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LIMITE REFPORT October 19, 2016

To the shareholders of Red Sea Housing Services Company:
(A Saudi Joint Stock Company)

Scope of review

We have reviewed the accompanying interim consolidated balance sheet of Red Sea Housing
Services Company (the "Company”) and its subsidiaries (collectively referred to as the “Group”) as of
September 30, 2016 and the interim consolidated income statement for the three-month and nine-
month periods ended September 30, 2016, and the interim consolidated statements of cash flows and
changes in shareholders' equity for the nine-month period then ended and the related notes which
ferm an integral part of these interim consolidated financial statements. These interim consolidated
financial statements are the responsibility of the Group's management and have been prepared by
them and submitted to us together with all the information and explanations which we raquired.

We conducted our limited review in accordance with the standard of Review of Interim Financial
Reporting issued by the Saudi Organization for Certified Public Accountants. A limited review consists
principally of applying analytical procedures to financial data and information and making inquiries of
persons responsible for financial and accounting matters. The scope of such limited review is
substantially less than an audit conducted in accordance with auditing standards generally accepted in
Saudi Arabia, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not exprass such an opinion,

onclusion

Based on our limited review, we are not aware of any material modifications that should be made to
the accompanying interim consolidated financial statements for them to be in conformity with
accounting standards generally accepted in Saudi Arabia,

PricewaterhouseCoopers

va

By: i
Ali H, Al Basri
License Number 408

PricewaterhouseCoopers, License Na, 25,
Al Hugayet Tower, P.O. Box 467, Dhahran Airport 31932, Ki ngdoem of Saudi Arabia
T: +966 (13) 849-6311, F: +966 (13) 840-6281, www.pwe.com/middle-east



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)
Interim conaolidated balance sheat

(All ameunts in Saudi Riyals thousands unless otherwise stated)

Assots

Current nsseta

Cash and cash equivalents
Accounts recaivable

Advances to suppliers

Contract work-in-progress
Inventorias

Prepayments and other recelvable

Non-current assets

Properties for rentals

Praperty, plant and aquipment
Accounis receivable, non-current
Other non-current assets

Total assets

Liabilities

Current liabllities

Short-term borrowings

Current portion of medium-tarm borrowings
Accounts payable

Advancas from customars

Acerued and other liabilities

Provision for zakat and income taxes

Noen-current liabllities
Medium-term borrowings
Employae termination benefits
Other non-current liabilities

Total liabilitles

Equity

Equity attributable to shareholders of
the Company:

Share capltal

Statutory reserve

Retained earnings

Currency translation adjustmants

Total shareholders’ equity

MNon-controlling Intarests
Total equity
Total liabilities and aquity

Contingencies and commitments

Note

e

6

As at As at As at
Septamber Deacember Saptember
30, 2016 a1, 2015 30, 2015
(Unaudited) (Auditad) {Unaudited)
33,139 58,837 48,687
345,950 350,471 238,704
23,153 16,620 26,191
42,108 5,885 26,904
209,995 178,186 180,536
42,137 35 088 40,027
696,480 645,087 561,139
541,763 611,354 654,455
200,395 223,358 220,884
81,347 64,778 69,840
64,879 40,154 40,033
907,384 939,639 985,212
1,603,864 1,585,626 1,546,351
108,148 103,592 61,290
79,068 106,033 125,966
56,302 51,780 56,932
19,430 24,191 18,724
125,586 090,426 100,005
24,501 16,428 14,554
413,033 401,450 378,471
131,675 172,683 182,408
48,963 43,073 38,641
18,875 12,490 12,859
199,513 228,146 234,006
612,546 628,596 612,477
600,000 600,000 600,000
120,463 120,463 112,853
332,066 300,832 281,347
(66,826) (52,190) (47,491)
995,703 969,105 946,709
(4,385) (13,075) (12,835)
991,318 856,030 833,874
1,603,864 1,585,628 1,546,351

The accompanying notes from 1 to & form an integral part of these interim conselidated financial slatements,



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES
(A Saudi Joint Stock Company)

Interim consclidated income statemant

(All amounts in Saudi Riyals thousands unless otharwise stated)

For the three-month perieds
Note ended September 30,

Faor tha nine-month periods
anded Soptember 30,

2016 2015
{Unaudited) {(Unaudited)

2016 2015
(Unaudited) {(Unaudited)

Revenuas 251,253 228,397 790,352 740,988
Cost of ravenues (190,672) (180,000) (584,462) (566,615)
Gross profit 60,581 48,3097 205,890 174,373
Operating expenses
Selling and marketing (11,733) {12,670) (36,081) (34,708)
General and administrative (26,413) {28,480) (68,940) (74,596)
Income from operations 22,435 7.347 100,869 85,089
Other income (expenses)
Financial charges (3,602) (2,351) (9,840) (G,634)
Financial income 65 56 1,464 aaa
Other, net 4 (1,669) (1,044) (5,2086) (2,983)
Incoma before foreign income taxes,

zakat and non-controlling interests 17,229 4,008 87,287 55,785
Forelgn income taxes (2,522) (132) (3,672) (463)
Zakat (1,550) (1,900} (6,150) (6,650)
Income befora non-controlling

Interests 13,157 1,976 77,5656 48,672
{Income) loss attributabla to

non-controlling intarasts (475) (30} (1,331) 330
Net income for the peried 12,682 1,946 76,234 49,002
Earnings per share (Saudi Riyals) 222
Income from operations 0.37 0.12 1.68 .08
Net incoma for the period 0.21 0.03 1.27 0.82

The accompanying notes from 1 to 6 form an integral part of these interim consolidated financial slatermnaonts,



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES
{A Saudi Joint Stock Company)

nterim consolidated cash flow statement

(All amounts in Saudi Riyals thousands unless otherwise siated)

For the nine-month periods ended

Saptember 30,
Note 2016 2015
(Unaudited) {Unaudited)
Cash flows from operating activities
Net income for the perlod 76,234 49,002
Adiju - i
Depreciation of property, plant and equipment and
properties for rentals 79,853 82,889
Impairment of property, plant and equipment and
properties for rentals 3,002 2,490
Loss from disposal of property and aquipmant and
properties for rantals 7 78
Income (loss) attributable to non-controliing intarests 1,331 {330)
Provision for doubtful debts 3,984 8,731
Provision for slow moving invantories 2,57 (225)
i
Accounts receivable (7,635) (91,538)
Advances to suppllers (6,533) (5,064)
Contract work-In-progress (36,221) 109,762
Inventaries 35,367 3,989
Prapayments and other recalvable and other assels (5,207) (10,688)
Accaunts payable 4,522 (35,852)
Advancos from customars (4,761) 2,070
Accruad and othar liabilities 13,482 (3,618)
Provision for zakat and income taxes 8,073 (3,203)
Employee termination benefits fi= 5,880 5,705
Net cash generaled from oparating activities 173,969 112,170
Cash flows from Investing activities
Purchase of property, plant and equipment and
properies for rontals (87,515) (163,206)
Proceads from disposal of property and equipment and
propartias for rentals 58 199
Acquisition of a subsidiary 1 == (11,250) .
Net cash utilized in investing activities (98,707) (163,007)
Cash flows from financing activities
Change in short-tarm borrowings 4,654 (52,304)
Proceads from medium-term borrowings 26,156 195,517
Repaymenits of medium-term borrowings (94,029) (62,145)
Dividends paid 5 (45,000) (60,000)
Change in nen-controlling interests 7,359 -
Net cash (utilized in) generatad from financing activities (100,960) 21,068
Net decrease in cash and cash equivalents (25,698) (29,769)
Cash and cash equivalents at beginning of pariod 58,837 78,456
Cash and cash equivalents at end of period 33,139 48,687
Non-cash Investing activities
Transfars fram properties for rantals: property, plant and
aquipment to inventories (net book value) 69,747 280
Defarred consideration for acquisition of a subsidiary 1 14,417 .
Detarred consideration for disposal of property and
aquiprmaent 1,4 18,387

The accompanying notes from 1 to 6 form an integral part of these interim consolidated financial atalements,



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Interim consolidated statement of changes in shareholders’ equity
(All amounts in Saudi Riyals thousands unless otherwise stated)

Currency
Share Statutory Retained translation
Note capital __ reserve  earnings adjustments Total
January 1, 2016 (Audited) 600,000 120,463 300,832 (52,180) 969,105
Mat incoma for the peried 76,234 76,234
Dividends 5 - (45,000) (45,000)
Currancy transiation
adjustments 4= (4,636) (4,636)
September 30, 2016
{Unaudited) 600,000 120,463 332,066 (56,8286) 995,703
January 1, 2015 (Audited) 600,000 112,853 202,345 (34,261) 970,937
Net income for the period - 49,002 49,002
Dividends 5 {60,000) (60,000)
Currency translation
adjustmanta - - (13,230) (13,230)
September 30, 2015
{Unaudited) 600,000 112,853 281,347 (47,491) 948,709

The accompanying notes from 1 to 6 form an Integral part of these Interim consolidated financial statemants.



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notes to the interim consolidated financial statements

For the three-month and nine-month periods ended Septembar 30, 2016 (Unaudited)
(All amounts In Saudi Riyals thousands unless otherwise slated)

General Information

Red Sea Housing Services Company (the "Company”) and its subsidiarios {collectively the “Group”) consist of
the Company, a Saudi joint stock company, and its Saudi and foreign aubsidiaries and branches, The objectives
of the Group, among others, are to purchase land and real estate for the purpose of devaeloping tham and to
build residential and commerclal buildings theraon, and to ultimately sell or lease them. The Group's objeclives
also include manufacturing non-concrete residential units, general contracting, maintenanca, construction of
utilities and civil work, In addition, the Group Is alse involved in manufacturing and sale of paints and providing
related services.

The Company is a Saudi joint stock company registered in the Kingdom of Saudi Arabla under Gommarcial
Ragiatration No 4030286984, pursuant to Minlsterial Resolution Ne. 2532 dated 2 Ramadan 1427 H (September
25, 2008). The registerad address of the Company is Jeddah, Al Rawdah District, Prince Mohammad Bin
Abdulaziz Street, Kingdom of Saudi Arabia,

The accompanying interim consolidated financial statements include the acesunts of the Company and |ts
following subsidiaries, operating under individual commercial registrations:

Effectiva
Country of ownership (%)
incorporation at September 30,

2016 2015
Rad Sea Housing Services (Ghana) Limited ("RSG") Ghana 100% 100%
SARL Red Sea Housing Services Algeria Limited {“RSA" Algeria 98% 98%
Red Sea Housing Services Company Qatar LLG ("“RSQ") Qatar 49% 49%
Red Sea Housing Services Company Nigeria Limited (*RSN")* Nigeria 97% 97%
Hed Sea Housing Services Company Dubai FZE (“RSD") UAE 100% 100%
Red Sea Housing Services Company Libya ("RSL")* Libya 90% 90%
Red Sea Building Matarials and Equipments Trading Company
("RSBM") Saudi Arabina 100% 100%
Red Sea for Specialized Investmaents Company ("RSSI")* Saudl Arabia 100% 100%
Premier Paints Company ("PPC") Saudi Arabia B1% 81%
Red Sea Housing Services (Mozambique), LDA (“RSMY) Mozambique 100% 100%
Red Sea Housing Services LLG ("RSQ") Oman 100% 100%
Red Sea Housing Services Pty Ltd. Ausiralia 100% 100%
Red Sea Atfordable Housing Company ("RSAHC")* Saudi Arabla 100% 100%
Red Sea Real Estate Development Company (“RSREDC")* Saudi Arabia 100% 100%
Red Sea Residential City Company (*RSRCC")* Saudi Arabla 100% 100%
Red Sea Housing Services Singapore Pte, Ltd., (“RSHS")* Singapora 100% 100%
Red Sea Housing Services Malaysia Sdn. Bhd, ("RSSM")* Malaysia 100% 100%
Red Sea Housing Services Ine. (“ASC") Canada 100% 100%
AM Modular Sdn. Bhd. ("AMM") Malaysia 20% -

" These subsidiaries have not yet started commercial operations,

The Company also has licenses to operate branches in Papua New Guinea, Abu Dhabl, Alghanistan and
Equatorial Guinea, Abu Dhabi, Afghanistan and Equatorial Guinea did not hava any operations through
September 30, 20186,

On April 1, 2018, the Group acquired 80% aquity interest in AMM, a limited linbility company registarad in
Malaysia, against a purchase consideration of Saudi Riyals 28.2 million. The excess of purchase consideration
over the praliminary fair values assigned to net assets acquired has not resulted in any significant goodwill in
the accompanying interim consolidated balance sheet as at September 30, 2018, The Group managemant
expects to finalize the purchase price allocation exercise by March 2017 and resulting adjustments, if any, will
be recorded accordingly. The accompanying interim consolidated financial statements include the results of
AMM with effect from April 1, 2016 (date of acquisition). Under the terms of the purchase agreement, the
purchase consideration will be paid in four instalments, of which the first inatalment of Saudi Riyvals 11.3 milion
was paid on the date of acquisition. The Instalment due in the next 12 months ie shewn undar “Accrued and
other liabllities” and the remaining two instalments are shown under "Other non-current liabilities” in the
accompanying interim consolidated balance sheet as at September 30, 2016.



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notes to the interim consolidated financial statements

For the three-month and nine-month periods ended September 30, 2016 (Unaudited)
(All amounts in Saudi Riyals thousands unless otherwise stated)

At September 30, 2016, property, plant and aquipment of RSL raprasents facilities which are under constructlon
in Libya, with a carrying value of Saudi Riyals 25.2 million (2016: Saudi Riyals 29.1 million), net of impairmant
loss of Saudi Riyals 18.2 million (2015: Saudi Riyals 14.5 million). Due to the political crisis in Libya,
managament is continuously monitoring and assessing the carrying value of property, plant and equipment,

The accompanying interim censolidated financial statements were approved by the Cempany's Board of
Directors on October 19, 2016,

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these interim consolidated financial stataments
are sot out below. These policies have been consistently applied to all periods prasantad,

21 Basig of preparation

The accompanying interim consclidated financial statements have been prepared under the historical cost
convention on the accrual basis of accounting, and in compilance with the Standard of Interim Financlal
Reporting issued by the Saudi Organization for Gertified Public Accountants ("SOCPA"). Signifieant accounting
policies adopted by the Group in the preparation of such interim consolidated financial statements are in
conformity with those described in the Group's audited consolidated financial statements for the year ended
Decambar 31, 2015,

The accompanying interim consolidated financial statements include all adjustments comprising mainly of
normal recurring aceruals consldarad necessary by the Group's managemaent to prasent a fair statement of the
financial position, results of operations and cash flows. The Interim results of the operations for the three-month
and nine-month periods ended September 30, 2016 may not rapresent a praper indication for the annual results
of operations. These interim consalidated financial statements and notes should be read In conjunction with the
annual audited consolidated financial statements and the related notes for the year ended Dacember 31, 2015,

2.2 Critical accounting estimates and judgments

The preparation of interim consolidated financlal statements in conformity with generally accepted accounting
standards in Saudi Arabia requires the use of certain critical estimates and assumptions that afiact the reported
amounts of assats and liabilities and disclosure of contingent assets and liabilities at the reporting date of the
Interim consolidated financial statements, and the reported amounis of revenues and expenses during the
reporting period. Estimates and judgments are continually evaluated and are based on historical oxperience
and other factors, including expectations of future events that are believed to bo reasonable under tho
circumstances. The Group makes estimates and assumptions conceming the future, The resulting aceounting
astimates will, by definition, seldom equal the related actual results,

23  Invastments in subslidiaries

Subsidiaries are entities over which the Group has the power to govern the financial and operating policies to
obtain economic banefit generally accompanying a sharaholding of more than one half of the voting rights. The
axistence and offect of potential voting rights that are currontly exarciaable or convertibla are censidared when
assessing whether the Group controls another entity. Subsidiaries are fully consolidated from the date en which
control is tranaferred to the Group. Thay are de-consolidatad from the date that control censes.

The purchase method of acsounting is used to account for the acquisition of subsidiaries. The cost of an
acquisition is measured as the fair value of the assets given or liabliities incurred or assumed at the data of
acquisition, plus costs directly attributable to the acquisition. The excoss of the cost of acquisition ever the fair
value of the Group's share of the identiflable net assets acquired is recorded as goodwill, Goodwill arlsing from
acquisition of subsidiaries is reported under "Other non-current assets” in the interim consolidated balance
sheet. Goodwill is tested annually for impairment and carried at cost, nat of impairment losses.

Inter-company transactions, balances and unrealizod galng and lasses on transactions botwaen the Graup
companies are eliminated.



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stoek Company)

Notes to the interim consolidated financlal statements

For the three-month and nine-month periods ended Septembar 30, 2016 (Unaudited)
(All amounts in Saudi Riyals thousands unless otharwise stated)

2.4 Segment reporting
(a)  Business segment
A business sagment is group of assets, operations or antities:

()] engaged in revenue producing activities;

(ii) results of operations of which are continuously analyzed by management in order to make decisions
related to resource allocation and performance assessment; and

(lii)  financial information is separately available,

(b} Geographical segmant

A geographical segment is group of assets, operations or entities engaged In revenue producing activities within
a particular economic environmant that are subject to risks and returns different from those operating in other
economic environmants,

25  Foreign eurrency translationa
(a)  Reporting currency

Thesa interim consolidated financial statements are presented in Saudi Riyals which Is tha reperting currency
of tha Company.

(b)  Transactions and balances

Fereign currency transactions are translated into Saud Riyals using the exchange rates prevailing at the dates
of the transactions. Foreign exchange gains and losses resulting from the settlemant of such transactions and
from the translation at the year-end exchange rates of monetary assets and liabliities denominated in foreign
currencies other than Saudi Riyals are recognized In the interim consolidated income statement,

()  Group companies

Tha results and financial position of foreign subsidiaries having reporting currencies other than Saudi Riyals are
translated into Saudi Riyals as follows:

() assets and liabilities for each balance sheet presented are translated at the closing exchange rate at the
date of that balance shaat;

(i) Income and expenses for each income statement are tranalated at average exchange rates; and

(iii)  components of the equity accounts are translated at the exchange rates in effect at the dates the related
items originatad,

Cumulative adjustments resulting from the translations of the financial statements of the foreign subsidiaries
into Saudi Riyals are reportad as a separate compaonent of equity.

When investment in foreign subsidiares Is disposed off or sold, currency translation differences that were
recorded in equity are recognized in interim consolidated income statement as part of gain or loss on disposal
or sale,

2.6 Cash and cash equivalents

Cash and cash equivalents include cash in hand and with banks and other short-term highly liquid investments
with maturities of three months or less from the purchase date,

2.7 Accounts recelvable

Accounts receivable are carried at original involce ameunt less provision for doubtful debts. A provision agalnst
doubtful debts is established when there is a significant deubt that the Group will not ba able te ealloct all
amounts due according to the original terms of the receivables, Such provisions are charged to the interim
consolidated income statement and reported under “Genaeral and administrative axpenses”, When aceounts
recelvable are uncollectible, they are written-off against the provigion for doubtful debts. Any subsaquant
recoveries of amounts previously written-off are credited against “General and administrative expenses” in tha
interim consolidatad income statement.



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notes to the interim conaolidated financial statements

For the three-month and nine-month periods ended September 30, 2016 (Unaudited)
(All amounts in Saudi Riyals thousands unless otharwise stated)

2.8 Inventories

Inventories are carried at the lower of cost or net realizable value. Cost Is determined on the weighted-average
mothod. The cost of finished products includes the cost of raw materlals, direct labor and manufacturing
overhaads,

Net realizable value is the estimated selling price in the ordinary course of business, less the costs of complation
and selling expenses,

2.9 Proparties for rentals

Properties held for long-term rental yields, which are not occupled by the Group, are recorded at cost less
accumulated depreciation, Land is not depreciated. Depreciation is charged to the interim consolidated income
statement, using the straight-line mathad, to allocate the costs of the related assets o their residual values over
the estimated useful lives of 4 to 25 years.

Maintenance and normal repairs which do not materlally extend the estimated useful life of an asset are charged
to the interim consolidated incoma statement as and when incurred. Gains and losses on disposals are
determined by comparing proceads with the carrying amounte and are included in the interim consolidated
income staternant,

2.10 Property, plant and squipmant

Property, plant and equipment are carried at cost less accumulated depreciation and accumulated impalrment
losses, if any, except projects under construction which are carried at cost, Land is not depreciated.
Depreciation is charged to the interim consolidated income statement, using the straight-line method, to allocate
the costs of the related assets to thelr residual values over the fallowing estimated useful lives:

Number of years
«  Buildings and residential houses 10 - 40
= Machinery and equipment 4-15
«  Furniture, fixtures and office equipment 4-5
= Vehicles 4.8

Gains and losses on disposals are determinad by comparing proceeds with carrying amount and are Included
in the interim consolidated income statemaent.

Maintenance and normal repairs which do not materially extend the estimated uselul life of an assat ara charged
to the interim consolidated income statement as and whan Incurred, Major renewals and improvemanis, if any,
are capitalized and the asseis so replaced are retired,

211 Impairment of non-financlal assets

Non-financial assets (other than goodwill and intangible assets with indefinite useful lives) are reviewed for
impairment whenever events or changes in clrcumstances indicate that the carrying amount may not ba
recoverable. Goodwill and Intangible assets with indefinite useful lives, if any, are raviewed for impairment
annually. An Impairment loss is recognized for the amount by which the carrying amount of the asset exceeds
its recoverable amount which is the higher of an asset's fair value less cost to sell and value in use. For the
purpase of assessing impairment, assets are grouped at lowest levels for which there are separately identifiable
cash flows (cash-gonerating units). Non-financial assets other than goodwill and intangible assets that suffared
impairment are reviewed for possible reversal of impairment at each reporting date, Where an impairment loss
subsequently reverses, the carrying amount of the asset or cash-generating unlt I8 inereased to the revised
estimate of its racoverable amount, but the increased carrying amount should not exceed the carrying amount
that would have been determined, had no impairment loss been recognized for the assets or cash-generating
unit in prior years, A reversal of an impairment loss is recognized as income immaediataly in the interim
consolidated Income statement. Impalrment losses on goodwill and intanglble assats with indefinite usalul lives
are not reversible.

212 Borrowings

Borrowings are recognized at the proceads received, net of transaction costs incurred, if any. Borrowing costs
that are directly attributable to the acquisition, censtruction or production of qualifying assets are capitalized as
part of those assets. Other borrowing costs are charged to the interim consolidated income statement,

10



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notes to the interim consolidated financial statements

For the three-month and nine-month poriods ended September 30, 2016 {Unauditad)
(All amounts in Saudi Riyals thousands unless otherwise stated)

2.13 Accounta payable and accruaia

Liabilities are recognized for amounts to be paid for goods and services receivad, whether or not billed to the
Group.

2.14 Provisions

Provisions are recognized when; the Group has a present logal or constructive obligation as a result of a past
ovent; it Is probable that an outflow of resources will be required to settla the obligation; and the ameunt can be
reliably eatimated.

2,15 Zakat and income taxes

The Company is subject to zakat in accordance with the regulations of the General Authority for Zakat and Tax
("GZAT"). Forelgn shareholders In the consolidated Saudi Arabian subsidiaries are subject to Income taxes,
Income tax provision related to the foreign sharehelders in such subsidiaries aro charged to the non-controlling
interests. Provision for zakat for the Company and zakat related to the Company's ownership in the Saudi
Arablan subsidiaries is charged to the interim consolidated income statement. Additional zakat payable, if any,
at the finalization of the Company's assessments are accounted for when determinad by the GZAT.

Foreign subsidiaries and branches are subject o income taxes In their respective countries of domicile, except
RSD, which is not subject to any zakat or income taxes in the UAE. Such income taxes are charged to the
interim consolidated income statement,

The Company and Its Saudi Arabian subsidiaries withhold taxes en cartain transactions with non-resident
parties, including dividend payments to foreign sharsholders of the Saudi Arabian subsidiaries, if any, in the
Kingdom of Saudi Arabia as required under Saud| Arabian Income Tax Law.

2,16 Employee termination benefits

Employee termination benefits required by Saudl Laber and Workman Law are accrued by tha Gompany and ita
Saudi Arablan subsidiaries and charged to the interim consolidated income statement, The liability Is caleulated at
the current value of the vested benefits to which the employea I8 antitled, should the amployeas leave at the balance
sheat date. Termination payments are based on employaes’ final salaries and allowances and their cumuiative
years of service, as stated in the laws of Saudi Arabia.

The foreign subsidiaries provide currently for employee termination and other benefits as required under the
laws of their respactive countries of domicile. There are no funded or unfunded benailt plans established by the
foreign subsidiaries,

217 Revenuas
Revenues from sala of goods are recognized upen delivery of products,

Revenues from contracts are recognized on the percentage-of-completion method, measured by the
percentage of actual cost incurred to-date to estimated total cost for each contract. When the contract ls at an
early stage and its outcome cannot be reliably estimated, revenue is recognized to the axtent of costs Incurred,
which are considered recoverable. Contract cosis include all diract material and labor costs and those indirect
costs related to the contracta. Changes in cost estimates and losses on uncompleted contracts are recognized
in the period they are determined. Costs and estimated earnings in excess of blllings on uncompleted contracts
are included In current assets as contract work-in-progress and billings in excess of costs incurred and
estimated earnings, if any, are included in current liabilitios as contract work-in-progress.

Rental Income Is recognized on the acerual basis in accordance with terms of the contracts antered into with
tlenants,

2.18 Selling, marketing, general and administrative expenses
Selling, marketing, general and administrative expenses include direct and Indirect costs not spaciflcally part of
cost of revenues as required under generally accopted accounting standards. Allocations betwoen cost of

revenues and selling, marketing, general and administrative expenses, when required, are made on a
consistant basis,

11



RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notes to the interim consolidated financial statements

For the three-month and nine-month periods ended Septembaer 30, 2016 (Unaudited)
(All amounts in Saudi Riyals thousands unless otharwise stated)

2,19 Dividends

Dividends are recorded in the Interim consolidated financial statements in the period in which thery are approved
by the sharaholders of the Company.

2.20 Operating lonses

Rental expense under operating leases is charged to the interim consolidated income stateament aver the tarms
of the respoctive lease. Long-term prepayments of annual rentals for operating leases related to leasehold land
and lump sum conaideration paid to acquire the right to lease a plot of land from a previous lesses is classifiad
as non-current in the interim consolidated balance shest and Is amortized over the period of the related lease
agrasmants.

221  Statutory resarve

In accordance with the Regulations for Companles in the Kingdom of Saudi Arabia, the Company is required to
transfer 10% of net incoma for the year to a statutory reserve until such reserve equals 30% of its share capital.
Such transfer is made at end of the fiseal year, The statutory reserve in the accompanying interim consolidatad
financial statements s the statutory reserve of the Company. This resarve currently is not available for
distribution to the shareholders of the Company.

222 Earnings per share

Earnings per share for the three-month and nine-menth periods ended September 30, 2016 and 2015 has been
computed by dividing the operating inceme and net income for such periods by the waighted average number
of 60 million shares outstanding during sueh periods.

2.23  Reclassification

Certain amounts in the comparative 2016 financial statements have been reclassified to confarm to tha 2018
presentation.

Segmant information

The Group's operations are principally in the following business segments:

*  Manufacturing and sale of non-cencrete residential and commercial buildings;
* Rentals of properties; and

= Manufacturing and sale of paints and related services.

Selected financial information as of Soptember 30, 20168 and 2015 and for the nine-menth periods then ended,
summarized by the above business segments, is as lollows:

Nen-concrete

residential and Paints and
commarcial Rentals of relntad
2016 (Unaudited) buildings properties sarvicas Total
Total assats 840,789 674,768 88,307 1,603,864
Ravenues 428,226 314,698 47,428 790,352
Mot income (loss) 17,852 61,386 (3,004) 76,234
2015 (Unaudited)
Total assets 667,188 802,202 76,871 1,646,351
Revanuas 400,412 308,866 31,710 740,988
Mot income (loss) 9,433 44,898 (5,320) 49,002

During the nina-month period ended Septembar 30, 20186, approximataly 70% of the total revenues from non-
concrete residential and commercial bulldings segment were derived from 6 customers (2015: approximataly
62% from & customers).
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RED SEA HOUSING SERVICES COMPANY AND SUBSIDIARIES

(A Saudi Joint Stock Company)

Notas to the interim consolldated financial statemants

For the three-month and nine-month periods ended September 30, 2016 (Unaudited)
(All amounts in Saudi Riyals thousands unless otherwise atated)

During the nine-manth period ended Septembar 30, 2016, approximately 81% of the total revenues from rental
segment were derived from 5 customers (2015: approximately 80% from 3 eustomers),

The Group's operations are conducted in Saudi Arabia, UAE, Ghana, Papua New Guinea, Algeria and cartain
other geographical areas. Selected financial information as of September 30, 2016 and 2015 and for the nine-
month periads then ended, summarized by geographic area, was as follows:

Papua
Saudi New

2016 (Unaudited) Arabia UAE Ghana Guinea Algeria Malaysia Other Total
Properties for rentals 498,394 B22 0 1,718 25,419 - 15,410 541,763
Property, plant and

equipment 82,150 48,464 31,565 18,783 934 1,621 25878 209,395
Revenues 514,418 59,352 94,733 31,199 19,648 64,119 6,883 790,352
Net income (loss) 89,977 (14,7358) 3,629 {1,513) 1,471 7,068 (9,653) 76,234
2015 (Unaudited)

Properties for rentals 597,120 2,631 . 1,801 26,910 - 25993 654,455
Praperty, plant and

equipment 83,202 50,736 34,384 22282 257 - 30,073 220,884
Ravanues 496,787 140,217 32,631 55,406 4,726 = 11,221 740,988
Met incoma (loas) 58,814 7.858 (11,417 1,876 {1,432) - (6,698) 48,002

Related party and other matters

During the three-month period ended September 30, 2016, the Company exacutad a novation agreement with
Patromin Corporation (*Patromin"), an affiliate, o transfer the iease of a plot of land in King Abdullah Economic
City ("KAEC") for a consideration of Saudi Riyals 19.2 million resulting in a net gain of Saudi Riyals 8.0 million
which is Included under "Other, net" in the interim consolidated incoma statement. Under the terms of the
agreement, the consideration amount will ba paid in equal annual instalments of approximately Saudi Riyals 1.2
million over the remaining lease term of 16.5 years. The Company also exited from a lease agreemaent with
Emaar, The Economic City, for anether plot of land in KAEC and wrote-off cost incurred on such plat of land of
Saudi Riyale 8.0 million which Is alse included under *Other, net" in the interim consolidated income statement,

Dividends

The shareholders of the Company in their General Assembly meeting held on 13 Rajab 1437 H {April 20, 2016)
approved dividends of Saudi Riyals 0.75 per share (2015: Saudi Riyals 1,00 per share), amounting to Saudi
Hiyals 45.0 million (2015: Saudi Riyals 60.0 million), which were fully paid during the nine-month period anded
Septamber 30, 20186,

Contingencles and coemmitments

At September 30, 2016, the Group had outstanding bank guarantees and letters of credit amounting to
approximately Saudi Riyals 52.2 million and Saudi Riyals 0.2 million, respectively (2015: Saudi Riyals 46.3
million and Saudi Riyals 0.01 million, respectivaly), issued in the normal course of business. Also, rantal
commitments under operating lease centracts amounted to Saudi Riyals 23.2 million at September 30, 2016
(2015: Saudi Riyals 23.7 million) over a period ranging from one to thirty seven years.
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