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Summary:

This study aims to highlight the role of external audit organizations in limiting cre-
ative accounting practices. Through the analysis of the cases of Arabtec and Drake
& Scull, which are listed on the Dubai Financial Market, it was found that both
companies employed misleading accounting techniques such as delaying losses
and inflating revenues. The results also revealed that external audit organizations
were not effective in detecting these practices in a timely manner, due to weak
oversight, lack of auditor independence, and a lack of transparency from the com-
panies. The study affirms that the effectiveness of external auditing remains lim-
ited without strong regulatory support and a robust oversight environment.

Keywords: External Auditing, Creative Accounting, International Auditing Organ-
ization, Dubai Financial Market
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
DRAKE AND SCULL INTERNATIONAL P.J.S.C.

Report on the Audit of the Consolidated Financial Statements

Disclaimer of opinion

We were engaged to audit the consolidated financial statements of Drake and Scull International
P.J.S.C. (the “Company”) and its subsidiaries (together the “Group”), which comprise the
consolidated statement of financial position as at 31 December 2019, and the consolidated
statements of income, other comprehensive income, changes in equity and cash flows for the year
then ended, and notes to the consolidated financial statements, including a summary of significant
accounting policies.

We do not express an opinion on the accompanying consolidated financial statements of the Group.
Because of the significance of the matters described in the Basis for disclaimer of opinion section
of our report, we have not been able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion on the consolidated financial statements.

Basis for disclaimer of opinion

1. Opening balances

We issued a disclaimer of opinion on the consolidated financial statements of the Group as of,
and for the year ended, 31 December 2018 as a result of a number of significant and pervasive
audit issues. As opening balances enter into the determination of the results for the current
year, and in the absence of any practicable alternative audit procedures that we could carry out
in this regard, we were unable to ascertain whether any misstatement in those balances would
have had a material impact on the consolidated statements of income, other comprehensive
income and cash flows for the year ended 31 December 2019.

2. Audit of the results of subsidiaries disposed off

As disclosed in note 35 to the accompanying consolidated financial statements, the Group has
disposed of its interests in a number of subsidiaries the results for the year of which and loss
on disposal included in the consolidated income statement amounted to AED 153 million and
AED 637 million, respectively. We were not provided with audited financial information for
those subsidiaries for the period up to the date of disposal and, accordingly, were unable to
obtain sufficient appropriate audit evidence with regard to their results for the year and loss
on disposal included in the consolidated income statement for the year ended 31 December
2019.

3. Reporting of a material subsidiary in Qatar
As detailed in note 34, included in the accompanying consolidated financial statements is a
provision of AED 789 million relating to the Group’s subsidiary in Qatar over which the
Group has lost control. We were not provided with sufficient appropriate audit evidence to
audit the completeness and accuracy of balances relating to the subsidiary for the year ended
31 December 2019.

A member firm of Emst & Young Global Limited
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
DRAKE AND SCULL INTERNATIONAL P.J.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)
Basis for disclaimer of opinion (continued)

4. Bank confirmations
We were unable to obtain direct bank confirmations for bank balances and bank liabilities
included in the consolidated statement of financial position of AED 43 million and AED 842
million as of 31 December 2019, respectively. In the absence of any practicable audit
procedures that we could perform in respect of this matter, we were unable to conclude on the
completeness and accuracy of these balances, and related liabilities, commitments and
contingent liabilities, if any, as of 31 December 2019.

5. Going concern assessment

As detailed in note 2 to the consolidated financial statements, the Group’s accumulated losses
as of 31 December 2019 amounted to AED 5,005 million, and its current liabilities exceeded
its current assets by AED 4,183 million. Furthermore, the Group had negative cash flow from
operations of AED 524 million for the year ended 31 December 2019. These conditions
indicate the existence of a material uncertainty which may cast significant doubt about the
Group's ability to continue as a going concern and, therefore, it may not be able to realise its
assets and discharge its liabilities in the normal course of business.

The accompanying consolidated financial statements, however, have been prepared on a going
concern basis, based on a restructuring plan developed by management in consultation with
the board of directors of the Company and approval of the shareholders as detailed in note 2.
The Group’s going concern assumption, and the impact of the restructuring plan on its
consolidated financial statements as of 31 December 2019, are highly dependent on the
successful execution of the plan, including approval by lenders, regulators and other relevant
stakeholders, and hence cannot be determined at this stage.

The consolidated financial statements for the year ended 31 December 2018 were also disclaimed
in respect to the above and other matters.

Responsibilities of management and those charged with governance for the consolidated financial
statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs, and in compliance with the applicable provisions of the
articles of association of the Company and the UAE Federal Law No. (2) of 2015, and for such
internal control as management determines is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting
process.
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF
DRAKE AND SCULL INTERNATIONAL P.J.S.C. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Auditor’s responsibilities for the audit of the consolidated financial statements

Our responsibility is to conduct an audit of the Group’s consolidated financial statements in
accordance with International Standards on Auditing and to issue an auditor’s report. However,
because of the matter described in the Basis for disclaimer of opinion section of our report, we
were not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion
on these consolidated financial statements.

We are independent of the Group in accordance with the International Code of Ethics for
Professional Accountants’ (including International Independence Standards) (the “IESBA Code™)
together with the ethical requirements that are relevant to our audit of the financial statements in
the United Arab Emirates, and we have fulfilled our other ethical responsibilities in accordance
with these requirements and the IESBA Code.

Report on other legal and regulatory requirements
Because of the significance of the matters described in the Basis for disclaimer of opinion section

of our report, we are unable to provide an opinion on other legal and regulatory requirements.

For Ernst & Young

T ke

Signed by:

Ashraf Abu-Sharkh
Partner

Registration No: 690
9 June 2020

Dubai, United Arab Emirates
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Independent auditor’s report to the shareholders of Arabtec
Holding PJSC

Report on the audit of the consolidated financial statements

Our qualified opinion

In our opinion, except for the possible effects of the matters deseribed in the Basis for qualified opinion
section of our report, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of Arabtec Holding PJSC (the “Company™) and its subsidiaries (together the
“Group”) as at 31 December 2018, and their consolidated financial performance and their consolidated cash
flows for the year then ended in accordance with International Financial Reporting Standards.

What we have audited
The Group's consolidated financial statements comprise:

the consolidated statement of financial position as at 31 December 2018;

the consolidated income statement for the year then ended;

the consolidated statement of comprehensive income for the year then ended;

the consolidated statement of changes in equity for the year then ended;

the consolidated statement of cash flows for the year then ended; and

the notes to the consolidated financial statements, which include a summary of significant accounting
policies.

® o 0o 0o o o

Basis for qualified opinion

(@)  The Group’s investment properties include a property comprising of a plot of land and associated
development costs (“the property”) with a carrying amount of AED 568 million (2017: AED 568
million). As discussed in note 6 to the consolidated financial statements, management has not carried
out a detailed impairment review to assess the recoverable amount of the property, which is
calculated as the higher of its value-in-use and fair value less cost to sell in accordance with IAS 36,
'Impairment of assets'. Consequently, we were unable to satisfy ourselves as to the carrying amount
of the property and determine whether any impairment charge should have been recorded in the
consolidated income statement.

(b)  As explained in note 10 to the consolidated financial statements, the balance of trade and other
receivables includes net exposures of AED 153 million relating to amounts due from customers that
have not been certified by the customers and which are subject to negotiations and discussions. We
were not provided with sufficient appropriate audit evidence to ascertain the extent and timing of the
recoverability of these amounts. Consequently, we were not able to determine whether any
impairment adjustments relating to these amounts are necessary.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s responsibilities for the audit
of the consolidated financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
qualified opinion.

Independence

We are independent of the Group in accordance with the International Ethies Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements that
are relevant to our audit of the consolidated financial statements in the United Arab Emirates. We have
fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code

PricewaterhouseCoopers (Dubai Branch), License no. 102451
Emaar Square, Building 4, Level 8, P O Box 11987, Dubai - United Arab Emirates
T: +971 (0)4 304 3100, F: +971 (0)4 346 9150, Www.pwe.com/me

Douglas O'Mahony, Rami Sarhan, Jacques Fakhoury and Mohamed ElBorno are registared as pracising auditors with the UAE Min stry of Economy
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Independent auditor’s report to the shareholders of Arabtec
Holding PJSC (continued)

Emphasis of matter

Dispute with a shareholder of a subsidiary

We draw attention to note 36 (c) to the consolidated financial statements, which provides details of a
dispute and the claim filed by the sharcholder of Arabtec Construction W.L.L. Qatar, the outcome of which
cannot be determined with reasonable certainty as at the date of this report. Our opinion is not modified in
respect of this matter.

Our audit approach
Overview

e Contract revenue and profit or loss recognition

Key Audit Matters
¥ e Recoverability of contract receivables

As part of designing our audit, we determined materiality and assessed the risks of material misstatement
in the consolidated financial statements. In particular, we considered where management made subjective
judgments; for example, in respect of significant accounting estimates that involved making assumptions
and considering future events that are inherently uncertain. As in all of our audits, we also addressed the
risk of management override of internal controls, including among other matters consideration of whether
there was evidence of bias that represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion on
the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

In addition to the matters described in the Basis for qualified opinion section, we have determined the
matters described below to be the key audit matters to be communicated in our report.

Key audit matter l How our audit addressed the key audit matter

Contract revenue and profit or loss recognition

The Group enters into contracts, many of We obtained from management an understanding of

which are complex and long-term in nature the internal controls over revenue recognition.

and can span a number of reporting periods.

Contract revenue is recognised over time as We tested a sample of contracts based on value and

performance obligations are fulfilled in with the following risk-based characteristics:

accordance with IFRS 15 — Revenue from

Contracts with Customers. e contracts with significant revenue recognised in
the year, or with forecast losses;

We focused in particular on this area because o contracts with significant unbilled work in

the timing of revenue recognition, estimates of progress balances;

costs to complete, the determination of o contracts that had been identified by management
contractual entitlement and assessment of as higher risk based on our discussions with them,
probability of customer approval of changes in or from their routine internal reporting; and

scope and recognition of claims on contracts
have inherent complexities in the construction
industry, are matters of significant
management estimate and judgment and often
take time to resolve.

other contracts not meeting any of the above
criteria, selected at random.
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Independent auditor’s report to the shareholders of Arabtec

”()[([I.II.(/ PJSC (continued)

Our audit approach (continued)

Key audit matters (continued)

Key audit matter

How our audit addressed the key audit matter

Contract revenue and profit or loss recognition (continued)
The total amount of revenue and profit or loss = We also visited a sample of project sites to enhance our

to be recognised on a contract can be affected by
changes in conditions and circumstances over
time, such as:

e variations to the original contract terms
cost overruns
e scope changes that require further
negotiation and agreement o
There can also be significant uncertainties in
determining the amounts to be recovered from
customers as a result of changes in conditions
and circumstances on projects which have led
to additional work having been performed
(variations). In addition, with respect to claims,
the determination of whether it is highly \
probable that a significant reversal of
cumulative revenue will not occur when the
uncertainty relating to the claim is resolved and
the estimation of the claim amount often
require the exercise of significant judgment by |
management.

The timing of revenue recognition is subject to
judgments surrounding the costs expected to be |
incurred in completing the work, as revenue on
contracts is recognised on a percentage of
completion basis. |

As a result of the often high degree of
subjectivity involved in determining the costs to
complete a contract, the magnitude of any
variations and the outcome of claims, there are
significant risks that contract revenue and
associated margins, or foresecable losses, are
not correctly recognised.

Refer to the note 2.20 to the consolidated *°
Jfinancial statements for the accounting policy
on revenue recognition, note 4.1(a) for
significant estimates and judgments related to = ®
revenue recognition and note 22 for revenue
recognised during the year ended 31 December
2018. .

understanding of the projects and discuss directly with
the project management teams on site the progress of
‘ the projects and estimates of costs to complete.

To test whether revenue and profit or loss is accurately
recorded, for the selected samples, we performed the
‘ following procedures:

Verified the project costs incurred during the year
by tracing them to the underlying supporting
documentation.

For estimated costs to complete we obtained an

understanding from the respective project teams

and re-performed and challenged management's
estimates by:

— assessing the estimated costs against historical
and current trends underpinning those
estimates;

~ evaluating the out-turn of previous estimates;
and

— comparing the year end estimated costs-to-
complete against the latest available
information provided by the management.

Obtained documentary evidence for the approval

of variations by the Group’s customers included in

total estimated contract revenue.

With  respect to claims, we evaluated

management’s judgment on how advanced the

negotiations with customers were based on the
facts and circumstances of particular contracts,
documentary evidence and correspondence and
the Group's relationship with the customer.

Further, we verified any subsequent approvals,

certifications or cash receipts in relation to the

claims recognised at the reporting date.

Recalculated the stage of completion for the

projects.

Agreed the total contract revenue to the

underlying contracts and amendments (where

applicable).

Reviewed and considered the implications of

correspondence with customers (both upon the

aceeptance of work done and relating to disputes).

For contracts where it is probable that the total

costs will exceed the total contract revenue, we

checked that the expected loss had been
recognised as an expense immediately.
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Independent auditor’s report to the shareholders of Arabtec

Holding PJSC (continued)

Our audit approach (continued)

Key audit matters (continued)

Key audit matter ] How our audit addressed the key audit matter

Recoverability of contract receivables

We focused on this area because management
exercises significant judgment regarding the
recoverability of the balances and therefore in
estimating the extent of any provision for
impairment required in respect of such
balances.

Where the recoverability of such balances is
contingent on the outcome of on-going
arbitrations  or litigations, ~management
considers the probability of a favorable
outcome having regard to the opinions of the
Group’s legal counsel and external lawyers.

The magnitude of any resultant impairment
against the outstanding amounts, could be

material  to the consolidated financial
statements.
Contract receivable balances subject to

arbitration include amounts of AED 631
million. Please refer to note 36 (a) and (b) to the
consolidated  financial statements which
describes the uncertainty relating to the
outcome of the arbitration.

Refer to note 10 to the consolidated financial
statements for details of contract receivables
included within trade and other receivables.

| With respect to contract receivables, we have
discussed and challenged the judgments applied by the
management in relation to their assessment of the
recoverability of individual balances and the bases for

' those judgements.

\

We corroborated management’s assessments by
reference to other factors such as the status of the
contract work and its certification, relationship with
the customer, the customer’s financial ability to pay
and, where the Group has a legal claim against the
customer, the Group’s legal counsel’s and external
lawyer’s assessments of the likelihood of a favourable
or unfavourable outcome.

! As part of this process, we also discussed the progress
of the work on the contracts with the respective project
teams and we tested the subsequent cash receipts to
the source documents for the certified amounts due

| existing at the reporting date.
For receivable balances with recoverability issues, we
checked that an impairment provision had been

| created in accordance with the Group’s policy and the
specific circumstances attaching to each case.

In respect of the contract receivables that are subject
to arbitration (refer to note 36 (a) and (b) to the
consolidated financial statements), we evaluated the
probability and timing of recovery of outstanding
amounts by reference to the status of negotiations and
arbitration proceedings along with other supporting
documentation. We also made enquiries of
management-appointed legal counsel in respect of the
current status of proceedings.

We also tested that appropriate disclosures had been
made in the consolidated financial statements in
compliance with financial reporting standards
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Independent auditor’s report to the shareholders of Arabtec
]1()/([1-115/ PJSC (continued)

Other information

The directors are responsible for the other information. The other information comprises the Directors’
Report but does not include the consolidated financial statements and our auditor’s report thereon, which
we obtained prior to the date of this auditor’s report and the Group’s Annual Report, which is expected to
be made available to us after that date.

Our opinion on the consolidated financial statements does not cover the other information and we do not
and will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

If, based on the work we have performed, on the other information that we obtained prior to the date of this
auditor’s report, we conclude that there is a material misstatement of this other information, we are
required to report that fact. As described in the Basis for qualified opinion section above, we were unable
to obtain sufficient evidence about the carrying value of an investment property, as management did not
perform an impairment review of the property, and the recoverability of customer receivables where the
amounts involved are subject to negotiation, the likely outcome of which is not yet known. We are unable
to conclude whether or not the other information is materially misstated with respect to these matters.

When we read the Group’s Annual Report, if we conclude that there is a material misstatement therein, we
are required to communicate the matter to those charged with governance.

Responsibilities of management and those charged with governance for the
consolidated financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards and their preparation in
compliance with the applicable provisions of the UAE Federal Law No. (2) of 2015, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Group or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
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Independent auditor’s report to the shareholders of Arabtec
/I()/(ll‘llgj PJSC (continued)

\uditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
awhole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with 1SAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

° Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

° Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group's ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conelusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Group to cease
to continue as a going concern.

° Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation,

° Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.
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Independent auditor’s report to the shareholders of Arabtec
/[()[(/I.II(/ PJSC (continued)

luditor’s responsibilities for the audit of the consolidated financial statements
(continued)

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that
a matter should not be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.

Report on other legal and regulatory requirements
Further, as required by the UAE Federal Law No. (2) of 2015, we report that:
i) we have obtained all the information we considered necessary for the purposes of our audit;

ii) the consolidated financial statements have been prepared and comply, in all material respects, with
the applicable provisions of the UAE Federal Law No. (2) of 2015;

i) the Group has maintained proper books of account;

iv)  the financial information included in the Directors’ report is consistent with the books of account of
the Group;

v)  note 33 to the consolidated financial statements discloses the Group's investment in shares during the
year ended 31 December 2018;

vi) note 13 to the consolidated financial statements discloses material related party transactions and the
terms under which they were conducted; and

vii) based on the information that has been made available to us, nothing has come to our attention which
causes us to believe that the Group has contravened during the year ended 31 December 2018 any of
the applicable provisions of the UAE Federal Law No. (2) of 2015 or, in respect of the Company, its
Memorandum of Association which would materially affect its activities or its financial position as at
31 December 2018,

PricewaterhouseCoopers
12 February 2019

S

Mohamed ElBorno
Registered Auditor Number 946
Dubai, United Arab Emirates
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors

Arabtec Holding PJSC and its subsidiaries
Dubai

United Arab Emirates

Report on the Audit of the Consolidated Financial Statements
Qualified opinion

We have audited the consolidated financial statements of Arabtec Holding PJSC and its subsidiaries (the
Group), which comprise the consolidated statement of financial position as at December 31, 2019, and the
consolidated income statement, the consolidated statement of comprehensive income, consolidated
statement of changes in equity and consolidated statement of cash flows for the year then ended, and notes
to the consolidated financial statements, including a summary of significant accounting policies.

In our opinion, except for the effects and possible effects of the matters described in the Basis for Qualified
Opinion section of our report, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at December 31, 2019, and of its consolidated
financial performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards (IFRSs).

Basis for Qualified Opinion

e The Group’s investment properties, which are carried in the statement of financial position at AED 594
million, include investment properties with a carrying amount of AED 568 million which exhibit
indicators of impairment. Management has not determined if the recoverable amount of the
aforementioned investment properties exceed their carrying amount, which constitutes a departure from
IFRSs. We were unable to determine the adjustments necessary to this amount.

e The Group’s revenue and direct costs are presented in the consolidated income statement at AED 7,786
million and AED 8,117 million respectively. Management has measured revenue by including variable
consideration in the transaction price of certain construction contracts, to the extent that it is highly
probable that a significant reversal in the amount of cumulative revenue recognized will occur when
the uncertainty associated with the variable consideration is subsequently resolved. Management has
also excluded certain forecast contract costs and included the recovery of unapproved back charges and
discounts with certain subcontractors in their estimates of forecast costs to complete when determining
the forecast contract profit or loss. These matters constitutes a departure from IFRSs. The Group's
records indicate that, had management constrained its estimates of variable consideration in the
transaction price to the extent that it is highly probable that a significant reversal in the amount of
cumulative revenue recognized will not occur when the uncertainty associated with the variable
consideration is subsequently resolved and had all forecast contract costs been included and all
unapproved back charges and discounts been excluded in the estimates of forecast costs, an amount of
AED 710 million would have been required to reduce revenue and an amount would of AED 404
million would have been required to increase direct costs. Accordingly:

Akbar Ahmad (1141), Anis Sadek (521), Cynthia Corby (995), Georges Najem (809), Mohammad Jallad (1164), Mohammad
Khamees Al Tah (717), Musa Ramahi (872), Mutasem M. Dajani (726), Obada Alkowatly (1056), Rama Padmanabha Acharya (701)
and Samir Madbak (386) are registered practicing auditors with the UAE Ministry of Economy.
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Basis for qualified opinion (continued)

- the loss for the year would have been increased by AED 1,114 million;

- the loss per share would have been increased by AED 0.74 per share;

- due from customers from construction contracts would have been reduced by AED 436 million;
- other current assets would have been reduced by AED 250 million;

- opening retained earnings would have been reduced by AED 121 million;

- due to customers from construction contracts would have been increased by AED 404 million;
- trade and other payables would have been increased by AED 145 million; and

- total equity would have been reduced by AED 1,235 million

e The Group's trade and other receivables, due from customers on construction contracts and trade and
other payables, which are carried on the statement of financial position at AED 2,239 million, AED
2,338 million and AED 5,008 million include contract receivables and amounts due from customers on
construction contracts with a total carrying amount of AED 302 million and a provision for contract
losses of AED 76 million. Management has not stated these amounts after taking into consideration the
status of negotiations with customers at the reporting date which would increase the allowance for
expected credit losses, which constitutes a departure from IFRSs. The Group’s records indicate that,
had management stated contract receivables, amounts due from customers on construction contracts
and the provision for contract losses after taking into consideration the status of negotiations with
customers at the reporting date, a total amount of AED 226 million would have been required to reduce
contract receivables, amounts due from customers on construction contracts and decrease the provision
for contract losses, included in trade and other payables. Accordingly, general and administrative
expenses, the loss for the year and total equity would have been increased by AED 226 million and the
loss per share would have been increased AED 0.15 per share.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the
International Ethics Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA
Code), and we have fulfilled our other ethical responsibilities in accordance with the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified
opinion.

Material uncertainty related to going concern

We draw attention to note 2 in the financial statements, which indicates that the Group has incurred a loss for
the year ended 31 December 2019 of AED 848.7 million, had net cash used in operating activities of AED
39.7 million and net current liabilities of AED 1,004.7 million as at 31 December 2019.

The Group has a number of secured financing facilities, which, inter alia, contain covenants requiring the
Group to maintain specified financial ratios. These covenants were breached as at 31 December 2019 which
had the effect of the Group’s bank borrowings being repayable on demand. In addition, the Group is required
to repay amounts, under its existing financing arrangements, of AED 402 million over the next 15 months.

The Group’s ability to continue to operate as a going concern is dependent on securing additional financing,
obtaining covenant waivers on its existing financing facilities and closing out ongoing, completed and legacy
projects in accordance with forecast cash flows, which are not wholly within management’s control.

As stated in Note 2, these events or conditions, along with the contractual and legal disputes described in Note
39, other matters as set forth in Note 40 and the matters set out in the Basis for Qualified Opinion section of
our report, indicate that a material uncertainty exists that may cast significant doubt on the Group's ability to
continue as a going concern. Our opinion is not modified in respect of this matter.



Deloitte.
Independent Auditor’s Report to the Shareholders of
Arabtec Holdings PJSC and its subsidiaries, Dubai (continued)

Emphasis of matter
We draw attention to:

a) Note 39 of the consolidated financial statements, which describes various contractual disputes relating
to projects which are currently subject to legal proceedings and/or a dispute resolution process with the
respective employers. The probable outcome of these contractual disputes cannot be determined with
reasonable certainty, as these legal proceedings and/or dispute resolution processes are ongoing.

b) Note 40 of the consolidated financial statements, which describes that the outcome of the dispute and
claim filed by a non-controlling shareholder of Arabtec Construction W.L.L. Qatar, a subsidiary of the
Group, cannot be determined with reasonable certainty as at the date of this report.

Our opinion is not modified in respect of these matters.
Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit
of the financial statements of the current period and include the most significant assessed risks of material
misstatement (whether or not due to fraud) that we identified. These matters included those which had the
greatest effect on: the overall audit strategy, the allocation of resources in the audit; and directing the efforts of
the engagement team.

These matters were addressed in the context of our audit of the consolidated financial statements as a whole,
and in forming our opinion thereon, and we do not provide a separate opinion on these matters. In addition to
the matters described in the Basis for Qualified Opinion and Material Uncertainty Related to Going Concern
sections of our report, we have determined the matters described below to be the key audit matters to be
communicated in our report.

Revenue recognition on construction contracts

For construction contracts, the Group recognises
revenue over time and measures the progress based
on the input method by measuring the proportion
of total costs incurred for the work performed as at
the reporting date, relative to the estimated total
costs of the contract at completion.

The recognition of revenue therefore relies on
estimates in relation to the stage of completion and
costs to complete its construction contracts, which
requires the Group to make estimates of future
costs to be incurred, based on professional
judgement and historical experience on work to be
performed beyond the reporting date.

The revenue on construction contracts may also
include variations and claims, which are stipulated
by either the variable consideration or contract
modification requirements contained within IFRS
15 Revenue from Contracts with Customers. These
are recognised on a contract-by-contract basis
when evidence supports that it is highly probable
that a significant reversal in the amount of revenue
recognised will not occur when the uncertainty
associated with it is subsequently resolved.

Our work on the recognition of contract revenue,
contract costs and related receivables and liabilities
included:

e an assessment of the design and implementation
of relevant controls over the recognition of
contract revenue and contract costs;

e meeting with operational project management to

understand contract performance;

challenging management’s key judgements

applied in the determination of forecast costs to

complete that determines the accounting under
the percentage of completion method, including
the following procedures:

reviewing contract terms and conditions on a

sample basis;

testing the valuation of claims and variations

both within contract revenue and contract costs

by inspecting customers’ instructions and
contracts with customers and the supply chain;
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Key audit matters (continued)

Revenue recognition on construction contracts

The effect of these matters is that, as part of our
risk assessment, we determined that contract
revenue and other related contract balances have a
high degree of estimation uncertainty, with a
potential range of reasonable outcomes greater
than our materiality levels for the consolidated
financial statements as a whole. Consequently, we
considered this to be a key audit matter.

The Group’s accounting policy for revenue
recognition on construction contracts is included in
Note 4 to the consolidated financial statements.

= testing the financial forecast costs by agreeing a
sample of costs to subcontractor agreements and
through interviews and site visits with
commercial and operational management to
assess the impact of any commercial and
operational risk on the cost estimates;

assessing the ability to deliver contracts within
budgeted timescales and any exposures to
liquidated damages for late delivery of contract
works;

Involvement of an internal engineer specialist to
review management’s internal and external
expert’s reports on the Group’s entitlement to
and quantification of claims revenue and
entitlement to extension of time;

assessing the specific contractual and
commercial risks and then to determine the
reasonableness of the completeness and
accuracy of the management forecast and
assessments of these risks in the project cost
estimates;

reviewing key contractual terms around delivery
dates and any contractual milestone dates and the
terms for liquidated damages under the contract;
reviewing the actual achievement of the
contractual delivery dates or milestone dates
against the contractual dates to assess the
exposure to liquidated damages;

reperforming the mathematical accuracy of the
calculations used to determine revenue;
assessing the recoverability of related contract
receivables, including the review of
confirmations from lawyers, testing of post year
end cash receipts, and completeness and validity
of any contract loss provisions through
completion of the above procedures; and
assessing the disclosures relating to this matter
in the consolidated financial statements to
determine if they are in accordance with IFRSs.

Key Observations:

Except for the matters described in the Basis for
Qualified Opinion section of our auditor’s report,
we concur with management’s disclosures in Note
5 to the consolidated financial statements, which
describes the estimation uncertainty related to
forecast revenue and costs and the critical
accounting judgement regarding liquidated
damages. We concur with management’s
judgement that the contract accounting adopted in
the financial statements is appropriate.
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Key audit matters (continued)

Goodwill impairment assessment

Management is required to assess the carrying
value of goodwill and acquired intangible assets,
and perform an impairment review on an annual
basis for goodwill and intangible assets with
indefinite useful lives and whenever an indication
of impairment exists for intangible assets with
finite useful lives.

Goodwill  was
combinations.

acquired through business

The assessment of the recoverable amount of
goodwill includes, inter alia, management’s
assumptions about expected business activity,
including the anticipated timing and value of future
contract awards, assumptions over forecast
contract margins, discount rates and terminal
growth rates.

The Group's accounting policy for impairment of
non-financial assets is included in Note 4 in the
summary of significant accounting policies. The
assessment of the recoverability of goodwill
requires management to apply significant
judgements and make significant estimates as
described in Note 5. Consequently, we considered
this to be a key audit matter.

We have performed the following procedures to
address this key audit matter for material cash
generating units:

e an assessment of the design and
implementation of relevant controls over the
preparation of the goodwill impairment
assessment;

= benchmarking and analysis of revenue growth
assumptions against market data;

= benchmarking of the discount rate, the
terminal growth rate applied and review of
management’s cash flow model with
involvement from our valuation specialists;

= reperforming the mathematical accuracy of the
recoverable amount of goodwill;

= evaluating management’s historical
forecasting accuracy, specifically on gross
profit margins;

= agreement of estimated new contract awards to
tender requests or enquiries received where
applicable;

= assessment of any evidence contradictory to
management’s assumptions; and

= we assessed the disclosures included in the
consolidated financial statements, in relation
to this matter, against the requirements of
IFRSs.

Other Matter

The consolidated financial statements of the Group for the year ended 31 December 2018, was audited by
another auditor who expressed a modified opinion on those statements on 12 February 2019 relating to the
determination of the recoverable amount of investment properties with a carrying amount of AED 568
million and the measurement and recoverability of amounts due from customers with a carrying amount of
AED 153 million.
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Other information

The Board of Directors is responsible for the other information. The other information comprises the
Directors’ report of the Group. We obtained the Directors’ report prior to the date of this auditor’s report
and the remaining information of the Directors’ report is expected to be made available to us after that date.
The other information does not included the consolidated financial statements and our auditor’s report
thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated.
If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

When we read the remaining information of the Directors” report of the Group, if we conclude that there
is a material misstatement therein, we are required to communicate the matter to those charged with
governance.

Responsibilities of management and those charged with governance for the consolidated financial
statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs and their preparation in compliance with the applicable provisions of
UAE Federal Law No. (2) of 2015, and for such internal control as management determines is necessary
to enable the presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Group or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.
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Auditor’s responsibilities for the audit of the consolidated financial statements (continued)

As part of our audit in accordance with the ISAs, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Group's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

e Conclude on the appropriateness of management's use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Group's ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the consolidated financial statements, including
the disclosures, and whether the consolidated financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the group audit. We remain solely
responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that
we identify during our audit.

We also provide those charged with governance with a statement that we have complied with the relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor's report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should
not be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.
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Report on Other Legal and Regulatory Requirements

As required by the UAE Federal Law No. (2) of 2015, we report that:

We have obtained all of the information we considered necessary for the purposes of our audit;

The consolidated financial statements have been prepared and comply, in all material respects, with the
applicable provisions of the UAE Federal Law No. (2) of 2015;

The Group has maintained proper books of account;

The financial information included in the Directors’ report is consistent with the books of account and
records of the Group;

Note 10 to the consolidated financial statements discloses the Group's purchases of investments in shares
during the year ended 31 December 2019;

Note 17 to the consolidated financial statements discloses material related party transactions and the terms
under which they were conducted and principles of managing conflicts of interest;

Based on the information that has been made available to us nothing has come to our attention which
causes us to believe that the Group has contravened during the year ended 31 December 2019 any of the
applicable provisions of the UAE Federal Law No. (2) of 2015 or of its articles of association which would
materially affect its activities or its financial position as at 31 December 2019.

Further, as required by UAE Federal Law No. (14) of 2018, we report that we have obtained all the
information and explanations we considered necessary for the purposes of our audit.
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