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AUDITORS" REPORT TO THE SHAREHOLDERS OF
L'AZURDE COMPANY FOR JEWELRY (A Saudi Joint Stock Company)

Scope of audit

We have audited the accompanying consolidated balance sheet of L'azurde Company for
Jewelry - a Saudi Joint Stock Company (the "Company™) and its subsidiaries (together the
“Group*yas at 31 December 2016 and the related consolidated statements of income,
cash flows and changes In the shareholders' equity for the year then ended. These
consolidated financial statements are the responsibility of the Group's management and
have been prepared by them in accordance with the requirements of the Regulations for
Companies and submitted to us together with all the information and explanalions, which
we required. Qur responsibility is to express an opinion on these consolidated financial
statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the Kingdem of Saudi Arabia. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the
tinancial statements are free of material misstatement, An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the averall financial statement presentation.
We believe that our audit provides a reasonable degree of assurance to enable us to exprass
an opinion on the consolidated financial statements.

Unqualified opinion )
In our opinicn, the consolidated financial statements taken as a whole:

iy present fairly, in all material respects, the consolidated financial position of the Group as
at 31 December 2016 and its consolidated results of operations and its consolidated
cash flows for the year then ended in accordance with accounting standards generally
accepted in the Kingdom of Saudi Arabia.

ity Comply with the reguirements of the Regulations for Companies and the Company's By-
Laws in so far as they affect the preparation and presentation of the consolidated
financial statements.

for Ernst & ?DUW =

Waleed G. Tawfig
Certified Public Accountant
Reqistration Mo, 437

Riyadh: 15 Jumad Thani 1438H
{14 March 2017)



L azurde Company for Jewelry and its Subsidiaries
(A Seudi Joint Stock Company)

CONSOLIDATED BALANCE SHEET

Asat 31 December 2016

008 iy
Mores R ER
ASSETS
CURRENT ASSETS
Cash and cxsh equivalents 4 30518470 171,433,279
Cash margln depasits 5 170,955 705 16672019
Agoounts receivable [ 24,993,113 135,908,346
Inventocics 7 205, 05 663 75,644,576
Prepaymeris and cther receivobles B 30, 16,526 36,500,839
TOTAL CURRENT ASSETS 1470279 480 1,550,244 359
MON-CURRENT ASSETE
Property, plant ond egaipment 1] 4,313,293 TEIDT 08
Intangibile pexets 11} A4, 143 ®
TOTAL NON-CURRENT ASSETS 8,77 458 75,197,606
TOTAL ASSETS 1,5358.016.516 LT67441,565
LIABILITTIES AMD SHAREHOLDERS' EQUITY
LIABILITIES
CURRENT LIABILITIES
Aceoiiil pryable, patiued expinses and cther labllites 12 0,576,514 111204768
Short-tarm foens I3 i020871 465 1,114,752 660
Zakal and moama Ina]ll'bi“l)' 14 11,551,198 18,034,654
TOTAL CURRENT LIABILITIES 1,103,559, 050 1284, 032075
MON-CURRENT LIABILITIES
Empleyess terminal benelils 15 3,706,277 31,900,243
Dheferred tax liability L] 557,998 L0465
TOTAL NON-CURRENT LIABILITIES 31,264,275 2,355,205
TOTAL LIABILITIES 1,135,963 355 1 27621 304
SHAREHOLDERS ROUITY
m-ﬂﬂ!ﬂ 15 430, 00, 0D 430,000,000
SEatutory reserve T 17,265,738 10,056,720
Retained smoeings 131,610,117 E9,B55.476
Fuceign currescy lrasslation ressive 1% {175,822.204) (I5,800.595)
TOTAL SHAREHOLDERS' EQUITY 405,053,561 A%1, 020,501
TOTAL LIABILITIES AND SHAREHOLDERS" EQUITY 153606 1, 76T 4d 1 965
The cossalidated finangial stetements bave been ap) the Beard of Directars an 14 Maerch 2017 and signed on
\\m bj t'—“; —_%_
5 \‘\ Ill i e A
™ Selim Phidia Wassim M Al Khatib
Ch Officesr Chiel' live OITheer Autharized Board Member

art o these consolldated financial statements.
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Lazurde Company for Jewelry and its Subsidiaries
{4 Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF INCOME
For the vear ended 31 December 2016

o X

Nadrr &R a8
Revemue: Gald 1612905847 124,004,159
Opernifans 405 396857 330, 103,REF

LOIE02,704 LALS9E M6

Cost of revenue: Gold (1612.908,847) (2,284, 004.159)
Cipersiions (161,502,272} (LB FTREI
[LTT4.408,109) (1,474, KT2,790)
GROSS FROFIT 143 894 5R% FI9325,2588
EXFENSES
Selling and marketing expenses 19 (134,1 75.256) {137,400 874}
(ieneral and adminisirtion expense= ] (42,790, T3 (2444 432

(176, P65269) {1HS,547 306}

INCOME FlROM MATN OPERATIONS GEFIBELE 4B ATI 950
Finanscial charges, net 11 (34, 408,515) (34,896,417)
Oiher income, ret a1 88434, 151 4,182 627
INCOME BEFORE ZAKAT AND INCOME TAX O 5,923 115,864,165
Fakat 14 17,562,193 (18,311,093)
Income tax i (1,304, 585) (3.985,875)
NET INCOME FOR THE YEAR TL0M0,178 100,567,197
Earnimgs per share
Atisitriable to ineome from main cpersiions bl 156 14
Adiribrutable t met income 2 1.68 134
T — 1T E—

i _iﬁ* B —-&if_‘—

Ayman il i == Wassim M Al Khatib
Chief Financisl Gfficer Chlef ulive Qifizer Authorized Board Member

The atinchied ooles 1 e 31 Form dn integral part of these consolidated financial statésments.
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L’azurde Company for Jewelry and its Subsidiaries
{A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2016

Neodes
OPERATING ACTIVITIES

Imeeie helore zakcat and income: mx

Adjustments for:

Depreciation o
Ereployess’ tnrminal benefils experse i3
Daoubtlis] debis expense {reversalh ]
Loss {gaka) on disposat of properly, plant and egui prsend 1
Melting coses knd charge for show mewing inwentory ems

Intangibils assets writien cif "
Lmpalrment af prepayments 1 |

Cranges in operating assets wxd linbilivies:
Aocousis receivable
Imveniones
Prepayments and other recelvables
Accousts payable, sccreed expenses and odher linkilities
Shrt-term pold |pans
Cash margin deposits

et cash gerermied from aperstions

Zakat paid L
Imcoese teo paid 14
Emplayees' terminal benefing pald 13
Net cash generated from operating activiibes

INVESTING ACTIVITIES

Purchede af propenty, plent and equalp 10
Proceeda from disposal of property, plant and equipment
Additians ta intangible aasels

Ned cash used In investing activithes
FIMANCING ACTIVITIES

Proceeds of short-term cash lcars k]
Drividencs paid ]

Mt cash wsed bn financing activities
NET (DECREASEVINCREASE IN CASH AND CASH EQUIVALENTS

Cash and eash equivalents st the beginning of b year
Forslgn currency transkation edjustments, nel

ASH AND CASH EQUIVALENTS AT THE END OF THE YEAR

e

Chief Financial Officer Chiaf ulive Difloer

The attached notes | ta 31 farn an ivsepral pan, of these ponsalidsted Gnancial slal

2016 2043
iR SR
S0.956.953 118 504,165
10,643,422 90,048
4,335 584 THI0ITE
TS5 R6E (5,174,952
51,506 (154,585}
(441.261) 2577458
- 200,059
1550366
W7, 798042 135,774,664
(3T 4400634) (104,540,152}
170,380,474 (591,971}
GATEIN (A0
(I8,764,763) 15831312
(IL2I0092) 65147349
(S4.283,6000 104350329
62,946,550 208903730
(12860011} (12423861}
(175,394} Z
(2,729.705)  (d,731,B88)
AT1T0.980 191,747 481
(15,155968)  (25.006,556)
1,770,592 4,170,502
(424,143) 5
(23, 509,5200  (20,836,154)
7,000,500 :
(550000003 (43,000,000)
(26,000,000)  (43.000,000)
(14,637,560 127,910,327
173436.279 12,554,585
{120,282,249)  (17,027,833)
IESIAATD 173438279
LY
Wassim b Al Khatib

Authorized Bonrd Membsr
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L’azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 December 2016

*)

ACTIVITIES

L'azurde Company for Jewelry (the “Company™) is a Saudi Toint Stock Company registered in Riyadh,
Kingdom of Saudi Arahia under commercial registration numbered 1010221531 and dated 26 Jumad Thani
14Z7H (comesponding to 22 July 2006). The Company is engaged in the production, manufacturing, fonming
and forging gobden wares, jewelry, precious stones and gelden alloys in socordance with the ministerial
resolution numbered 13545 and dofed 21 April 2008 corvesponding to 15 Rabi Thani 1420H. The
Company*s other permissible activities include distribution of glasses, watches, sccessories, pens, perfumes,
leather products and export of pold wares, alloys and silver,

The Company carries oul its sctivities through various branches in the Kingdom of Smudi Arabin and Kuwait
and also through subsidiaries in the Kingdom of Saudi Arabia, the United Arab Emirates, the Arab Republic
of Egrypt and the State of Qatar. All these branches and subsidiaries are also engaged in the tracting of jewelry,
cold and silver products.

The Company effectively owns and controls the following subsidiaries:

Drirect and indirect Comimercial
benefictal interess Principal registralion Comitry of
Swbsidiary company % fredd of activities irinibeit Incarparation
ORO Egypt Company 100 Gold production TR Arab Republic of
(ORO™) and trading Egypt
L'azurde Company for 100 Giold production 144547 Arab Republic of
Jewellery ("LCI™) and trading Egvpt
L'azurde Company for 1oo Gold trading 1035143 United Arab
Jewelry LLC Emirntes
L'azurde Jewellery L1.C 100 Goid trading 1060233 United Arab
Emimies
L'azurde Company for o8 Gold trading 60716 State of Qatar
Jewellery LLC ("LCJY
LLC™) (%)
Almupwharat Almasiah 108 Trading of 1010236734 Eingdom of Saudi
LLC sunglasses amd Arabia
sibver products
Kenaz LLC 11060 Trading of 1010352574 Kingdom of Saudi
walches and Arabia
perfumes

The dircct ownership of the Company in LCY LLC is 49%, however, based on the agreement with the
nominee shareholder of LCJ LLC, the Comgeany is entithed to 98% of the economic benefils of LCJ LLC

Effective | January 2007, the Group's consolidated financial statements will be prepared under Intemational
Financial Reporting Standards (“IFRS™) as Bseed by ihe International Accounting Standards Board
(*1ASHE") and endorsed by the Sasli Organization for Cenified Public Accountants (*SOCPA™), Upon IFRS
adopticn, the Group will be required o comply with the requirements of IFRS | - Firsti-time Adogtion of
Intermational Financial Reporting Standards for the reporting periods starting | January 2017, In preparing
the opening IFRS consalidated fimancial statements, the Groug will analyze impacis and incorporate ceriain
adjustments due 1o the first tine adoption of IFRS.




L azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {continued)
31 December 2016

r 3

BASIS OF CONSOLIDATION

These consolidated financial statements include the assets and labilities and the resulis of operations of the
Company and its subsidiaries (the “Group™) listed in note | above.

A subsidiary company 15 that in which the Company has, directly o indmectly, long-term investment
comprising an interest of more than 50% in the voting capital andfor over which it exents practical confrol. A
subsidiary is consolidated from the date an which the Company obitains control tll the date thal control ceases,

Subsidiaries” financial statements are prepared for the same period using accounting policies consistent with
those used by the Company,

Mon-controlling ivterests represent the portion of profit or loss and net assets that are not held by the Group
and are presented separately in the consolidated stitement of income ansd within equity in the consoldated
balance sheet, separately from the sharcholders’ equity, if material.

All significant inter-company transaciions have been eliminated on consolidation.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with sccountng standards peperally
nccepted m the Kingdom of Saudi Arsbia. Sigmificant accounting policies. adopled by the Group are

summarized as follows:

Accouniing conventbon
The accompanying consalidated financial statements hiave been prepared umder the: historical cost convention
modified to nchede the measurement of gold asset and liability accounts at market value.

Usse of esfimufes

The preparation of consolidated financinl statements in accordance with genemlly accepled accounting
principles by management requines the wie of estimates and assumptions that affect the reported amounts of
assets and linbilities and disclosure of contingent assets and linbilities at the date of the consolidated financial
statements and the reporied amounts of revenues and expenses during the reporting period. The actual resulis
ultimaiely may difler from those cstimales.

Cash and cash equivabents
Cash and cash equivabents consist of bank bakances, cash on hand and investments that are readily eanvertible
mio known amounts of cash and have maturity of three months or less when placed.

Accounts receivabbe

Accounts receivable are stated af orginal invoice amount or gold quantity less a provision for any encollectible
amounts. When collected, scoounts receivable are sctiled in cash or gold. An estimate for doubtful debls is
miade when collection of the full amdunt i no bonger probable. Bad debts are wiatten-ofT when considered
uncellectible.

Inventories
Inventory consists of gold and other tems. Gold is valued at masket price. Cther inventory items are stabed at
the lower of cost and pet realizable value. The cost of other imvemory items is determinesd ns follows:

Faw material, consumables and other

manafachuring material - purchase cost on weighted average basis.

Work in progress and finished goods - cod of direet material, |sbor and overheads based on a
normal level of activity

Re-sellable poods = specilic identification basis,

Met reahizable value i based on estimated selling price less any further costs expected to be meurred on
completion and disposal.




I.'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FIMANCIAL STATEMENTS {continued)
31 December 2016

3

SIGNIFICANT ACCOUNTING POLICIES (continged)

Inventeries (continued)

Appropsiate provisions are made for slow moving invenlories, An appropriate provision is also made lo cover
the expected melting costs of all non-sellable nventory items that would be melled o be used again in
production. | s the Group's policy to charge such provisions under cost of sales in the consolidated statement
of income.

Property, plant and equipment

Property, plant and equipment is stated at cost less accumulnted depreciation and any accumulated impairmen
in value, Freehold land is not depreciated, The cost less estimated residual value of other fems of property,
plant and equipment is depreciated on a straight-line basis over the estimated useful lives of the assets.

Leaschold improvements are amortised on & straight-line basis over the shorter of the usefil life of the
improvements, or the term of the leise.

Expenditisre for repair and maintenance are charged fo the eonsolidated statement of income. Improvements
thiat increase the value or materially extend the life of the related assels are capitalised.

Intangible awsets

Intangible assets with identified or identilinble useful life are amortised on straight-line basis over the shorter
of their estimated useful life or statuiory life. Intangible asscis with infinite Hves are asssssed for impairment
annually and whenever there is an indication that the asssts may be impained.

Impairment of wen-linancial assels

The Group periodically reviews the camrying amounts of their non-financial assets (o determineg whether thers
is amy indication that those assets have suffered any impairment loss. When it is not possible to estimate the
recoverable amount of an individual sssel, the Group estimates the recoverahle amount of the cash generating
unil to which that asset belongs.

1 the recoversble amount of the asset or cash peneraling unil s estimated 1o be less than its carying amount,
thie carrying amoumt of the assel or cash generating unit is reduced to its recoverable amount, lmpainment is
recogmized m the consolidated statement of mcome,

For all non-financial assets except goodwill, where an impairment Joss subsequently reverses, the camying
amuunt of the asset or cash generating unit 5 increased to the revised estimate of is recoverable amount, but
s that the increased carrying amount does not exceed the carmying amount that would have been determined
had o impairment loss been recognised for the asset or cash generating unit in prior periods, A reversal of an
impainment loss s recognised as income immediately. Impairment recorded against the camying value of
goodwill is not reversed subsequently

Accounts pavable and aceriaals
Lizbilities ame recognised for amounts to be paid in the fiuture for goods or serviees received, whether billed by
the supplier or not.

Provisions
Brovisions are recognised when the Group has an obligation {legal or constrctive) arising from a past svent,
ancl the: cests to setibe the obligation are both probabbe and may be measured reliably.

Zakat anid income tax

Fakat is provided for on behalf of the Company and its effectively wholly owned subsidiarics in accordance
with the Saudi Arabian fiscal regulntions. The foresign subsidiaries provide for income tax liahilities, i any, in
accordance with ta regulations of the country in which they operate. Zakad and income tax provisions are
charged to the consolidated statement of income.

Deferred meome tax iz provided for foreign subsidiaries subject 1o tax, using the hinhility method, on all
temporary differences at the reporting date between the tax bases of assets and labilities and their camying
amoanis.




I.'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
1] December 2016

3 SIGNIFICANT ACCOUNTING POLICTES {continued)

Lakat and income tax (continued)

Dieferred income tax assets and Habilities are measured af the lax rtes that are expected to apply to the period
when the wsset is realized or the liability is setiled, based on laws that have been eoocted n the respective
countrics at the reporting date.

Crperating leases
Oiperating leases payments are recognised as expense in the consolidated statement of income on a straight-line
hasie over the lease term.

Employees® terminal benefits

Provision is made for amounts payable to the Group’s employees under the Sawdi Arabzn labor law or ather
local lnws applicable to employees” accumulbated periods of service al the balance sheet date.

Dividend distrilyution

Final dividends are recopnized a5 a lability of the time of their approval by the General Assembly. Interim
dividends arc recarded when approved by the Board of Directors.

Hevenue recognition

Revenue From the sale of gold is recognized when the significant nsks and rewards of ownership have ]:mmed
tov the buover; it ks probable that economic benefits associsted with the transsction will Aow to the Grougs, the
sale price can be measured reliably; the Group has no significant continuing involvement; and the costs incurmed
o7 1o be incurred in respect of the transaction can be measured relably, Based on the above, sales are recognised
when goods are invoiced (at the then gold market prices) and delivered to customers.

Oither income is recognised when earned.

Expenses
Selling and marketing expenses are those that specifically relate to salesmen, warchousing and delivery vehicles
as well as doubtful debd expense, All other expenses are classified as general and administration expenses.

Ciold revaluation

Transactions denominated m podd are reconded in Saudi Riyals at the relevant market rates prevailing at the
thme of the respective iransactions. Asset and linbility balances denominated in gold are revalued ol the market
price rulng at the consolidated bakance sheet date, Realised gains and losses and wnrealised losses from
resvithustion of gold related items are recognised in the consolidated statement of income. Unrealised gain from
goli revahantion is deferred until it & realised in the subsequent peniods.

Fareim currency

Tramsaciios

Trangactions in foreign currencies are translated into Sawdi Rivals at the relevant exchange rates prevailing o
the time of the respective transsctions. Assets and liabilities i foreign currency @ the consolidated balance
sheet date are transkated inte Saudi Rivals using the exchange rates prevailing at that date. Realised and
unrealised exchange differences on foreign currenciés ane recognised in the consolidsted statement of income.

Foreign operafions frnnslaions

Financial stwtements of the forsign subsidiaries are transluted into Saudi Riyals using the exchange rates at each
consolidated balance shect date, for assets and liabafities, and the sverage exchange rates for each period for
revenue, expenses, gains and loses. Comporents of equity, other than retained eamings, are translated at the
rates ruling at the date of occurrence of each component. Foreign currency translation adjustiments, if material,
are recorded as 4 sepasaie comiponent ol the sharehelders" equity.

Segmental reporting

A seemeent s a distinguishable conmponent of the Cirowp that i engaged in either providing products and services
(@ business segment), or in providing products or services within a particular economic enviconment (3
geopraphical sepment), which is subject to the risks and rewards that are different from those of other sepments.




L'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {continued)
31 December 20016

4, CASH AND CASH EQUIVALENTS

2006 013
5K 5R
Cash in hand and bank balances AR AI5,070 166,254 T84
Shari-term deposis 103, 400 7,183,485
JE.E18.470 173,438,279

5. CASH MARGIN DEFORITS

These comprise deposits with several banks and are held os margin deposits (restricted) against short-term gold oans
granted to the Company by certain banks (note 13}

[ ACCDUNTS RECEIVARLE

MG 2015
SR iR
Trade receivables 434,713,508 399843318
Less: provision Tor doubtful debts (%, 720,486) (9,934 973)
424,093,112 389,908 346
T INVENTORIES
Ry component:
2l 2015
SR SR
Gald 630,365,093 B35470,179
Dinmonds, stones and pearls 126,333,475 137,781 650
Materials and accessories 15,500,140 19,729,253
H12,600,608 Y97 981 082
Less: provision for melting costs and slow moving inventory items {146, 89:4,945) {17,336 2046)
B05,705,663 074,644 876
By stape of completion:
2ilG 2t
SR SR
Finished goods 520,558,129 405457 817
Teaw material 199,182,813 385,298,463
Work in progress 1,859,656 2,234 802
K22,600,56408 407 981 082
Less: provision for melting costs and glow moving inventory items (16,894 945) (17,336206)
BO5, 705,663 973,644,870




L*azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

7. INVENTORIES {continued)
Gold inventory is secured against gold loans granted to the Company by certain banks (note 1 3).

When non-gold inventories become old or obsolete, an estimate i3 nade of their net realisable valhee, For individually
slynificant amounts this estimation is performed on an individieal basis. Amounts which are not individually
significant, but which are old or obsolete, are nssessed collectively and a provision applied according to the inventory
type and the degree of ageing or obsolescence, based on historical selling prices.

8, PREFAYMENTS AND OTHER RECEIVARLES

2008 2005
SR SR
Prepayments 176195097 16,732,162
Adfvances to suppliers B. 705,533 13,328,842
Advances fo employees 1,773,872 3,121,433
Accrued iscome 124,080 402,276
Other receivables 1,883,444 2 00, 126
3,106,526 36,580,830

2 RELATED PARTY TRANSACTIONS AND BALANCES

Kelaied parties of the Group include major sharehelders, directors amd key management persanniel of the Group, and
entities controlled or significantly influenced by such parties. Following is the details of the related party balances as
at end of the year and the related party transactions during the year:

Matire af
tranractiong Aot af fransociions Balances
2016 20S 2016 2015
SR SR SR SR

Due from refmied
Parent
L’ azurde Holding Company Costs recharged 208,000 = - -

and amounts

collected by the

Company
Parent of L'azorde Holding Company
Gulf Fifth Gemstone Saudi Company  Costs recharged 343,312 - -

and amiounts

collecied by the

Company




L'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

9, RELATED PARTY TRANSACTIONS AND BALANCES (contined)

Nature of
fravisaetions  Amount of iransactions Halances
2016 2015 2016 2015
SR SR 5K SR

Duse 1o related parties
Farcat
L'azurde Holding Company Amount deducted - - = 1,527 551

by the Company

from employees

an hehalll of the

Farent Company

relating to the

incentive plan

Poyments by the  (2,827,551) E % -
Company in

relation to the

incentive plan

Crther affilintes
Board of Directors (note 12) Remuneration H19,0H) . 315,990 -
Conzultancy fee 151,280 - I15,615 -

Dwring previous years, certain senior employees of the Group were granted o management incentive. plan by the
immedinte parent company of the Group whereby these employecs were granted units at the fair value of the
Company's shares (from the perspective of selected employees) t the gront dade, with the unit valses linked to the
equity price of the Company. Amoumt due to the Parent Company as at 31 December 2015 represents the amount
deducted by the Group from the employees (being partial consideration of the anits acquired by the employees) lo be
parid over to the immedinte parent company. The sbove arrangement las no other impact on the consolidated statement
of income and consolidated balance sheet of the Group.
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L’azurde Company for Jewelry and its Subsidiaries

{A Saudi Joint Stock Company')

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (contimued)
31 December 2016

1.  PROPERTY, PLANT AND EQUIPMENT {continued)

Depreciation charge for the vear was allocated in the consolidated statement of income as follows:

016 2015

SR &R
Cost of revenue 4,014,416 4,612 696
Selling and marketing expenses (note 19) 3,610,285 3,361,071
Greneral and administration expenses (note 20) 2,068,721 1,927,281

Hh&03.422 0.901,48

1. INTANGIRLE ASSETS

‘The balznee as at 31 December 2016 represents franchise license foe (paid during 2016) amortized on a straight-line
basis over its estimated usefial life of 5 years, Daring 20015, the Groop decided o fully expense an intangible asset
amounting to SR 299 999,

1. ACCOUNTS PAYABLE, ACCRUED EXPENSES AND OTHER LIABILITIES

2ate 2015
SR SR
Accrued expenses 215,804,179 47,124,402
Trade accmmis payabile 15,354,208 20,950,602
Accrucd financial charges 4,326,655 4 435776
Ermployves payables 1,524,155 923473
Amounts due to related parties (note 9) 441,615 2,827,551
Unrealised gain on gold revaluation 593 1,533
[Hvidend payable {note 26) - 31,873,484
Other payables 3125009 2,677,940

06,576,514 FL2I4,761

13, SHORT-TERM LOANS

Short-term Joans primarily consist of 1slamic Murabaha and gold loans facilities granted by certain hanks, at
commercial special commission rates, which are mainty secured by restricted cash margin deposits (note 5) and gokd
inventory (note 7), As of 31 December, the details arc as follows:

Type af o 2016 2015
AR SR
Murahaha gold loan e, BR1.904 1,004,782, 660
Commodity netiing gold loan 68,716,653 .
ol hoan 7.8971.911 -
Cash boan 17, 000 AW .

1,020,571, 468 1,114, TH2 6640




L azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

13, SHORT-TERM LOANS (continued)

Movement in short-term loans during the vear was as follows:

16 0135
5R SR
Al the beginning of the year 1,114,782 640 1045615311
Bomowings during the year 9,739,226,595 10,453, 760,693
Repayments during the year (9833 437.787) (10,388,593 344)
At the end of the year 1,020,571 468 1,114,782 660

14, FAKAT AND INCOME TAX

ul Laliat
The conselidated zakat lability of the Group for the year represents the sakat on L azurde Company for Jewelbry and
its wholly-owned subsidiaries.

Charge for the year
Zakat charge for the year amounts (o SR 17,562,193 (2015: SR 14,311,093}, and is based on following;:
26 2015
SR SR
Equity 506,785,650 461,218,483
Opening pravisions and other adjustments 54,513,606 40,522 804
Book valise of ling-lenm assets (B8, T57.430) (75,197,606}
492 561,564 426,543 681
Fakatable income for the year J7,735,500 137,739 514
Lakat base 530,297,450 564, 283 195

The differences between the financial and the zakst resulis are mainly due to depreciation adjustments and provisions
which are not allowed in the calculation of xakatahle ncome,

Zakat charge for the vear consists of the following:

2ona 2015
SR SR
Provision for the year 13,257,436 14,107 080
Adjustments relating to previous years 4304757 Ha.013
17,562,193 14,310,093
Movement in the provision
Following is the movement of zakot provision during the year:
2006 2045
5K St
Al the beginning of the year 15,039,825 13,152,593
Charge for the year 17,562,193 14,311,093
Payments during the year (12.869.911) (12,423,861)
At the enid of the yewr 19,732,107 15,010,825




L’azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

14. ZAKAT AND INCOME TAX (continued}

i Status of enkai assessmenis

The Comparry has filed the zakat returns and paid zakat for all the years up to 2005 and obtained respective zakat
certificates. The Company received an assessment for the year 2004 which was finalized and seftled. During March
2017, the Company received zuknt assessments for the years 2005 1o 2014 with additional zakat liability of
approximately SR 10.6 million, The management believes that current provision relating to zakat liability is adequate
to cover amy additional exposure that may arise a5 o result of these sssessmenis. Under the Saudi Ambian Zakat
regulations, the Company has the right to file an appeal against such assessments within 60 days from receiving the
assessments.

c} Income tax relating to foreign subsidiaries
The income fax pertains to ORO Egypt Company (“ORO™) and L) LLC where fax has been accrued on thedr
estimated tzecable profit at 22.5 percent and 10 percent, respectively.

The moverments in mcome tax Lability balance were as follows:

2aia 2015
S8 Si
At the beginning of the year 1.994,819 -
Charge for the year ML, PN 2,004,830
Payments during the year (175,394) -
Nel foreign exchange differences (11, 434)
At the end of the year 2,818,991 2,904, 820
The movements in deferred tax linbility balonce during the vear were as follows:
2006 2005
SR SRk
At the beginning of the year 01,046 -
Charge for the year 403,595 991,046
Met foreign exchange differences ~ (B36,643) 5
At the end of the year 557,998 991,046
The tax charge for the year consists of;
] 2005
5R ER
Income tax Q00,990 2,004, 820
Deferred tze 403,595 1046
1,304,585 3,985,575

d} Status of assessments

ORD (the “Subsidiary'), registered in Arab Republic of Egypt. was exempt from Corporate Income Tax until 31
December 2014, according to the Egyptian Law Mo, & of the vear 1997, The Subsidiary received tax assessments and
settled its tax liabilities on non-cxempt activities til] the year 2011, The years 2012 o 2014 are currently under
indpection by the tax authorities and no assessment has been raised for these years yvet. The Subsidiary has paid all
the taooes due on its nom-exempt activities till date,

L'azunde Company for Jewellery LLC, registered in Arab Republic of Egyp, is exempt from income tax obligations
on its commercial snd manufacturing results for a period of ten years effective 2008,

L'azurde Company for Jewely LLC and L 'azurde Jewellery LLC both are regisiered in the United Arab Emirates
{Dubai and Abu Dhabi, respectively) which is a tax-free country.

1 azurde Company for Jewellery LLC which is registered in the State of Qatar has filed the tax retumn for year 2015,
1]




L'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

15,  EMPLOYEES' TERMINAL BENEFITS

2ors 2015
SR SR
Al the beginning of the year 31,398,243 28,934,860
Charge for the vear 4,135,554 7,950,272
Payments during the year {2,729,185) (4,731,888}
Met foreign exchange differences (1,198,235) (759.010)
At the end of the vear 31,706,277 31,395,243

16, SHARE CAPITAL

Share capital is divided iro 43,000,000 shares (2015; 43,000,000 shares) of SR 10 each,

Thiring 2015, the sharcholders of the Costipany resalved to inerease the share capital of the Company 1o SR 430
million by transferring SR 52,500,121 and SR 77,490,879 from statulory reserve and retained eamings respectively
to share capital.

17. STATUTORY RESERVE

I accordance with Saudi Arabisn Regulations for Companies and Company's By-Laws, 10% of the net income for the
vear has been transferred fo the statutory reserve, The Company may resolve 1o discontinue such transfers when the
reserve iotals 0% of its capital. The reserve i ol available for distribution.

Curing 2015, the Company trunsferved SR 52,509,121 from statutary reserve to share capital {note 16},

1§, FOREIGN CURRENCY TRANSLATION RESERVE

There has been a significant increase in the negative exchange translation reserve of the Group os at 31 December
006, which is due 1o the effect of significant devaluation of Egyptian Pound during 2016 {especially during the three-
manth period ended 31 December 2016}, as Egyplian eperations of the Graup has significant net nssets.

19.  SELLING AND MARKETING EXPENSES

20l s

SR 3R
Advertisements nod promotionel netivities 16,253,060 46,286,321
Crold calibration charges 35,237,874 31,992.476
Saleres and employess” benelits 13,429,314 25,881,398
Sitles comimissions 11,620,327 14,794,114
Rent {note 23) 10,804,513 G423
Deprecintion (node 103 3,620,285 3,361,071
Doubtful debts charge {reversal) 1,355,868 (5,174,952)
Travel expenses 1,484,817 | BRS, 548
Insurance cxpenses 1,056,791 1,300,255
Other expenses 8,312,397 7., 408

134,175,266 137402874




L'azurde Company for Jewelry and its Subsidiaries
{A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

M. GENERAL AND ADMINISTRATION EXPENSES

2086 2015
SR Sk

Salaries and employees” benefits 31,962,255 39,479 562
Consultancy and professional fees 1,950,931 3,748 716
Depreciation {note 10) 2,068,721 1,927,281
Travel expenses 1,404,153 1,982,500
Printing, stationery and communication expenses H13,112 949 941
Repairs and mainienance expenses 651,738 679,966
Charity and donations 15,100 15,004
Other expenses 1,928,763 1,661 066

42,700,703 52,444,432
21, OTHER INCOME /{EXPENSE), NET

2006 2015
5K Sk

Gain from foreign currency exchange differences, et (note 21.1) ol 785,677 7,260,458
Lass on closure of showroam - (540, 189)
Impairment of prepayments - (1,551 366)
{Loss) gam on disposal of property, plant and equipment (81.506) 194, 689
Bank charges (934,062 {1,055,837)
Miscellnneous {1,335,957) (16,128}

58,434,152 4,282,627

21,1 This mainly ingludes umrealized foreign exchange gains resulting from revaluation of intercompany monetiry
limbilities denominated in Egyptim Pound (s shown in below table) and realized foreign exchange losses relating to
the Group's operation in Egvpt & a result of the significant devaluation of Egyptian Pound during 2016 {especially
during the three-month period ended 3 | December 2016).

2016 2013
SR SR
Unrealized intercompany gains from forcign camency - net 59,811,785 10.316,574

22,  EARNINGS FER SHARE

Enmings per shire s caleulated based on the weighted average number of outstanding shares during the year, The
weighted average namber of cutstanding shares during 2006 wis 43 million shares (2015; 43 million shares),

The eamings per share attributable 10 income from main operations has decreased by 35 percent to SR 156 per share
for the year ended 31 December 2006 from SB 348 per share for the year ended 31 December 201 5.

13 OPERATING LEASES

Rent expenses are relalesl to operating leases. During 2016, an amount of SR 10,804,533 (2015: 5K 9,114,235 was
recisgnised s an expense in the consolidated staternent of income in respect of eperaling leases (note 19).




I.’azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
31 December 2016

3., SECMENTAL INFORMATION

These are witributehle 1o the Group's activities and business lines approved by management to be used ax a basis for
the financial reporting and are consistent with the infernal reporting process. The segments’ results ond nssels
comprise ilems that are directly attributable to a certain segment and items that can be reasonably allocated between
the various husiness segments,

The Group is organised into the following main business segments:

Whalesale Reduil Ttal
iR Ry SR

A of aind for the year ended 31 December X0 6:
Revenue: Gold 1,612,505 847 - 1,612,905 847

Operations 322,809,033 #2587 824 405,396,857
Gross profit 216,735,734 27,158,851 243,894 585
et ook valuz of property, plant and equipment 50,093 958 9219335 68,313,293
Total assels 1,477 463,993 61,552,923 1.539.016,916
Taotal linbilities 1131134818 4 828,527 L135.%63,355
As of and fir the year ended 31 December J0/5:
Revenue: Gold 2,284,004, 159 . 2,284,094, | 54

Operations 445,915,893 4,187,594 530,103,887
Gross profit 312 421,895 26,903,361 339,325,256
Met book value of property, plant and equipment 8,495 884 6,701,732 75,197,606
Tolal asseds 1704, 782,716 62,659,249 767,441,965
Total liabilities 1, 268,590,754 T.EIDAGID 1276421 364

The primary markets for the Group’s products are the Kingdom of Saudi Arabia, Egvpt, UAE and Qatar, Following
is o yeographical segment analysis of Group®s total revenue and non-current asseis;

Kingdom of
Geographical segments Soanali Arahin Egypt AE (antarr Tovtal
SR SR Ry hY SR

As of anid for
3 December 206:
Revenue: Gold 659,486,000 RD6 69T 057 137,548,227 19174563  1.612,905847

Crperations 217,026,456 151,556,773 I9.581.474 7,231,154 405,396,857
Mon-current assets 46,579,765 15,731,459 6426211 - 68,737 436
As of amd for fhe yeor ended
3 December 2015:
Revenue: Gold 812495698 1,157.884,381 282,780,008 10,534,072 2,284 (KM, 159

Operations 251382 682 222343030 52,716,999 1,660,976 530,103,887
Non-current assels 44,686,209 23 836,942 i, 674 A58 - 75,197,606




L'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {continued)
311 December 2016

25. FAIR YALUES OF FINANCIAL INSTRUMENTS

Fair value is the price that would be received to selil an asset or paid 1o transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that
the transaction to sell the asset or transfer the lability takes place either:

* I the principal market for the asset or Hability; or
® I the ahsence of a principal market, in the most advantagesus market for the asset or [Eability.

The principal or the most advantageous market must be accessible by the Group, The fair value of an asset or a
liability is measured using assumplions that market participants would use when pricing the sset or lability,
assuming that market participants act in their economic best inberest.,

Financial instruments comprise financial assets and financial liabilities, The Groop's financial assets consist of cash
and cash equivalents, cash margin deposits and sccounts and other receivables. Financial lubilities of the Groop
consist of sccounts and other payables, scensls and short-term boans, The fair values of financial mstruments of the
Ciroup i the consalidated balance sheet date are not materially different from their camying values,

6. DIVIDENDS

On 21 Jumad Aval 1437H (corresponding to | March 2016) the general assembly approved (o distribute interim cash
dividend of SR 0.53% per share with total smount of SR 23,126,516, This dividend was paid on 20 Jumad Thani
1437H (comesponding 1o 24 March 2016).

O 4 Muharram 143TH {corresponding to 17 Ociober 2015]) the Board of Directors recommended and approvesd (o
distribute ivterim cash dividend of SR 0.741 per share with total amount of SR 31,873,484, This dividend was paid
on 20 Jumad Thani 1437H (eorresponding to 29 March 2016}, In the mecting dated 21 Jumad Avwal 1437H
{eormespomding 1o | March 2016}, the general assembly approved dividend of SR 30,573,484,

On 13 Sha'aban 14361 (corresponding to 31 May 2015) the Board of Directors recommended and approved o
distribute interim cash dividend of SR | per share with total amount of SR 43 million. In the meeting dated 2
Mubarrum 1437TH (corresponding to |5 October 2005}, the general assembly approved dividend of SR 43 million
which was paid 1o the shareholders during 2015,

27, RISK MANAGEMENT

Gald price risk

Geold price risk is the risk that the valoe of assets and liabilities denominated in gold will Muctuate due to changes in
the gold price, The management minimizes its risk relating to the gold price fluctustion by maintaining equal quantity
of pold in assets and liahilities where deemed practical. As at 31 December, gold accounts were as follows;

2006 2015
{rriimns Crrams

SR {24 karui) SR (i 24 karai)
Giold asset — invenlories 004,117 068 4,748,272 805,684,210 6,285,130
Gold asset — receivables 330 455,424 2427022 0,554,060 5 2414 826
Galel Biability — payables - = {40, 334} {3,123)
Gold liability — hoans 1,003,571 468) (7,075.261) (1,114,782 660 (K, 696, 407)
Met gold asscls 1,020 33 55,231 431

Ciold market price was SR 13987 per pram in 24 karat gold as at 31 December 2006 (201 5: SR 128, 19 per gram) and
USD 1,160, 10 per ounce in 29 karat gold as st 31 December 2006 (2015 USD 1,063 25 per ounce),




L’azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS ({continued)
31 December 2016

1. RISK MANAGEMENT (comtinued)

Currency risk

Cugrency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange
rabes, The Group transacts principally in Saudi Riyals, Buros, US Dollars and Egyptian Pounds. Management regulkarly
momitars the fluctstions in curency exchange rates, and the effect of the camency fuctuation has been accounted
for in the consolidated financial stalements.

Interest rate risk

Interest rate risk is the risk that the value of financial instruments will Muctuate due to changes in the market mtenest
rates. The Group is subject o mierés rale risk on R inlerest bearing aseets atd liabilities, including bank deposits
and boains,

Credii risk

Credit risk is the risk that ane party 1o @ financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. For all classes of financial azsets held by the Group, the maximam credit risk exposure
to thie Growp is the carrying value as dischosed in the consolidaied balance sheet.

The Group seeks 1o Hmit its credit risk with respeet to customers by setting eredit limit for individual customers and
monitoring cutstanding receivables. Receivables comprise a large number of customers mainly within the Kingdon
of Saudi Arabia, the United Arab Emirates, the State of Qatar and the Arab Republic of Egypt.

Liguidity risk

Liguidity risk is the risk that the Group will not be able fo mest fls commitments associated with financial labilities
when they fall due. Liquidity requiremends are monitored on & monthly basis and management ensures that sufficient
Tiguid funds are available o meet sy commitments as they arise,

24, KEY SOURCES OF ESTIMATION UNCERTAINTY

The Croup makes estimates and assumptions concemning the future. The resulting sccounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of
causing ‘@ material adjustment to the camying amounts of assets and lmbilities within the next financial year are
addressed belaw:

lmpairment of acconnis reecivable
An estimate of the collectible amount of accounts receivable is made when collection of the full smount 15 no longer
probubbe. For individually significant amounms, this estimation is perfisrmed on an individual basis. Amounts which
are ol individually significant, but which are pasi due, are assessed collectively and a provision applied according to
the length of the past dus receivables,

At the reporting date, gross sccounls receivable were SR 434,713 598 with SR 9,720,486 being mnintained as
provision for doubtful debis (3015: gress accounts receivable of SE 399,843,318 with provision for doubtful debt of
SR 9.934,972) Any difference between the amounts actually collected in future periods aivd the amounts expected (o
be collected will be recognized in the consolidated statement of income.

limpairient of iventorics

[nventory consists of gold and ofher items, Gold is valued at market price. Other inventory items are held at the flower
of cost and net realizable value. When gold inventories become old or obsolele, an cstimate is made for the melting
cost for all non-sellable inventory ifems that would need to be malten or reworked 1o be used again in prodiction. For
individually significumt amounms this estimation is performed on an individual basis. Amounts which are not
indivicually significant, but which are old or oheolete, are assessed collectively and a provision applied according to
the inventory type and the degree of apemg or obsolescence, based on aticipated cost for melting or rework.

21



L'azurde Company for Jewelry and its Subsidiaries
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {continued)
31 December 2016

8. KEY SOURCES OF ESTIMATION UNCERTAINTY (continued)

Impairment of inventories {continged)

Al the consolidated balance sheet date, gross inventories were SR 822 600,608 (2015: SR 992 981,082) with provision
for melting costs and slow moving inventory items smounting 1o SE 16,894 945 (2015; SR 17,336,206) held there
apainst. Any difference between the amounts actaally realised in future periods and the amounts expected to be
realised will be recognised in the consolidated statement of income, The provisions agalost inventories include the
folbowing:

= Provision for gold melting cost;
- Provision for slow moving diamond jewellery and loose dmands; ad
= Provision for other slow moving inventory items

Useful lives of property, plant and equipment
The Group's management determines the estimated useful lives of its property, plant amd equipment for ealeulating
depreciation, This estimate is determined afier considering the expected usage of the assei or physical wear and tear.

Management reviews the wseful lives anmually and future depreciation charge would be adjusted where the
management belicves the useful lives differ from previcus estimates,

FLakal and income lax

Significant judgment is required in determining the provision for zkat and income toe There are many transactions
and calculations for which the ultimate zakat asd income (ax defesmination is ancertain, The Group recognises
liahilities for anticipated zakat and income tax based on estimation of whether additional zakat and income tax will
be due.

0. CONTINGENT LIABILITIES

The Group's bankers have issied letters of guarantess amounting to SR 2,074,245 (2015: SR 689,000} in respect of
iils operations and are cutstanding at the reporting date.

a0, APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements were approved by the Board of Directors en 15 Jumad Thani 1438H,
{comesponding to 14 March 2017),

3. COMPARATIVE FIGURES

Certain of the prior vear amounts have been reclassified to conform with the presestation in the current vear.

7]
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