 1,616,539
42,606,793 48,213,758
3.24 3.26
2.84 321

The accompanying notes form an integral part of these financial statements

-3-



SAUDI VITRIFIED CLAY PIPE COMPANY

(A SAUDI JOINT STOCK COMPANY)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2009

OPERATING ACTIVITIES
Net income

Adjustments for:
Depreciation
End-of-service indemnities

Changes in operating assets and liabilities:
Accounts receivable

Inventories

Prepaid expenses and other assets
Accounts payable

Accrued expenses and other liabilities
Due to a related party

Cash from operations
Zakat and income tax paid
End-of-service indemnities paid

Net cash from operating activities

INVESTING ACTIVITIES

Purchase of property, plant and equipment
Deferred charges

Net cash used in investing activities

FINANCING ACTIVITIES
Proceeds from long term loan
Proceeds from short term loans
Repayment of short term loans
Dividends paid

Reimbursement of income tax

Net cash from financing activities
Net change in cash and bank balances

Cash and bank balances, January 1

CASH AND BANK BALANCES, DECEMBER 31

Non-cash items:

Zakat and income tax charged to retained earnings (Note 9)

Deferred charges capitalized to property, plant and equipment (Note 11)

The accompanying notes form an integral part of these financial statements

2009 2008
SR SR
42,606,793 48,213,758
19,061,893 4,062,479
553,447 1,602,794
15,015,674  (10,869,462)
(3,532,509) 10,872,777
3,145814 26,391,676
9,356,525 15,860,119
2,088,052 (990,409)
(41,828,440)  (7,777,681)
46,467,249 87,366,053
(2,654,868)  (3,832,110)

h (969,012)
43,812,381 82,564,931

(31,535,514)

(142,546,614)
(510,000)

(31,535,514) (143,056,614)
19,418,000 43,700,000
53,523,137 65,799,477

(22,436,138) (14,863,339)

(33,750,000) (30,000,000)

834,068 610,409
17,589,067 65,246,547
29,865,934 4,754,864
15,337,679 10,582,815
45,203,613 15,337,679
(4,423,888)  (3.201,376)

7,710,000 -




SAUDI VITRIFIED CLAY PIPE COMPANY
(A SAUDIJOINT STOCK COMPANY)

STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

YEAR ENDED DECEMBER 31, 2009

Share Statutory Retained
capital reserve earnings Total
Notes SR SR SR SR
January 1, 2008 150,000,000 9,271,572 36,415,893 195,687,465
Net income for 2008 - - 48.213,758 48,213,758
Reimbursement of income tax - - 610,409 610,409
Zakat and income tax 9 - - (3,201,376) (3,201,376)
Transfer to statutory reserve 13 - 4,821,376 (4,821,376) -
Dividends 17 - - (30,000,000) (30,000,000)
December 31, 2008 150,000,000 14,092,948 47,217,308 211,310,256
Net income for 2009 . - 42,606,793 42,606,793
Reimbursement of income tax - - 834,068 834,068
Zakat and income tax 9 - - (4,423,888) (4,423,888)
Transfer to statutory reserve 13 - 4,260,679 (4,260,679) -
Dividends 17 - - (33,750,000) (33,750,000)
December 31, 2009 150,000,000 18,353,627 48,223,602 216,577,229

The accompanying notes form an integral part of these tinancial statements

-5



SAUDI VITRIFIED CLAY PIPE COMPANY
(A SAUDIJOINT STOCK COMPANY)

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2009

1. ORGANIZATION AND ACTIVITIES

Saudi Vitrified Clay Pipe Company (“the Company™) is a Saudi Joint Stock Company registered
in the Kingdom of Saudi Arabia under commercial registration No. 1010014993 issued in Riyadh
on Rabie Al Awal 8, 1398 H (corresponding to February 16, 1978).

The shares of Saudi Vitrified Clay Pipe Company were listed in the Saudi Stock Exchange
(“Tadawul™) on May 23, 2007 through issuance of 30% of the Company’s shares for public
subscription to the citizens of the Kingdom of Saudi Arabia.

The Company’s share capital amounting to SR 150 million consists of 15 million shares of SR 10
each as of December 31, 2009.

The principal objectives of the Company are the manufacture, import and sale of clay pipes.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared in compliance with the accounting
standards issued by the Saudi Organization for Certified Public Accountants. The following is a
summary of significant accounting policies applied by the Company:

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
standards which requires the use of estimates and assumptions that could affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the reporting
date of the financial statements in addition to the reported amounts of revenues and expenses
during the year. Although these estimates are based on management’s best knowledge of current
events and activities available with the managements, actual result ultimately may differ from
those estimates.

Accounting convention
The financial statements are prepared under the historical cost convention.

Revenue recognition
Revenue is recognized upon delivery of goods to customers and is stated net of trade or quantity
discounts. Other income is recorded when earned.

Expenses
Selling and marketing expenses principally comprise of costs incurred in the marketing and sale
of the Company’s products. All other expenses are classified as general and administrative
expenses.

General and administrative expenses include direct and indirect costs not specifically part of cost

of sales as required under generally accepted accounting standards. Allocations between general
and administrative expenses and cost of sales, when required, are made in a consistent basis.

-6 -



SAUDI VITRIFIED CLAY PIPE COMPANY
(A SAUDIJOINT STOCK COMPANY)

NOTES TO THE FINANCIAL STATEMENTS (Continued)
YEAR ENDED DECEMBER 31, 2009

Inventories

Inventories are stated at the lower of cost or market value with an allowance for any obsolete or
slow moving items. Cost of raw materials is determined on first-in, first-out basis. Differences in
the cost of sales and finished goods had the Company used the weighted average cost method, as
required by Saudi Accounting Standards, are considered insignificant to the financial statements.

Cost of finished goods and work in progress comprises direct materials, direct labour and an
appropriate allocation of production overheads. Spare parts are valued at cost using the weighted
average cost basis. Appropriate provisions are made for obsolete and slow moving inventories.

Property and equipment

Property and equipment are stated at cost net of accumulated depreciation. Depreciation is
provided over the estimated useful lives of the applicable assets using the straight-line method.
Leasehold improvements are amortized over the shorter of the estimated useful lives or the
remaining term of the lease. The estimated useful lives of the principal classes of assets are as

follows:
Years
Factory and buildings 30
Furniture and fixtures 5-10
Machinery and equipment 15
Vehicles 5
Movable equipments 10

Foreign currency translation

Foreign currency transactions are translated into Saudi Riyals at the rates of exchange prevailing
at the time of the transactions. Monetary assets and liabilities denominated in foreign currencies
at the balance sheet date are translated at the exchange rates prevailing at that date. Gains and
losses from settlement and translation of foreign currency transactions are included in the
statement of income.

End-of-service indemnities
End-of-services indemnities, required by the Saudi Arabian Labor Law, are provided in the
financial statements based on the employees’ length of service.

Zakat and income tax

The Company’s Saudi shareholders are subject to zakat and the Company’s foreign shareholders
are subject to income tax in accordance with the Regulations of the Department of Zakat and
Income Tax (“DZIT”) in the Kingdom of Saudi Arabia. Zakat and income tax is provided on an
accrual basis. The zakat charge is computed on the Zakat base. Income tax is computed on the
adjusted net income. Any difference in the estimate is recorded when the final assessment is
approved, at which time the provision is cleared.
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Impairment

The Company review periodically the carrying amounts of its tangible and intangible assets to
determine whether there is any indication that those assets have suffered an impairment loss. If
any such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss (if any). Where it is not possible to estimate the recoverable
amount of an individual asset, the Company estimates the recoverable amount of the cash-
generating unit to which the asset belongs.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its
carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to its
recoverable amount. Impairment losses are recognized as an expense immediately in statement of
income.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss been recognized for the asset (cash-generating unit) in prior years. A
reversal of an impairment loss is recognized as income immediately in statement of income.

Earnings per share

Earnings per share from operating income and from net income for the year are calculated by
dividing operating income and net income for the year by the weighted average number of shares
outstanding during the year.

3. ACCOUNTS RECEIVABLE

2009 2008

SR SR

Trade receivables 93,716,058 108,731,732
Less: Provision for doubtful receivables (500,000) (500,000)

93,216,058 108,231,732

Trade receivables referred to above include balances with a total of SR 25.2 million due from
Government and semi-Government institutions as of December 31,2009 (2008: SR 27.3 million)

4. INVENTORIES

2009 2008

SR SR

Finished goods 11,352,346  34.,789.833
Raw materials 29,098,204 8,244,268
Work in progress 4,469,495 1,221,949
Spare parts 28,130,920 25,262,406
73,050,965 69,518,456

Less: Provision for obsolete and slow-moving inventories (6,706,637)  (6,706,637)

66,344,328

62,811,819
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NOTES TO THE FINANCIAL STATEMENTS (Continued)
YEAR ENDED DECEMBER 31, 2009

5. PREPAID EXPENSES AND OTHER ASSETS

2009 2008
SR SR
Advance payments to suppliers 2,919,742 6,305,493
Margins on letters of guarantee 569,134 569,134
Prepaid expenses 682,616 366,904
Employees’ receivables 38,905 147,193
Other 74,513 42,000
4,284,910 7,430,724
6. PROPERTY, PLANT AND EQUIPMENT
Plant,
equipment  Furniture  Construction
Factory and and motor and work in
buildings vehicles fixtures progress Total
SR SR SR SR SR
Cost
January 1, 2009 37,368,221 139,581,346 2,058,324 236,781,963 415,789,854
Additions 12,659,480 15,180,987 651,585 10,753,462 39,245,514
Transfer from
construction work in
progress 45,329,301 199,470,124 - (244,799,425) -
December 31, 2009 95,357,002 354,232,457 2,709,909 2,736,000 455,035,368
Depreciation
January 1, 2009 36,529,716 128,635,806 2,057,453 - 167,222,975
Charge for the year 1,930,505 17,040,924 90,464 - 19,061,893
December 31, 2009 38,460,221 145,676,730 2,147,917 - 186,284,868
Net book value
December 31, 2009 56,896,781 208,555,727 561,992 2,736,000 268,750,500
December 31, 2008 838,505 10,945,540 871 236,781,963 248,566,879

Buildings and plant are constructed on a land leased from the Saudi Organization for Industrial
Estates and Technology Zones, Kingdom of Saudi Arabia, at a nominal annual rent.
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Construction work in progress represents the expansion of the Company’s manufacturing
facilities relating to construction of the new factory buildings, purchasing new plant and
machinery to support the current and future production requirements. The construction work in
progress has been financed through a long term loan and cash generated from operating activities
of the Company during the year.

Property, plant and equipment includes fully depreciated items that are in service with a total cost
of SR 147.4 million at December 31, 2009 (2008: SR 145.8 million).

7. SHORT TERM LOANS
During 2009 and 2008, the Company has credit facilities in the form of short term loans from
Jocal commercial banks to finance its working capital requirements, imports/documentary

collections and issuance of letters of credit. These bank facilities bears interest at local market
rates and are secured by assignment of revenues proceeds of certain projects of the Company.

8. ACCRUED EXPENSES AND OTHER LIABILITIES

2009 2008

SR SR

Employees’ salaries and other benefits 3,673,497 3,389,044
Accrued board of directors’ remunerations and management fees 2,131,000 2,187,000
Advance payments from customers 1,598,507 1,334,170
Other 2,348,988 753,726

9,751,992 7,663,940

9. PROVISION FOR ZAKAT AND INCOME TAX

The principal elements of the zakat base for the year ended December 31, 2009 are as follows:

2009 2008

SR SR

Shareholders’ equity — beginning of the year 177,560,256 165,687,465

Adjusted net income for the year 47,641,240 51,038,540

Provisions and long term loan 200,727,581 95,813,799
Property plant and equipment and spare parts (296,881,420) (273,829,285)

Zakat base 129,047,657 38,710,519

-10 -
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10.

Shareholding percentage as at December 31 is as follows:

2000 2008
Saudi founding and public shareholders 96.36% 94.45%
Foreign founding shareholders 3.64% 555%
100% 100%

The movement in zakat and income tax provision for the year ended December 31, 2009 is as
follows:

Zakat Income tax Total
2009 SR SR SR
Balance, beginning of the year 1,198,130 622,670 1,820,800
Provisions for the year 3,040,040 549,780 3,589,820
Payments during the year (2,081,390) (873,478) (2,654,868)
Reimbursement of income tax 883,260 (49,192) 834,068
Balance, end of the year 3,040,040 549,780 3,589,820

Zakat Income tax Total
2008 SR SR SR
Balance, beginning of the year 1,894,354 557,180 2,451,534
Provisions for the year 1,198,130 622,670 1,820,800
Payments during the year (3,221,701) (610,409) (3,832,110)
Short provision for prior years 1,327,347 53,229 1,380,576
Balance, end of the year 1,198,130 622,670 1,820,800

Provision for income tax has been computed based on the estimated taxable income for the year
ended December 31, 2009.

The Company has obtained the final zakat/income tax assessments from the Department of Zakat
and Income Tax for the years through 2006. The Company has submitted its zakat and income
tax returns for 2007 and 2008 which are still under review by DZIT.

RELATED PARTY TRANSACTIONS

During the year ended December 31, 2009, the Company transacted with the following related
parties. The terms of those transactions are similar to ordinary trade receivables/payables:

Name Relationship

Keramo Steinzeug Gmbh Company Shareholder
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The significant transactions and the related amounts for the year ended December 31, 2009 are as
follows:

2009 2008

Nature of transactions SR SR

Purchases 22,257,643 71,189,816

Board of Directors” salaries, benefits and remunerations 4,481,000 4,541,000
Due to a related party as of December 31, is as follows:

2009 2008

SR SR

Keramo Steinzeug Gmbh Company 2,740,530 44,568,970

11. LONG TERM LOAN

2009 2008

SR SR

From Saudi Industrial Development Fund 104,280,000 84,862,000

Less: Current portion of loan (2,280,000) -

Non — Current portion 102,000,000 84,862,000

During 2007, the Company concluded a long term loan agreement with Saudi Industrial
Development Fund (SIDF) for SR 104.3 million to finance the Company’s expansion projects.
The SIDF has charged an amount of SR 7.71 million against management fees and loan services
costs, the amount has been capitalized to property, plant and equipment.

The loan is scheduled for repayment in thirteen unequal consecutive semi-annual installments
commencing July 2010. The loan facility is secured by a mortgage on the Company's property,
plant and equipment of the new expansion project.

The long term loan agreement referred to above includes certain covenants relating to current
ratio, liquidity ratio and tangible assets to liabilities ratio with which the Company was in

compliance as of December 31, 2009.

12. END-OF-SERVICE INDEMNITIES

2009 2008

SR SR

Balance, beginning of the year 4,378,944 3,745,162
Provision for the year 553,447 1,602,794
Payments during the year - (969,012)
Balance, end of the year 4,932,391 4,378,944

- 12 -
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13.

14.

15.

16.

17.

STATUTORY RESERVE

In accordance with the Articles of Association of the Company and Regulations for Companies
in the Kingdom of Saudi Arabia, the Company has established a statutory reserve by the
appropriation of 10% of net income until the reserve equals 50% of the share capital. This reserve

is not available for dividend distribution.

SELLING AND MARKETING EXPENSES

Freight outwards

Sales agent’s commission

Employees’ salaries and other benefits
Selling expenses

Other

GENERAL AND ADMINISTRATIVE EXPENSES

Employees’ salaries and other benefits
Board of Directors’ remunerations
Rent

Travel expenses

Other

OTHER (LOSS) INCOME

(Loss) gain from settlement and translation of foreign currencies

Other

DIVIDENDS

2009 2008
SR SR
6,726,151 8,714,777
1,882,255 2,630,440
1,368,328 1,610,284
689,911 1,128,348
51,563 33,158
10,718,208 14,117,007
2009 2008
SR SR
5,611,266 4,832,062
2,131,000 2,191,000
157,362 93,450
106,155 103,186
1,219,920 1,142,073
9,225,703 8,361,771
2009 2008
SR SR
(2,337,136) 1,454,419
328,131 162,120
(2,009,005)  1.616,539

The General Assembly, in its annual meeting held on Rabi Al Awal 20, 1430 H (corresponding
to March 17, 2009) approved the Company’s Board of Directors’ recommendation to distribute
dividends amounting to SR 33.75 million for the year ended December 31, 2008 of SR 2.25 for
each outstanding share (SR 2 per share for the year ended December 31, 2007).
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18. COMMITMENTS AND CONTINGENT LIABILITIES

At December 31, 2009, the Company had the following outstanding commitments and
contingencies:

2009 2008

SR SR

Letters of credit 7,500,195 57,595,955
Letters of guarantee 22,087,140 23,087,140

19. SEGMENT INFORMATION

The Company is administered as one operating segment engaged in the manufacture, import and
sale of clay pipes. The Company carries out its activities in the Kingdom of Saudi Arabia.

20. FINANCIAL INSTRUMENTS

Fair value

The carrying values for cash and bank balances, accounts receivable, inventory, accounts payable
and other receivables and payables are deemed to approximate their carrying amounts due to
their short-term nature.

Commission rate risk

This comprises various risks related to the effect of changes in commission rates on the
Company’s financial position and cash flows. The Company manages its cash flows by
controlling the timing between cash inflows and outflows. Surplus cash when available, is
invested to increase the Company’s commission income through holding balances in short-term
Murabaha, but the related commission rate risk is not considered to be significant. So the
Company did not use derivative financial instruments to minimize the effect of foreign currency
exchange risks.

Currency risk

It is the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. Management monitors fluctuations in foreign currency exchange rates, and
believes that the Company is not exposed to significant currency risk other than the Euro since
the Company’s functional currency is the Saudi Riyal, in which the Company transacts, which is
currently fixed, within a narrow margin, against the U.S. dollar. The Company transacts in Euro
in accordance with the prevailing market rates without utilizing derivative financial instruments
to manage foreign currency exchanges risk.

-14 -
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21.

Credit risk

[t is the risk that other parties will fail to discharge their obligations and cause the Company to
incur a financial loss. Financial instruments that subject the Company to concentrations of credit
risk consist primarily of cash balances and accounts receivable. The Company deposits its cash
balances with a number of major high credit rated financial institutions and has a policy of
limiting its balances deposited with each institution. The Company does not believe that there is a
significant risk of non-performance by these financial institutions. The Company does not
consider itself exposed to a concentration of credit risk with respect to accounts receivable due to
its diverse customer base operating in various industries and located in many regions.

Liquidity risk

[t is the risk that the Company will encounter difficulty in raising funds to meet commitments
associated with financial instruments. Liquidity is managed by periodically ensuring its
availability in amounts sufficient to meet any future commitments. The Company does not
consider itself exposed to significant risks in relation to liquidity.

The Company believes that it is not exposed to any significant risks in relation to the
aforementioned.

COMPARATIVE FIGURES

Certain figures for prior year have been reclassified to conform with the presentation in the
current year.
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