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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of Borets International Limited

Report on the Audit of Consolidated Financial Statements
Opinion

We have audited the accompanying consolidated financial statements of Borets International Limited (the
“Company”) and its subsidiaries (collectively referred to as the “Group™), which comprise the consolidated
statement of financial position as at 31 December 2018, and the consolidated statement of comprehensive
income, the consolidated statement of cash flows and the consolidated statement of changes in equity for
the year then ended, and a summary of significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
financial position of the Group as at 31 December 2018, and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
tesponsibilities under those standards ate further described in the Auditor’s Responsibilsties for the Audit of the
Consolidated Financial Statements section of our report. We are independent of the Group in accordance with
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 these
requirements and the IESBA Code. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with IFRS, and their preparation in compliance with the applicable DIFC Law,
and for such internal control as management determines is necessary to enable the ptreparation of
consolidated financial statements that are free from material misstatement, whether due to fraud o 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 ot 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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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 2 matetial 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 usets 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:

¢ Identify and assess the risks of matetial misstatement of the consolidated financial statements,
whether due to fraud or etror, design and perform audit procedures tesponsive 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
errot, as fraud may involve collusion, forgery, intentional omissions, mistepresentations, or the
overtide 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 ate 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 concetn.

e Evaluate the overall presentation, structute 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
within the Group to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and petformance 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.
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Report on other legal and regulatory requirements

As required by the DIFC Companies Law No. 5 of 2018, we also confirm that we have obtained all the
information and explanations necessary for our audit and proper books of account have been kept by the
Company. To the best of our knowledge and belief, no violations of the above mentioned Law or the

Articles of Association have occurred during the year which would have had a material effect on the
business of the Company or on its financial position.

Gt fhon %

PO. Box: 1620 2
Grant Thornton 0. Box: 16293

Farouk Mohamed
Registration No. 86
Dubai, 27 March 2019



Consolidated Statement of Financial Position

As at 31 December 2018

Notes 31 Dec 2018 31 Dec 2017

uUsD’000 usD'000
ASSETS
Non-current
Property, plant and equipment 6 313,827 382,193
Intangible assets and goodwill 7 110,304 115,886
Other non-current assets 8 2,730 2,847
Deferred tax assets 15 16,347 9,922
443,208 510,848
Current
Inventories 9 101,608 109,519
Trade and other receivables 10 102,055 167,639
Current income tax assets 5,878 2,359
Other assets 1 9,635 11,159
Cash and cash equivalents 12 54,833 42,559
274,009 333,235
Total Assets 717,247 844,083
EQUITY
Attributable to the shareholders of the parent company
Share capital 13 4 4
Treasury shares 13 (40,875) (40,875)
Share premium 48,000 48,000
Asset revaluation reserve 153,634 157,117
Foreign currency translation reserve (270,185) (197,689)
Retained earnings 294,771 268,535
185,349 235,092
Non-controliling interest 752 663
Total Equity 186,101 235,755
LIABILITIES
Non-current
Loans and borrowings 14 399,983 325,374
Trade and other payables 16 13,695 10,178
Deferred tax liabilities 15 17,072 21,802
430,750 357,354
Current
Loans and borrowings 14 21,482 141,085
Trade and other payables 16 54,468 68,671
Current income tax liabilities 2,477 5,664
Other liabilities 17 21,939 35,554
100,366 250,974
Total Liabilities 531,116 608,328
Total Equity and Liabilities 717,217 844,083

The consolidated financial statements were approved by the Board of Directors on 27 March 2019 and

signed on their behalf by:

Chief Executive cer '
i
y
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Chief Financial Officer
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Consolidated Statement of Comprehensive Income

For the year ended 31 December 2018

Notes 2018 2017
uUsD’'000 usD’000

Revenue 18 545,394 599,880
Cost of sales 19 (376,958) (398,127)
Gross profit 168,436 201,753
Selling and marketing expenses 20 (5,860) (5,994)
Administrative expenses 21 (92,213) (88,342)
Other operating expenses, net 22 (13,150) (18,091)
Operating profit 57,213 89,326
Net finance costs 23 (24,948) (42,149)
Profit before income tax 32,265 47177
Income tax income / (expense), net 24 2,785 (16,696)
Profit for the year after tax 35,050 30,481
Other comprehensive income
Items that will not be reclassified subsequently to profit or loss
Remeasurements of the net defined benefit liability 108 (16)
Changes in asset revaluation reserve due to revaluation of
property, plant and equipment - (289)
Items that will be reclassified subsequently to profit or loss
Changes in foreign currency translation reserve (72,618) 21,068
Other comprehensive (expense) / income for the year, net
of tax (72,510) 20,763
Total comprehensive (loss) / income for the year (37,460) 51,244
Profit for the year attributable to:
Shareholders of the parent company 34,840 30,463
Non-controlling interest 210 18
Total profit for the year 35,050 30,481
Total comprehensive (loss) / income for the year
attributable to:
Shareholders of the parent company (37,549) 51,126
Non-controlling interest 89 118
Total comprehensive (loss) / income for the year (37,460) 51,244




Consolidated Statement of Cash Flows

For the year ended 31 December 2018

2018 2017
Notes USD’'000 UsD’'000

Cash flows from operating activities
Profit before income tax 32,265 47,177
Adjustments for;
Depreciation and amortisation 77,722 74,656
Impairment of obsolete inventory, net 22 5,771 6,672
Impairment and write-off of doubtful trade and other receivables,
net 22 1,585 9,170
Interest income (1,486) (2,475)
Interest expense 32,176 33,306
Loss on disposal of property, plant and equipment and intangible
assets 22 2,121 1,202
Foreign exchange difference on non-operating activities (5,967) 888
Gain from write-off of payables for contribution to associate - (161)
Loss from redemption of guaranteed notes - 11,087
Devaluation and impairment of property, plant and equipment - 90

144,187 181,612
Net changes in working capital:
Increase in inventories in course of operational activities (46,295) (51,030)
Increase in trade and other receivables in course of operational
activities (2,964) (18,638)
(Decrease) / increase in trade and other payables in course of
operational activities (13,270) 12,910
Increase in other assets and increase / decrease in other liabilities,
net (7,264) (5,156)
Interest received 1,990 2,093
Interest paid (32,987) (32,033)
Income taxes paid (14,727) (17,125)
Net cash generated from operating activities 28,670 72,633
Cash flows from investing activities
Purchase of property, plant and equipment and intangible assets (12,036) (18,798)
Development costs (5,456) (5,027)
Proceeds from disposal of property, plant and equipment 570 366
Repayment of / (contributions to) bank deposits 50,646 (50,700)
Net cash generated from / (used in) investing activities 33,724 (74,159)
Cash flows from financing activities
Proceeds from loans and borrowings 89,805 103,761
Repayment of loans and borrowings (133,278) (50,074)
Dividends paid (289) -
Buy back of shares - (40,875)
Purchase of non-controlling interest - (86)
Net cash (used in) / generated from financing activities (43,762) 12,726
Effect of exchange rate changes on cash and cash equivalents (6,358) (1,434)
Net increase in cash and cash equivalents 12,274 9,766
Cash and cash equivalents at the beginning of the year 42,559 32,793
Cash and cash equivalents at the end of the year 12 54,833 42,559
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1. Background
1.1 Principal activities

Borets International Limited (“the Company”) is a holding company domiciled till 2014 in British Virgin
Islands. In September 2014 the Company redomiciled to Dubai International Financial Centre, Dubai,
United Arab Emirates (UAE). The Company’s registered office is Office No. 15223, Level 15, The Gate
Building, Dubai International Financial Centre (DIFC), PO Box 121208, Dubai, UAE.

The primary activities of the Company and its subsidiaries (together referred to as the “Group”) are
production and distribution of electrical submersible pumps (ESP) for oil extraction and related services.
The production and sales facilities of the Group are located in Russia and in other patts of the world,
mainly in the United States of America, Canada, Egypt, Slovakia, Latin America, Middle East and China.
The Group’s total headcount as at 31 December 2018 was 7,190 (31 December 2017: 8,445).

The shares of the Company are ultimately owned 92% by several individuals through intermediate legal
entities and 3% by International Finance Corporation (“IFC”). 5% of the shares are held by Group as
treasury shares as at 31 December 2018. None of ultimate shareholders individually controls or owns a
50% or more interest in the Company. From its formation, the Group has expanded substantially through
acquisitions of new companies and establishment of new businesses. A list of significant subsidiaries is
presented in Note 33 “Principal subsidiaries”.

1.2  Operating environment of the Group

Despite significant geographical diversification, the largest part of the Group’s business is still
concentrated in the Russian Federation. During the period, the Russian economy showed notable signs
of recovery from the impact of significant decline in oil prices and sanctions imposed on Russia by the
United States of America, the European Union and some other countries since 2014. This economic
revival has had a favourable impact on the Group’s business in the current period.

These consolidated financial statements reflect current management’s assessment of the impact of the
current business environment on the operations and the financial position of the Group. Future business
environment may differ from management’s assessment.

2. Basis of preparation

21 Statement of compliance

The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) as developed and published by the International Accounting
Standards Board (IASB).

2.2  Basis of measurement

These consolidated financial statements have been prepared using the measurement bases specified by

IFRS for each type of asset, liability, income and expense. The measurement bases are more fully
described in the accounting policies summarised in Note 3.



2. Basis of preparation (continued)
2.3  Functional and presentation currency

The presentation currency used in the preparation of these consolidated financial statements is United
States Dollar (“USD”). Management has used the USD to manage most financial risks and exposures
and to manage performance of the Group.

The functional currencies of the Company and its subsidiaries are chosen to reflect the economic
substance of the underlying events and circumstances relevant for the given entity. Since 1 January 2007
the functional currency of Russian entities of the Group is Russian Rouble (“RUR”). Following
USD/RUR exchange rates are applicable for Russia for 2018: opening rate — 57.6002, average rate —
62.4369, closing rate — 69.4706 (2017: opening rate — 60.6569, average rate — 58.3270, closing rate —
57.6002). The functional currencies of those subsidiaries outside Russia that carry out their operations
with a significant degree of autonomy are chosen to reflect the economic substance of those operations.
The functional currency of most other Group entities is USD. Financial information has been rounded
to the nearest thousand USD.

24  Critical accounting estimates and judgments

The preparation of these consolidated financial statements in conformity with IFRS requires
management to make judgments, estimates and assumptions that affect the application of policies and
the reported amounts of assets and liabilities, income and expenses. The estimates and associated
assumptions are based on historical experience and vatious other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgments about
carrying values of assets and liabilities that are not readily apparent from other sources. Although these
estimates are based on management’s best knowledge of current events and actions, actual results may
substantially differ from these estimates.

In particular, information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies are described in the following notes:
®  Revaluation and impairment of property, plant and equipment as described in Note 6 “Property,
plant and equipment”;
* Estimate of useful lives, impairment and capitalisation of assets in Note 3.5, Note 3.6, Note 6
and Note 7;
® Judgement that the Group as a whole is one cash-generating unit as described in Note 7;
¢ Development costs capitalised as disclosed in Note 7;
¢ Allowance for inventory obsolescence as desctibed in Note 9 “Inventories”;
® Allowance for ECL for trade and other receivables as described in Note 10 “Trade and other
teceivables”™;
Defined-benefit obligation as described in Note 16 “Trade and other payables”;
Recognition of deferred tax assets in Note 15 “Deferred tax assets and liabilities”;
Tax contingencies as described in Note 28 “Contingencies™;
Warranty provisions as described in Note 17 “Other liabilities”; and

Impact on the financial position and results of the new accounting standards in issue but not yet
effective as of the reporting date. (Note 4.2 "Standards, amendments and interpretations to
existing standards that are not yet effective and have not been adopted early by the Group").

2.5 Going concern

These consolidated financial statements have been prepared on a going concern basis, which assumes
the realisation of assets and the settlement of liabilities in the normal course of business.



3. Summary of significant accounting policies

The following significant accounting policies have been consistently applied in the preparation of the
consolidated financial statements.

3.1 Subsidiaries, joint ventures and associates

Subsidiaries

These consolidated financial statements consolidate the financial statements of the Company and all of
its subsidiaries as of 31 December 2018. Subsidiaries are those enterprises and businesses controlled by
the Group. A company controls a subsidiary if it is exposed, or has rights, to variable returns from its
involvement with the subsidiary and has the ability to affect those returns through its power over the
subsidiary. All subsidiaries of the Company have an interim reporting date of 30 June and an annual
reporting date of 31 December. All transactions and balances between Group companies ate eliminated
on consolidation, including unrealised gains and losses on transactions between Group companies.
Where unrealised gains and losses on intra-group asset sales are reversed on consolidation, the undetlying
asset is also tested for impairment from a group perspective. Amounts reported in the consolidated
financial statements have been adjusted where necessary to ensure consistency with the accounting
policies adopted by the Group. Profit or loss and other comprehensive income of subsidiaries acquired
or disposed of during the year are recognised from the effective date of acquisition, or up to the effective
date of disposal, as applicable.

Acquired subsidiaries are consolidated using the purchase method of accounting. This involves the
revaluation at fair value of all identifiable assets and liabilities including contingent liabilities of the
subsidiary as at the acquisition date regardless of whether or not they were recorded in the financial
statements of the subsidiary prior to acquisition. On initial recognition the assets and liabilities of the
subsidiary are included in consolidated statement of financial position at their revalued amounts which
are also used as the bases for subsequent measurement in accordance with the Group’s accounting
policies. The consideration transferred is measured at fair value of assets given, equity instruments issued
and liabilities incurred or assumed at the date of exchange. Costs directly attributable to the acquisition
are recorded as expense when incurred. Goodwill represents the excess of consideration transferred over
the fair value of the Group’s share of the identifiable net assets of the acquired subsidiary at the date of
acquisition.

If the consideration transferred is less than the fair value of the identifiable net assets of the subsidiary
acquired the difference is recognised directly in profit or loss.

If the Group loses control over a subsidiary, it:
* Derecognises the assets (including goodwill) and liabilities of the subsidiary, carrying amount of
any non-controlling interest and the cumulative translation differences, recorded in equity;
® Recognises the fair value of the consideration received, fair value of any investment retained and
records any surplus or deficit in profit or loss; and
® Reclassifies the parent’s share of components previously recognised in other comprehensive
income to profit or loss or retained earnings, as appropriate.

Joint venture

Joint venture is a joint arrangement whereby the Group and other parties that have significant control of
the arrangement have rights to the net assets of the arrangement. The investment in joint venture is
initially recognised at cost and adjusted thereafter for the post-acquisition change in the Group’s share
of investee’s net assets. The profit or loss of the Group includes the Group’s share of the profit or loss
of the investee.



3. Summary of significant accounting policies (continued)

3.2 Transactions eliminated on consolidation

Intra-group balances and transactions and any unrealised gains arising from intra-group transactions are
eliminated in preparing the consolidated financial statements. Unrealised gains arising from transactions
with associates and jointly controlled enterprises are eliminated to the extent of the Group’s interest in
the enterprise. Unrealised gains resulting from transactions with associates and joint ventures are
eliminated against the investment in the associate or joint ventures. Unrealised losses are eliminated in
the same way as unrealised gains except that they are only eliminated to the extent that there is no
evidence of impairment.

3.3  Segment information

The Group has a single reportable segment as chief operating decision makers review operating results
and financial position of the entire Group due to high degree of cooperation and integration within the
Group. Therefore, these consolidated financial statements contain voluntary entity-wide disclosures with
information about sales revenue by type, sales revenue by geographical areas based on selling location
and non-current assets other than financial instruments, deferred tax assets and goodwill by its
geographical location as required by IFRS 8.

3.4  Foreign currency transactions

Transactions in foreign currencies are translated to the appropriate functional currency at the foreign
exchange rate at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies are translated to the functional currency at the foreign exchange rate prevailing at the reporting
date. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency
are translated to the functional currency at the foreign exchange rate at the date of the transaction. Non-
monetary assets and liabilities that are measured at fair value in a foreign currency are translated to the
functional currency at the foreign exchange rates at the date when the fair values were determined.
Foreign exchange differences atising from translation are recognised in profit or loss.

At the reporting date, assets and liabilities of each entity whose functional currency is different than
presentation currency of the Group are translated into the Group’s presentation currency at the exchange
rate as at the reporting date and income, expenses and other changes in equity are translated at exchange
rates as at the dates of the transactions. Resulting exchange differences are recognised in translation
reserve through other comprehensive income.

3.5 Property, plant and equipment

Property, plant and equipment are shown at fair value (except for rental tools, see on the next page),
based on periodic, at least every five years, valuations by external independent appraisers, less subsequent
depreciation. Any accumulated depreciation at the date of revaluation is eliminated against the gross
carrying amount of the asset, and the net amount is restated to the revalued amount of the asset.

A revaluation increase on an item of property, plant and equipment is recognised directly in equity
through other comprehensive income except to the extent that it reverses a previous revaluation decrease
recognised in the profit or loss. A revaluation decrease on an item of property, plant and equipment is
recognised in profit or loss except to the extent that it reverses a previous revaluation increase recognised
directly in equity.



3. Summary of significant accounting policies (continued)

35 Property, plant and equipment (continued)

Items of property, plant and equipment acquired after periodic revaluation are stated at historical cost
less accumulated depreciation and impairment losses. Historical cost includes expenditure that is directly
attributable to the acquisition of the items. The cost of self-constructed assets includes cost of materials,
direct labour and an appropriate portion of production overheads. Where an item of property, plant and
equipment comprises major components having different useful lives, they are accounted for as separate
items of property, plant and equipment.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Group and the cost of the item can be measured reliably. All other expenditure is recognised in profit
or loss as an expense when incurred.

Rental tools represent property, plant and equipment (mainly Electrical Submersible Pumps) that are
produced by the Group and held for use in the Group’s supply of services. The recoverability of these
rental tools will be through the stream of operational rent payments from customers. Rental tools are
accounted for using cost model.

Depreciation is charged to profit or loss on a straight-line basis over the estimated useful lives of the
individual assets. Land is not depreciated. Depreciation commences on the date of acquisition or, in
respect of internally constructed assets, from the time an asset is completed and ready for use. The
estimated useful lives are as follows:

Buildings 20 — 50 years
Machinery and equipment 4 — 15 years
Rental tools 2 -5 years
Vehicles 3 —7 years
Fixtures and fittings 2 -5 years

The assets’ residual values and useful lives are reviewed, and adjusted prospectively if appropriate, at each
reporting date.

3.6 Intangible assets

Costs associated with research activities are expensed in profit or loss as and when incurred. Costs that
are directly attributable to the development phase of new or substantially improved products and services
are capitalised if the product or process is technically and commercially feasible, the Group has sufficient
resources to complete the development and such intangible asset is likely to generate economic benefits
through internal use or sale. Directly attributable costs include cost of materials, direct labour and
appropriate production overheads. All other development costs are expensed as incurred.

Amortisation is charged to profit or loss on a straight-line basis over the estimated useful lives of
intangible assets unless such lives are indefinite. Such intangible assets are systematically tested for
impairment at each reporting date. Other intangible assets are amortised from the date they are available
for use. The estimated useful lives are as follows:

Trademarks, licenses and patents, designs and prototypes 2 — 8 years
Software 2 — 3 years



3. Summary of significant accounting policies (continued)
3.6 Intangible assets (continued)

Goodwill
Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition
of the business less accumulated impairment losses, if any.

For the purposes of impairment testing, goodwill is allocated to the Group’s single cash-generating unit.
3.7 Cash and cash equivalents

Cash and cash equivalents comprise cash balances and short-term bank deposits maturing within three
months or for which the Group has a right to recall without significant penalties.

Bank borrowings are generally considered to be financing activities. However, in some countries, bank
overdrafts which are repayable on demand form an integral part of an entity’s cash management. In these
circumstances, bank overdrafts are included as a component of cash and cash equivalents. A characteristic
of such banking arrangements is that the bank balance often fluctuates from being positive to overdrawn.

3.8 Financial instruments

Recognition and initial measurement

All financial assets are recognised on trade date when the purchase of a financial asset is made under a
contract whose terms require delivery of the financial asset within the timeframe established by the
market concerned. Financial assets are initially measured at cost, plus transaction costs, except for those
financial assets classified as at fair value through other comprehensive income or profit or loss, which
are initially measured at fair value. All recognised financial assets are subsequently measured in their
entirety at either amortised cost or fair value.

The fair value of financial instruments that are actively traded in organised financial markets is
determined by reference to quoted market bid prices for assets and offer prices for liabilities, at the close
of business on the reporting date. If quoted market prices are not available, reference can also be made
to broker or dealet price quotations.

The fair value of floating rate and overnight deposits with credit institutions is their carrying value. The
carrying value is the cost of the deposit and accrued interest.

Classification and subsequent measurement of financial assets
On initial recognition, a financial asset is classified as measured: at amortised cost, Fair Value through
Other Comprehensive Income (FVOCI) or Fair Value through Profit and Loss (FVTPL).

A financial asset is measured at amortised cost if it meets both the following conditions and is not
designated as at FVTPL:
® the asset is held within a business model whose objective is to hold assets to collect contractual
cash flows; and
® the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and profit on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL:
® the asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and
® the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and profit on the principal amount outstanding.
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3.8  Financial instruments (continued)

Classification and subsequent measurement of financial assets (continued)

On initial recognition of an equity investment that is not held for trading, the Group may irrevocably
elect to present subsequent changes in fair value in OCI. This election is made on an investment-by-
investment basis.

All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Group may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOCI as at FVIPL if doing so
eliminates or significantly reduces an accounting mismatch that would otherwise arise.

Business model assessment

The Group makes an assessment of the objective of a business model in which an asset is held at a
portfolio level because this best reflects the way the business is managed and information is provided to
management.

Assessment whether contractual cash flows ate solely payments of principal and profit

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial
recognition. 'Profit’ is defined as consideration for the time value of money and for the credit risk
assoctated with the principal amount outstanding during a particular period of time and for other basic
financing risks and costs (e.g; liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are solely payments of principal and profit, the Group
considers the contractual terms of the instrument. This includes assessing whether the financial asset
contains a contractual term that could change the timing or amount of contractual cash flows such that
it would not meet this condition.

Reclassifications
Financial assets are not reclassified subsequent to their initial recognition, except in the period after the
Group changes its business model for managing financial assets.

Impairment
The Group recognises allowance for impairment for expected credit losses (ECL) on financial assets
measured at amortised cost and commitments issued.

The Group measures allowance for impairment at an amount equal to lifetime ECL, except for those
financial instruments on which credit risk has not increased significantly since their initial recognition,
in which case 12-month ECL is measured.

Measurement of ECL
ECL are probability-weighted estimate of credit losses. They are measured as follows:
® financial assets that are not credit-impaired at the reporting date: as the present value of all cash
shortfalls (ie. the difference between the cash flows due to the entity in accordance with the
contract and the cash flows that the Group expects to receive).
® financial assets that are credit-impaired at the reporting date: as the difference between the gross
carrying amount and the present value of estimated future cash flows;
® undrawn finance commitments: as the present value of the difference between the contractual
cash flows that are due to the Group if the commitment is drawn down and the cash flows that
the Group expects to receive.
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3.8  Financial instruments (continued)

Credit-impaired financial assets

At each reporting date, the Group assesses whether financial assets carried at amortised cost and debt
financial assets carried at FVOCI ate credit-impaired. A financial asset is ‘credit- impaired’ when one or
more events that have a detrimental impact on the estimated future cash flows of the financial asset have
occurred.

For trade receivables, the Group has applied the standard’s simplified approach and has calculated ECLs
based on lifetime expected credit losses. The Group has established a provision matrix that is based on
the Group’s historical credit loss experience, adjusted for forward-looking factors, where applicable,
specific to the debtor’s regional and the economic environment.

For other material debt financial assets i.e., loans and other receivables, the ECL is based on the 12-
month ECL.

The 12-month ECL is the portion of lifetime ECLs that results from default events on a financial
instrument that are possible within 12 months after the reporting date. However, when there has been a
significant increase in credit risk since otigination, the allowance will be based on the lifetime ECL.

Write-off

Assets carried at amortised cost and debt securities at FVOCI are written off (either partially or in full)
when there is no realistic prospect of recovery. This is generally the case when the Group has exhausted
all legal and remedial efforts to recover from the customers. However, financial assets that are written
off could still be subject to enforcement activities in order to comply with the Group’s procedures for
recovery of amounts due.

Presentation of impairment
Loss allowance for financial assets measured at amortised cost are deducted from the gross carrying
amount of the assets.

Derecognition of financial assets
A financial asset (or, when applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognised when:
® The rights to receive cash flows from the asset have expired,
®  The Group retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third party under a ‘pass-through’ arrangement,
® The Group has transferred its rights to receive cash flows from the asset and either:
0 has transferred substantially all the risks and rewards of the asset, ot
O has neither transferred nor retained substantially all the risks and rewards of the asset,
but has transferred control of the asset.

When the Group has transferred its right to receive cash flows from an asset or has entered into a pass-
through arrangement, it evaluates if and to what extent it has retained the risks and rewards of ownership.
When it has neither transferred nor retained substantially all the risks and rewards of the asset nor
transferred control of the asset, the asset is recognised to the extent of the Group’s continuing
involvement in the asset. Continuing involvement that takes the form of a guarantee over the transferred
asset is measured at the lower of the original carrying amount of the asset and the maximum amount of
consideration that the Group could be required to repay.

Any cumulative gain/loss recognised in OCI in respect of equity investment securities designated as
FVOCT is not recognised in profit or loss account on derecognition of such securities.
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3.9 Impairment of non-financial assets

The carrying amounts of Group’s financial assets carried at amortised cost/cost and non-financial assets,
except for deferred tax assets, are reviewed at each reporting date to determine whether there is any
indication of impairment. If any such indication exists, the assets’ recoverable amounts are estimated.

Non-financial assets

Non-financial assets, other than deferred taxes, are assessed at each reporting date for any indications of
impairment. The recoverable amount of non-financial assets is the greater of their fair value less costs to
sell and value in use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects cutrent market assessments of the time value of
money and the risks specific to the asset. For an asset that does not generate cash inflows largely
independent of those from other assets, the recoverable amount is determined for the cash-generating
unit to which the asset belongs. An impairment loss is recognised when the carrying amount of an asset
or its cash-generating unit exceeds its recoverable amount.

All impairment losses in respect of non-financial assets are recognised in profit or loss and reversed only
if there has been a change in the estimates used to determine the recoverable amount. Any impairment
loss is only reversed to the extent that the asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortisation, if no impairment loss had been
recognised.

3.10 Inventories

Inventories are recorded at the lower of cost and net realisable value. Cost of inventory is determined on
the weighted-average basis. The cost of finished goods and work in progress comprises raw materials,
direct labour, other direct costs and related production overheads (based on normal operating capacity),
but excludes borrowing costs. Net realisable value is the estimated selling price in the ordinary course of
business, less cost of completion and selling expenses.

3.11  Offsetting

Financial assets and liabilities are offset and the net amount is reported in consolidated statement of
financial position when there is a legally enforceable right to set off the recognised amounts and there is
an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

3.12 Provisions

Provisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and
the risks specific to the obligation. The increase in provision due to passage of time is recognised as
Interest expense.

Warranty obligations
Provisions for the expected cost of warranty obligations are recognised at the date of sale of the relevant
products, at the management’s best estimate of the expenditure required to settle the Group’s obligation.
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