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Kingdom of Saudi Arabia

Independent Auditors Report

To the Unitholders of Jadwa Arab Markets Equity Fund

We have audited the financial statements of Jadwa Arab Markets Equity Fund (the “Fund") managed by
Jadwa Investment Company (the “Fund Manager”), which comprise the statement of financial position as at
31 December 2018, the statements of comprehensive income, changes in net assets {equity} attributable to
the unitholders and cash flows for the year then ended, and notes to the financial statements, comprising
significant accounting policies and other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Fund as at 31 December 2018, and its financial performance and its cash flows for the year
then ended in accordance with intemational Financial Reporting Standards (“IFRS") that are endorsed in the
Kingdom of Saudi Arabia and other standards and pronouncements issued by the Saudi Organization for
Certified Public Accountants {("SOCPA").

Basis for Opinion

We conducted our audit in accordance with International Standards an Auditing that are endorsed in the
Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the
Fund in accordance with the professional code of conduct and ethics that are endorsed in the Kingdom of
Saudi Arabia that are relevant to our audit of the financial statements, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of the Fund Manager and Those Charged with Governance for the Financial

Statements

The Fund Manager is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS that are endorsed in the Kingdom of Saudi Arabia and other standards and
pronouncements issued by SOCPA and to comply with the applicable provisions of the Investment Funds
Regulations issued by the Capital Market Authority (“CMA"), the Fund's terms and conditions and the
Information Memorandum and for such intemal control as the Fund Manager determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud
or efror.

In preparing the financial statements, the Fund Manager is responsible for assessing the Fund'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 the Fund Manager either Intends to liguidate the Fund or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund's financial reporting process.

Auditors' Responsibilities for the Audit of the Financial Statemenis

Cur objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ 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 International Standards on Auditing that are endorsed in the Kingdem of Saudi
Arabia, will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these financial statements.

KPMG Al Fozan & Partners Certified Public Accountants, a
registered company in the Kingdom of Saudi Arabia, and a non-
partrner member firm of the KPMG netwerk of independent firms
affikated with KPMG International Cocperative, a Swiss entity.
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indepenaent Auditors' Report

To the Unitholders of Jadwa Arab Markets Equity Fund (Continued)

Auditors’ Responsibilities for the Audit of the Financial Statements {continued)

As part of an audit in accordance with International Standards on Auditing that are endorsed in the Kingdom
of Saudi Arabia, we exercise professional judgement and maintain professional scepticism throughout the
audit, We also:

» Identify and assess the risks of material misstatement of the 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 opinien on the
effectiveness of the Fund Manager's internal controli.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and refated disclosures made by Fund Manager.

» Conclude on the appropriateness of the Fund Manager'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 Fund's ability to continue as a going concern. If we
conclude that a material uncertainty exists, then we are required to draw attention in our auditors’ report
to the related disclosures in the 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 auditors’
report. However, future events or conditions may cause the Fund to cease to continue as a going
concem.

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

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 identi i r audit of Jadwa Arab Markets Equity Fund (the “Fund®).

For KPMG Al Fozan & Partrers
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JADWA ARAB MARKETS EQUITY FUND

An open-ended mutual fund

(MANAGED BY JADWA INVESTMENT COMPANY)
STATEMENT OF FINANCIAL POSITION

As at 31 December 2018

(Amounts in Saudi Arabian Riyals)

Cash and cash equivalents

Investments

Dividend receivable

Total assets

LIABILITIES
Management fees payable

Accrued expenses and other liabilities
Fund Board fee payable

Total liabilities

Net assets (equity) attributable to the

Unitholders

Units in issuance (numbers)
Net assets (equity) attributable to

each unit (SAR)

31 December 31 December 1 January

Notes 2018 2017 2017
467,721 248,526 537,109

7 17,462,827 16,900,905 16,983,728
7,295 -- --

17,937,843 17,149,431 17,520,837

1(c), 8 30,628 55,445 28,455
36,763 78,100 28,112

8,000 15,000 14,250

75,391 148,545 70,817

17,862,452 17,000,886 17,450,020

70,065.49 70,547.75 70,487.54

254.9394 240.9841 247.5618

The accompanying notes (1) to (16) from an integral part of these financial statements
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JADWA ARAB MARKETS EQUITY FUND

An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December 2018

(Amounts in Saudi Arabian Riyals)

Gain / (loss) on investments, net
Dividend income
Total revenue

Management fee

Other operating expenses
Fund Board fee

Foreign exchange loss
Total operating expenses

Net profit / (loss) for the year

Other comprehensive income for the year
Total comprehensive income for the year

Notes

7.1

1(c), 8
1(c)

For the year ended 31
December
2018 2017
807,844 (643,317)
708,348 628,852
1,516,192 (14,465)
(353,286) (340,519)
(145,612) (78,574)
(24,000) (15,000)
(4,581) (14,493)
(527,479) (448,586)
988,713 (463,051)
988,713 (463,051)

The accompanying notes (1) to (16) from an integral part of these financial statements
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JADWA ARAB MARKETS EQUITY FUND

An open-ended mutual fund

(MANAGED BY JADWA INVESTMENT COMPANY)
STATEMENT OF CHANGES IN NET ASSETS (EQUITY) ATTRIBUTABLE TO THE

UNITHOLDERS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

Net assets (equity) attributable to the Unitholders at

beginning of the year
Net profit / (loss) for the year

Contributions and redemptions by the Unitholders
Proceeds from issuance of units
Payment made against redemptions of units

Net assets (equity) attributable to the Unitholders

Units transactions (numbers)

Units in issuance at beginning of the year
Issuance of units

Redemption of units

Total contribution and redemption of units
Units in issuance at end of the year

For the year ended 31

December
2018 2017
17,000,886 17,450,020
988,713 (463,051)
200,291 69,840
(327,438) (55,923)
(127,147) 13,917
17,862,452 17,000,886

For the year ended 31

December
2018 2017
70,547.75 70,487.54
784.33 282.79
(1,266.59) (222.58)
(482.26) 60.21
70,065.49 70,547.75

The accompanying notes (1) to (16) from an integral part of these financial statements
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
STATEMENT OF CASH FLOWS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

For the year ended 31
December

2018 2017

Cash flows from operating activities
Net profit / (loss) for the year 088,713 (463,051)
Adjustments for:

Dividend income (708,348) -
(Gain) / loss on investments, net (807,844) 643,317
(527,479) 180,266
Net changes in operating assets and liabilities
Purchase of investments (7,090,346) (8,089,047)
Proceeds from sale of investments 7,336,268 7,528,553
Management fee payable (24,817) 26,990
Accrued expenses and other liabilities (41,337) 50,738
Fund Board fee payable (7,000) --
Dividend received 701,053 --
Net cash generated from / (used in) operating activities 346,342 (302,500)
Cash flows from financing activities
Proceeds from issue of units 200,291 69,840
Payment made against redemption of the units (327,438) (55,923)
Net cash (used in) / generated from financing activities (127,147) 13,917
Net increase in cash and cash equivalents 219,195 (288,583)
Cash and cash equivalents at beginning of the year 248,526 537,109
Cash and cash equivalents at end of the year 467,721 248,526

The accompanying notes (1) to (16) from an integral part of these financial statements
6
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

LEGAL STATUS AND PRINCIPAL ACTIVITIES

Jadwa Arab Markets Equity Fund (the “Fund”) is an open-ended equity fund established and
managed as per terms and conditions between Jadwa Investment Company (the “Fund Manager”)
and the Fund Investors (the “Unitholders™). The Capital Market Authority’s (“CMA”) approval
for the establishment of the Fund was granted in its letter number 443 dated Jumad Awal 9, 1428 H
(corresponding to 26 May 2007). The Fund commenced its operations on 30 June 2007. The
existing units in the Fund were converted to three different unit classes, i.e. ‘Unit Class A’, Unit
Class B’ and ‘Unit Class C” as explained below. The said conversion of units was effective from
22 March 2018.

i) Unit of investors with total market value above SAR 25 million ( as of the effective date)
were converted to Class A at equity value per unit of SAR 100.

ii)  Units of investors with total market value below SAR 25 million (as of the effective date)
were converted to Class B at the equity value on the effective date.

iii)  Units owned by Jadwa Investment’s employee/staff were converted to Class C at the asset
value per units of SAR 100

As of the conversion date there were no investors in “Unit Class A” and “Unit Class C”. Only
“‘Unit Class B” is operational for the year ended 31 December 2018.

The Fund aims to provide investors with long-term capital appreciation by investing in equities
listed on the stock markets of Arab countries while ensuring that the selected equities are
compliant with the Shariah standards approved by the Fund Manager’s Shariah Committee.

In dealing with the Unitholders, the Fund Manager considers the Fund as an independent
accounting unit. Accordingly, the Fund Manager prepares separate financial statements for the
Fund. The Fund Manager of the Fund is Jadwa Investment and administrator and custodian of the
Fund is HSBC Saudi Arabia.

The Fund is governed by Investment Fund Regulations (the “Regulations”) published by Capital
Market Authority (“CMA”) on 3 Dhul Hijja 1427 H (corresponding to 24 December 2006)
thereafter amended (the “amended regulations™) on 16 Sha’ban 1437 H (corresponding to 23 May
2016), detailing requirements for all funds within the Kingdom of Saudi Arabia. The amended
regulations came into effect from 6 Safar 1438 H (corresponding to 6 November 2016).

The management of the Fund is the responsibility of the Fund Manager. However, in accordance
with the Fund’s terms and conditions, the Fund Manager can delegate or assign its duties to one
or more of the financial institutions in the Kingdom of Saudi Arabia and overseas.

The Fund Manager may charge investors a subscription fee at a percentage not to exceed 3% of
the subscribed amount. The subscription fee is not included in these financial statements.
Furthermore, the Fund Manager charges the Fund a management fee of 1.95% per annum of the
equity value till the date of conversion of units as explained above. Subsequent to that, the
management fee is charged at 1.25%, 1.95% and 0.98% of the equity value of Class A, Class B
and Class C units respectively at each valuation day.

In addition, the Fund Manager has the right to collectively charge the Fund all other expenses
related to the management of the Fund, including but not limited to audit fee and legal charges
subject to limits as set out in the Fund’s terms and conditions.



JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

BASIS OF ACCOUNTING

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) as endorsed in the Kingdom of Saudi Arabia and other standards
and pronouncements issued by Saudi Organization for Certified Public Accountants (“SOCPA”)
and to comply with the applicable provisions of the Investment Fund Regulations issued by CMA,
the Fund’s Terms and Conditions and the Information Memorandum.

For all periods up to and including the year ended 31 December 2017, the Fund prepared its
financial statements in accordance with generally accepted accounting standards as issued by the
SOCPA. The financial statements for the year ended 31 December 2018 are the first financial
statements of the Fund prepared in accordance with IFRS and IFRS 1 First-time Adoption of
International Financial Reporting Standards has been applied.

An explanation of how the transition to IFRSs has affected the reported financial position,
financial performance and cash flows of the Fund is provided in note 13.

BASIS OF MEASUREMENT

These financial statements have been prepared on a historical cost convention, except for the
investments which are carried at fair value, using accrual basis of accounting and the going
concern concept.

The Fund does not have a clearly identifiable operating cycle and therefore does not present
current and non-current assets and liabilities separately in the statement of financial position.
Instead, assets and liabilities are presented in order of their liquidity.

FUNCTIONAL AND PRESENTATION CURRENCY

These financial statements are presented in Saudi Arabian Riyal (“SAR”), which is the Fund’s
functional currency. All amounts have been rounded to the nearest SAR, unless otherwise
indicated.

USE OF JUDGMENTS AND ESTIMATES

In preparing these financial statements, management has made judgments, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates
are recognized prospectively.

SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set
out below. These policies have been consistently applied to all the periods presented, unless
otherwise stated. Where policies are applicable only on or after 1 January 2018, those policies
have been particularly specified.

Foreign currency translation

Transactions in currencies other than functional currencies are translated into SAR at the exchange
rate at the dates of the transactions. Foreign exchange gains and losses arising from translation
are included in the statement of comprehensive income. Monetary assets and liabilities
denominated in foreign currencies are retranslated into SAR at the exchange rate at the reporting
date. Foreign currency differences arising on retranslation are recognized in statement of
comprehensive income as net foreign exchange losses, except for those arising on financial
instruments at FVTPL. which are recognized as a component of net gain from financial
instruments at FVTPL.
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Functional currency

Functional currency’ is the currency of the primary economic environment in which the Fund
operates. If indicators of the primary economic environment are mixed, then management uses its
judgment to determine the functional currency that most faithfully represents the economic effect
of the underlying transactions, events and conditions. The majority of the Fund’s investments and
transactions are denominated in SAR. Investor subscriptions and redemptions are determined
based on equity value, and received and paid in SAR. The expenses (including management fees,
custodian fees and administration fees) are denominated and paid in SAR. Accordingly,
management has determined that the functional currency of the Fund is SAR.

Dividend income

Dividend income is recognized in statement of comprehensive income on the date on which the
right to receive payment is established. For quoted equity securities, this is usually the ex-dividend
date. For unquoted equity securities, this is usually the date on which the shareholders approve
the payment of a dividend. Dividend income from equity securities designated as at fair value
through profit or loss (“FVTPL”) is recognized in statement of comprehensive income in a
separate line item.

Zakat / taxation

Under the current system of zakat and income tax in the Kingdom of Saudi Arabia, the Fund is
exempt from paying any zakat and income tax. Zakat and income tax are considered to be the
obligation of the Unitholders and are not provided in the accompanying financial statements.

The Value Added Tax (“VAT?”) applicable for fees and expenses are recognized in the statement
of comprehensive income.
Provisions

Provisions are recognized whenever there is present obligation (legal or constructive) as a result
of a past event and it is probable that an outflow of resources will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation.

Management fee expense

Management fee expense is recognized in the statement of comprehensive income as the related
services are performed.

Cash and cash equivalents

Cash and cash equivalents comprise deposits with banks and highly liquid financial assets with
maturities of three months or less from the date of acquisition that are subject to an insignificant
risk of changes in their fair value and are used by the Fund in the management of short-term
commitments.

Financial assets and liabilities

Policy applicable before 1 January 2018

Investments held for trading

Investment securities purchased for trading are initially recognized at cost on the trade date and
are subsequently measured at their market values. The unrealized gains and losses from
revaluation of investments held for trading and realized gains and losses from sale of investments
held for trading are recognized in the statement of income.
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets and liabilities (continued)

Financial liabilities

The Fund classifies its financial liabilities at amortised cost and recognized initially at fair value
less any directly attributable transaction costs. Subsequent to initial recognition, these are
measured at amortized cost using the effective yield method.

Policy applicable from 1 January 2018

Classification of financial assets

On initial recognition, a financial asset is classified and measured at amortized cost, fair value
through other comprehensive income (“FVOCI”) or FVTPL.

Financial asset at amortized cost
A financial asset is measured at amortized cost if it meets both of the following conditions and is
not designated as at FVTPL.:

o the asset is held within a business model whose objective is to hold assets to collect contractual
cash flows; and

o the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

Financial asset at fair value through other comprehensive income (“FVOCI”)
A financial asset is measured at fair value through FVOCI only if it meets both of the following
conditions and is not designated as at FVTPL.

¢ it is held within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets; and

e its contractual terms give rise on specified dates to cash flows that are solely payments of
principle and interest on the principle amount outstanding.

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

Financial asset at fair value through profit or loss (“FVTPL”)
All financial assets not classified as measured at amortized cost or FVOCI as described above are
measure at FVVTPL. Investments in equity securities are classified under this category.

Business model assessment

The Fund Manager assesses 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. The information considered includes:

o the stated policies and objectives for the portfolio and the operation of those policies in
practice;
how the performance of the portfolio is evaluated and reported to the Fund Manager;

o the risks that affect the performance of the business model (and the financial assets held within
that business model) and how those risks are managed;

¢ how managers of the business are compensated- e.g. whether compensation is based on the
fair value of the assets managed or the contractual cash flows collected; and

o the frequency, volume and timing of sales in prior periods, the reasons for such sales and its
expectations about future sales activity. However, information about sales activity is not
considered in isolation, but as part of an overall assessment of how the Fund's stated objective
for managing the financial assets is achieved and how cash flows are realized.
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets and liabilities (continued)

The business model assessment is based on reasonably expected scenarios without taking 'worst
case' or 'stress case’ scenarios into account. If cash flows after initial recognition are realised in a
way that is different from the Fund's original expectations, the Fund does not change the
classification of the remaining financial assets held in that business model, but incorporates such
information when assessing newly purchased financial assets going forward.

Financial assets that are held for trading and whose performance is evaluated on a fair value basis
are measured at FVTPL because they are neither held to collect contractual cash flows nor held
both to collect contractual cash flows and to sell financial assets.

Assessment whether contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset
on initial recognition. ‘Commission / Interest’ is defined as consideration for the time value of
money and for the credit risk associated with the principal amount outstanding during a particular
period of time and for other basic lending 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 interest, the
Fund 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. In making the assessment, the Fund
considers:
- contingent events that would change the amount and timing of cash flows;
- leverage features;
- prepayment and extension terms;
- terms that limit the Fund’s claim to cash flows from specified assets (e.g. non-recourse asset
arrangements); and
- features that modify consideration of the time value of money — e.g. periodical reset of interest
rates.

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

Classification of financial liabilities
The Fund classifies its financial liabilities at amortized cost unless it has designated liabilities at
FVTPL.

Recognition and initial measurement

Financial assets at FVTPL are initially recognized on the trade date, which the date on which the
Fund becomes a party to the contractual provisions of the instrument. Other financial assets and
financial liabilities are recognized on the date on which they are originated.

Financial asset or financial liability is measured initially at fair value plus, for an item not at
FVTPL, transaction costs that are directly attributable to its acquisition issue.

11
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets and liabilities (continued)
Subsequent measurement

Financial assets at FVTPL are subsequently measured at fair value. Net gain or losses including
any foreign exchange gains and losses, are recognized in profit or loss in ‘gains / (losses) on
investments, net’ in the statement of comprehensive income.

Financial assets and financial liabilities at amortized cost are subsequently measured at amortized
cost using effective interest method and is recognized in statement of comprehensive income.
Any gain or loss on de-recognition is also recognized in statement of comprehensive income. The
‘amortized cost’ of a financial asset or financial liability is the amount at which the financial asset
or financial liability is measured on initial recognition minus the principle repayments, plus or
minus the cumulative amortizing using effective interest method of any difference between that
initial amount and the maturity amount and, for financial assets, adjusted for any loss allowance.

Derecognition

The Fund derecognizes a financial asset when the contractual rights to the cash flow from the
asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in which
substantially all of the risks and rewards of ownership of the financial asset are transferred or in
which the Fund neither transfers nor retains substantially all of the risks and rewards of ownership
and does not retain control of the financial asset.

On derecognition of the financial asset, the difference between the carrying amount of the asset
(or the carrying amount allocated to the portion of the asset that is derecognised) and the
consideration received (including any new asset obtained less any new liability assumed) is
recognized in statement of com

prehensive income. Any interest in such transferred financial assets that is created or retained by
the Fund is recognized as a separate asset or liability.

The Fund enters into transactions whereby it transfers assets recognized on its statement of
financial position, but retains either all or substantially all of the risks and rewards of the
transferred assets or a portion of them. If all or substantially all of the risk and rewards are
retained, then the transferred assets are not derecognized. The Fund derecognize a financial
liability when its contractual obligations are discharged or cancelled, or expire.

Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement
of financial position when, and only when, the Fund has legally enforceable right to offset the
amounts and intends either to settle them on a net basis or to realize the asset and settle them
liability simultaneously. Income and expenses are presented on a net basis for gain and losses
from financial instruments at FVTPL and foreign exchange gains and losses.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to 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
liability takes place either:

- In the principal market for the asset or liability, or
- In the absence of a principal market, in the most advantageous market for the asset or liability

12
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Fair value measurement (continued)

When available, the Fund measures the fair value of an instrument using the quoted prices in an
active market for that instrument. A market is regarded as active if transactions for the asset or
liability take place with sufficient frequency and volume to provide pricing information on an on-
going basis. The Fund measures instruments quoted in an active market as per the official closing
price in the related stock exchange where the instrument is traded.

If there is no quoted price in an active market, then the Fund uses valuation techniques that
maximize the use of relevant observable inputs and minimize the use of unobservable inputs. The
chosen valuation technique incorporates all of the factors that market participants would take into
account in pricing a transaction.

Distributions to the Unitholders

Distribution to the Unitholders is accounted for as a deduction from net assets (equity) attributable to
the Unitholders. An interim dividend is recognized as a liability in the period in which it is irrevocably
declared by the Fund Board. A final dividend is recognized as a liability in the period in which it is
approved by the Fund Board.

Redeemable Units

The Fund classified financial instruments issued as financial liabilities or equity instruments in
accordance with the substance of the contractual terms of the instruments.

The Fund has redeemable units in issue. On liquidation of the Fund, they entitle the holders to the
residual net assets. They rank pari passu in all respects and have identical terms and conditions. The
redeemable units provide investors with the right to require redemption for cash at a value
proportionate to the investor’s share in the Fund net assets at each redemption date and also in the
event of the Fund’s liquidation.

Redeemable units are classified as equity as it meets all of the following conditions:

- it entitles the holder to a pro rata share of the Fund’s net assets in the event of the Fund’s
liquidation;

- itisin the class of instruments that is subordinate to all other classes of instruments;

- all financial instruments in the class of instruments that is subordinate to all other classes
of instruments have identical features;

- apart from the contractual obligation for the Fund to repurchase or redeem the instrument
for cash or another financial asset, the instrument does not include any other features that
would require classification as a liability; and

the total expected cash flows attributable to the instrument over its life are based substantially on the
profit or loss, the change in recognized net assets or the change in the fair value of the recognized
and unrecognized net assets of the Fund over the life of the instrument.

Standards issued but not yet effective

A number of amendments and standards are effective for the period beginning on or after 1 January
2019 and earlier application is permitted; however, the Fund has not early applied these new
amendments and standards in preparing these financial statements as these do not have material
impact on the Fund’s financial statements.
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Standards issued but not yet effective (continued)

The following new or amended standards are not expected to have a significant impact on the Fund’s
financial statements:

- IFRS 16 Leases

- Annual Improvements to IFRS Standards 2015-2017 Cycle — various standards
- IFRIC 23 Uncertainty over Income Tax Treatments

- Prepayment Features with Negative Compensation (Amendments to IFRS 9)

- Long-term Interests in Associates and Joint Ventures (Amendments to IAS 28)
- Plan Amendment, Curtailment or Settlement (Amendments to IAS 19)

INVESTMENTS
31 December 31 December 1 January
Notes 2018 2017 2017
Equity securities
-FVTPL 11 17,462,827 - -
- Held for trading 11 16,900,905 16,983,728

17,462,827 16,900,905 16,983,728

Below are the details of gain / (loss) on investments during the years ended 31 December 2018:

31 December 31 December

2018 2017
Realized gain on investments at FVTPL, net 53,672 --
Unrealized gain on investments at FVTPL, net 754,172 --
Realized gain on investments held for trading, net - 80,305
Unrealized loss on investments held for trading, net - (723,622)

807,844  (643,317)

RELATED PARTY TRANSACTIONS AND BALANCES

The related parties of the Fund include the Fund Manager, the Fund Board, other funds managed
by the Fund Manager and key management personnel of the Fund Manager. In the ordinary course
of its activities, the Fund transacts business with the Fund Manager.

Management fee

The Fund is managed and administered by the Fund Manager. For these services, the Fund accrues
fee as per the rates disclosed in note 1(c).

Transactions and balances with related parties
During the year, the Fund entered into the following transactions with related parties in the

ordinary course of business. These transactions were carried out on the basis of approved terms
and conditions of the Fund.
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JADWA ARAB MARKETS EQUITY FUND
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(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

RELATED PARTY TRANSACTIONS AND BALANCES (CONTINUED)

Nature of 31 December 31 December
Related party relationship  Nature of transaction 2018 2017
Jadwa Investment The Fund Management fee
Company Manager 353,286 340,519
The Fund Board
The Fund compensation
The Fund Board Board (independent member) 24,000 15,000
Balances arising from above transactions with related parties are as follows:
Nature of Nature of 31 December 31 December 1 January
Related party relationship balance 2018 2017 2017
Jadwa Investment The Fund Management fee
Company Manager payable 30,628 95,445 28,455
The Fund Board  The Fund Fee payable to an
Board independent
member of the
Fund Board 8,000 15,000 14,250
FINANCIAL INSTRUMENTS BY CATEGORY
Amortized
31 December 2018 cost FVTPL
Financial assets as per statement of financial position
Cash and cash equivalents 467,721 --
Investments -- 17,462,827
Dividend receivable 7,295 --
Total assets 475,016 17,462,827
Financial liabilities as per statement of financial position
Management fee payable 30,628 --
Accrued expenses and other liabilities 36,763 --
Fund Board fee payable 8,000 --
Total liabilities 75,391 -
Loans and Held for
31 December 2017 receivables trading
Financial assets as per statement of financial position
Cash and cash equivalents 248,526 --
Investments -- 16,900,905
Total 248,526 16,900,905
Amortized Held for
Financial liabilities as per statement of financial position cost trading
Management fee payable 55,445 -
Accrued expenses and other liabilities 78,100 --
Fund Board fee payable 15,000 -
Total liabilities 148,545 -
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FINANCIAL INSTRUMENTS BY CATEGORY (CONTINUED)

Loans and Held for
1 January 2017 receivables trading
Financial assets as per statement of financial position
Cash and cash equivalents 537,109 --
Investments -- 16,983,728
Total 537,109 16,983,728

Amortized Held for
Financial liabilities as per statement of financial position cost trading
Management fee payable 28,455 --
Accrued expenses and other liabilities 28,112 --
Fund Board fee payable 14,250 --
Total liabilities 70,817 -

FINANCIAL RISK MANAGEMENT

Exposure

Risk management is an integral part of the investment and the operational process. Risk
management can be distinguished in financial risk management, operational risk management and
independent risk measurement. Financial risk management encompasses all elements of the
investment process. A number of risk management systems allow the Fund to notice any
deviations from intended positioning and targets. Operational risk management encompasses the
four areas of potential losses: processes, systems, people and external events. Risk measurement
is an independent function, which is functionally separated from the operational department and
portfolio management.

The Fund’s overall risk management programme seeks to maximize the returns derived for the
level of risk to which the Fund is exposed and seeks to minimize potential adverse effects on the
Fund’s financial performance. The risk management system is an ongoing process of
identification, measurement, monitoring and controlling risk.

The Risk Management department is primarily responsible for identifying and controlling risks.
The Fund Board supervises the Fund Manager and is ultimately responsible for the overall risk
management of the Fund. The Fund has exposure to the following risks from financial
instruments:

a) market risk

b) credit risk

c) liquidity risks; and
d) operational risk

Risk management framework

Financial instruments and associated risks

The Fund primarily aims to invest in a diversified portfolio consisting of listed equities in local
and GCC equity markets and idle cash in short term murabaha placements. The nature and extent
of the financial instruments outstanding at the statement of financial position date and the risk
management policies employed by the Fund are discussed below.

The Portfolio Management Team has been given discretionary authority to manage the assets in
line with the Fund’s investment objectives. Compliance with the target asset allocations and the
composition of the portfolio are monitored by the portfolio management team on a regular basis.
In instances where the portfolio has diverged from target asset allocations, the Fund Manager is
obliged to take actions to rebalance the portfolio in line with the established targets, within
prescribed limits. The Fund uses different methods to measure and manage the various types of
risk to which it is exposed; these methods are explained below.
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JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk

‘Market Risk’ is the risk that changes in market prices — such as commission rates, foreign
exchange rates, equity prices and credit spreads — will affect the Fund’s income or the fair value
of its holdings in financial instruments.

The Fund’s strategy for the management of market risk is driven by the Fund’s investment
objective as per Fund’s terms and conditions.

The Fund’s market risk is managed by the Fund Manager in accordance with the policies and
procedures in place. The Fund’s market positions are monitored on a daily basis by the portfolio
management team.

Foreign exchange risk/currency risk

Foreign currency risk arises as the value of future transactions, recognized monetary assets and
monetary liabilities denominated in other currencies fluctuate due to changes in foreign exchange
rates. The Fund invests in financial instruments and enters into transactions that are denominated
in currencies other than its functional currency, primarily in Kuwait Dinar (KWD), Qatar Dinar
(QAR), UAE Dirham (AED), and Omani Riyal (OMR). Consequently, the Fund is exposed to risk
that the exchange rate of its currency relative to other foreign currencies may change in a manner
that has an adverse effect on the fair value or future cash flow of the Fund’s financial assets or
financial liabilities denominated in currencies other than SAR.

The Fund’s currency risk is managed on a timely basis by the Fund Manager in accordance with
the policies and procedures in place. The Fund’s currency positions and exposures are monitored
on a daily basis by the Fund Manager.

When the Fund Manager formulates a view on the future direction of foreign exchange rates and
the potential impact on the Fund, the Fund Manager factors that into its portfolio allocation
decisions. While the Fund has direct exposure to volatility in foreign exchange rates denominated
securities, it may also be indirectly affected by the impact of foreign exchange rate changes on
the earnings of certain companies in which the Fund invests, even if those companies’ securities
are denominated in SAR. For that reason, the below sensitivity analysis may not necessarily
indicate the total effect on the Fund’s net assets (equity) attributable to holders of redeemable
units of future movements in foreign exchange rates.

The table below summarizes the Fund’s assets and liabilities, which are denominated in a currency
other than the SAR.

EXxposure

At the reporting date, the carrying amount of the Fund’s net financial assets and financial liabilities
held in individual foreign currencies, expressed in SAR and as a percentage of its equity, were as
follows.

31 December 2018 31 December 2017

Amount in % of Amount in % of

Currency SAR equity SAR equity
KWD 2,422,686 13.56 2,266,419 13.33
AED 1,455,487 8.15 1,934,042 11.38
QAR 476,168 2.67 1,247,524 7.34
EGP 604,374 3.38 767,179 451
usbD -- -- 46,143 0.27
4,958,715 27.76 6,261,307 36.83
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FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk (continued)

Sensitivity analysis

The table below sets out the decrease in equity attributable to the Unitholders in case currencies
other than the functional currency i.e. USD Dollar, KWD, AED, EGP and QAR weaken by 0.50%
relative to SAR The analysis assumes that all other variables, in particular commission rates,
remain constant.

Effect in amounts of SAR (increase / decrease)

31 December 31 December

Currency 2018 2017
KWD (12,390) (11,389)
AED (8,133) (9,719)
QAR (2.393) (6,269)
USD - (232)
EGP (3,081) (3,855)

(25,997) (31,464)

Effect in % of net assets (equity) attributable to the unit holders (increase / decrease)
31 December 31 December

Currency 2018 2017
KWD -0.07% -0.07%
AED -0.05% -0.06%
QAR -0.01% -0.04%
usD -- -0.00%
EGP -0.02% -0.02%

-0.15% -0.19%

Strengthening of currencies other than the functional currency i.e. USD, KWD, AED, EGP and
QAR relative to SAR will result in an equal but opposite effect on the net assets (equity) attribute
to Unitholders.

Commission rate risk

Commission rate risk arises from the possibility that the changes in commission rates will affect
either the fair values or the future cash flows of financial instruments. The Fund is not subject to
commission rate risk on its investments.

Other price risk

Other price risk’ is the risk that the fair value of the financial instrument will fluctuate as a result
of changes in market prices (other than those arising from commission rate risk or currency risk),
whether caused by factors specific to an individual investment or its issuer or factors affecting all
instruments traded in the market.

Equity risk

‘Equity risk’ is the risk that the Fund is exposed to the volatility of the fair value of the equity
securities it holds. The fair value of individual securities may fluctuate as a result of e.g. company
specific news, broad market movements, commission rate risk or foreign currency movements.
The Fund Manager continuously monitors the (potential) determinants of the value of the
securities held and the total portfolio value. As such, risk management is an integral part of
investment management which comprises security selection and portfolio construction. The
exposures in various stocks, and economic sectors and country are frequently monitored,
measured and managed against the norms which have been defined for those exposures
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FINANCIAL RISK MANAGEMENT (CONTINUED)
Market risk (continued)

The Fund is exposed to equity securities price risk. This arises from investments held by the Fund
for which prices in the future are uncertain. The Fund’s policy is to manage price risk through
diversification and selection of securities within specified limits set by the Fund’s terms and
conditions. All equity investments are publicly traded and overall market position is monitored
on a daily basis by Fund’s Investment Manager and it is reviewed on quarterly basis by the Fund
Manager. The Fund’s policy is to manage price risk through diversification and selection of
securities.

Exposure

The Fund Manager monitors the concentration of risk for equity investments based on
counterparties and industries and geographic location. The Fund’s equity investments are
concentrated in the following counterparties.

31 December 2018

% of fair

value to total

equity

Name of investee/security Cost  Fairvalue investment
Al Rajhi Bank 1,262,888 1,741,774 9.96
Saudi Basic Industries Corporation 1,273,667 1,585,200 9.08
Agility Public Warehousing Company 852,100 1,288,035 7.38
Saudi Arabian Fertilizer Company 1,057,210 1,179,938 6.76
Aldrees Petroleum And Transport Services Company 959,848 989,121 5.66
Leejam Sports Company 735,332 831,491 4.76
Bank Al-Jazira 583,072 779,517 4.46
Savola Group 900,297 631,488 3.62
Yanbu National Petrochemical 512,893 594,744 341
Emaar Properties 912,367 586,373 3.36
Arriyadh Development Company 512,754 488,121 2.8
Alinma Bank 407,389 469,022 2.69
Al-Qurain Petrochemicals Company 408,318 465,040 2.66
Saudi Cement Company 476,891 448,019 2.57
Jazeera Airways Company 446,918 435,033 2.49
Saudi Telecom Company 386,735 424,483 2.43
Dubai Islamic Bank 479,263 416,563 2.39
Saudi Airlines Catering Company 448,223 393,903 2.26
Industries Qatar 328,277 383,350 2.2
Saudi Dairy and Foodstuff Company 307,238 352,304 2.02
Al Tayyar Travel Group 446,535 351,480 2.01
Almarai Company 365,054 322,128 1.84
Aramex Company 183,838 290,496 1.66
Obour Land For Food Industries 370,147 265,518 1.52
Advanced Petrochemicals Company 228,434 240,077 1.37
Human Soft Holding Company 234,146 234,578 1.34
Raya Contact Center 315,223 212,041 121
Al Mouwasat Medical Services 136,991 193,039 1.11
Abdullah Al Othaim Markets 93,376 172,481 0.99
National Company For Learning 139,194 165,714 0.95
United Wire Factories Company 184,669 150,067 0.86
Cleopatra Hospital Company 13,737 126,816 0.73
Abu Dhabi Islamic Bank 115,751 107,238 0.61
Qatar Electricity and Water Company 115,250 92,818 0.53
Emaar Malls Group 54,658 54,817 0.31
Total 16,248,683 17,462,827 100
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FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk (continued)

Name of investee/security

Saudi Basic Industries Corporation

Al Rajhi Bank

Agility Public Warehousing Company
Saudi Arabian Fertilizer Company
Industries Qatar

Savola Group

Saudi Airlines Catering Company

Yanbu National Petrochemical

Bank Al-Jazira

Arabian Shield Cooperative Insurance Company
Arriyadh Development Company

Dubai Islamic Bank

Aldrees Petroleum and Service Company
Cleopatra Hospital Company

Al-Qurain Petrochemicals Company
National Gas and Industrialization Company
Emaar Properties

Middle East Healthcare Company

Qatar Electricity and Water Company
Aramex Company

Emaar Malls Group

Saudi Public Transport Company

Abdulmohsen Alhokair Group For Tourism and
Development

Human Soft Holding Company
Raya Contact Center

Emaar Development

Al Mouwasat Medical Services
Abdullah Al Othaim Markets
Alinma Bank

Saudi Cement Company

Total

20

31 December 2017

% of fair

value to
total equity
Cost Fair value  investment
1,813,123 1,979,868 11.72
1,478,530 1,505,969 8.92
1,060,308 1,401,871 8.29
973,833 922,597 5.47
1,010,172 856,010 5.06
807,783 834,463 4.94
940,226 818,324 4.84
709,423 758,683 4.49
490,916 612,124 3.62
524,061 519,547 3.07
512,754 519,289 3.07
479,263 515,617 3.05
707,839 490,814 2.90
49,355 478,789 2.83
456,783 478,222 2.83
398,143 419,650 2.48
478,046 415,960 2.46
488,192 410,844 2.43
505,489 391,514 2.32
244,647 387,421 2.29
515,042 367,727 2.18
244,395 294,109 1.74
371,912 277,699 1.64
234,146 268,970 1.59
315,223 261,973 1.55
246,280 207,896 1.23
136,991 181,529 1.07
106,108 171,694 1.02
107,179 117,535 0.70
34,770 34,197 0.20
16,440,932 16,900,905 100.00




10.

JADWA ARAB MARKETS EQUITY FUND
An open-ended mutual fund
(MANAGED BY JADWA INVESTMENT COMPANY)
NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2018
(Amounts in Saudi Arabian Riyals)

FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk (continued)

The Fund also manages its exposure to price risk by analyzing the investment portfolio by
economic sector. The Fund’s policy is to concentrate the investment portfolio in sectors where
the Fund Manager believes the Fund can maximize the returns derived for the level of risk to
which the Fund is exposed. The table below is a summary of the significant economic sector
concentrations within the equity securities portfolio.

31 December 2018

% of fair

value to

total

equity

Economic sectors Cost Fair value investment
Materials 4,142,083 4,663,086 26.70
Banks 2,848,364 3,514,115 20.12
Transport 1,598,105 2,106,382 12.06
Consumer services 1,321,061 1,348,685 7.73
Food and beverages 1,572,588 1,305,920 7.48
Energy 959,849 989,121 5.66
Commercial and professional services 832,107 786,236 4.50
Health care equipment and services 1,049,358 779,412 4.46
Real Estate Management and Development 567,412 542,938 3.11
Media 549,368 446,619 2.56
Telecommunication services 386,735 424,483 2.43
Capital goods 328,277 383,350 2.20
Food and staples retailing 93,376 172,480 0.99
Total 16,248,683 17,462,827 100
% of fair

value to

total equity

Economic sectors Cost Fair value investment
Materials 3,987,931 4,173,568 24.7
Banks 2,555,889 2,751,245 16.28
Transportation 2,054,840 2,474,915 14.65
Commercial and professional services 989,581 1,297,113 7.67
Real Estate Management and Development 1,274,076 1,094,912 6.48
Health care equipment and services 1,103,229 1,008,333 5.97
Capital goods 1,010,172 856,010 5.06
Food and beverages 807,783 834,463 4,94
Media 549,368 530,942 3.14
Insurance 524,061 519,547 3.07
Energy 707,839 490,814 2.9
Utilities 398,143 419,650 2.48
Consumer services 371,912 277,699 1.64
Food and staples retailing 106,108 171,694 1.02
Total 16,440,932 16,900,905 100
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FINANCIAL RISK MANAGEMENT (CONTINUED)

Market risk (continued)

The Fund’s equity investments are concentrated in the following geographical locations:

31 December 2018

% of fair

value to

total

Country of domicile Cost Fair Value equity

Kingdom of Saudi Arabia 11,418,692 12,504,112 71.61

Kuwait 1,941,482 2,422,686 13.87

United Arab Emirates 1,745,877 1,455,487 8.33

State of Qatar 443,526 476,168 2.73

Arab Republic of Egypt 699,106 604,374 3.46

Total 16,248,683 17,462,827 100
31 December 2017

% of fair

value to

total

Country of domicile Cost Fair Value equity

Kingdom of Saudi Arabia 10,846,178 10,868,936 64.31

Kuwait 1,751,237 2,149,062 12.72

United Arab Emirates 1,963,278 1,894,621 11.21

State of Qatar 1,515,662 1,247,524 7.38

Arab Republic of Egypt 364,577 740,762 4.38

Total 16,440,932 16,900,905 100

The Fund Manager monitor and manages the price risk on a regular basis.

The table below sets out the effect on equity attributable to the Unitholders of a reasonably
possible weakening in the individual equity market prices of 1% at reporting date. The estimates
are made on an individual investment basis. The analysis assumes that all other variables, in
particular commission and foreign currency rates, remain constant:

31 December 2018 2017
Effect on net assets (equity)
attributable to the Unitholders % SAR % SAR
Investments (0.94) (168,469) (0.93) (158,916)

A strengthening in the individual equity market prices of 1% at reporting date would have
resulted in an equal but opposite effect to the amounts shown above.
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FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk

Credit risk is the risk that counterparty to a financial instrument will fail to discharge an obligation
or commitment that it has entered into with the Fund, resulting in a financial loss to the Fund. It
arises principally form cash and cash equivalents. For risk management reporting purposes, the
Fund considers and aggregates all elements of credit risk exposure such as individual obligor
default risk, counter party risk and sector risk etc. The Fund’s policy over credit risk is to
minimize its exposure to counterparties with perceived higher risk of default by dealing only with
counterparties that meet the certain credit standards.

The Fund’s credit risk is monitored on a regular basis by portfolio management team to ensure it
is in line with the investment guidelines of the Fund.

The Fund’s activities may give rise to settlement risk. “Settlement risk” as the risk of loss due to
the failure of an entity to honor its obligations to deliver cash, securities or other assets as
contractually agreed.

For almost all of transactions, the Fund mitigates this risk by conducting settlements through a
regulated stock exchange to ensure that a trade is settled only when both parties have fulfilled
their contractual settlement obligations.

The Fund is exposed to credit risk for its receivables and bank balances.

The table below shows the maximum exposure to credit risk for the component of the statement
of financial position:

31 December 31 December

2018 2017

Cash and cash equivalents 467,721 248,526
Dividend receivable 7,295 --
475,016 248,526

Analysis of credit quality

The Fund’s cash and cash equivalents are held mainly with custodian held under omnibus account
with a local bank having sound credit rating. Cash and cash equivalents also include balances due
to be received against sales transactions awaiting settlement. Credit risk relating to unsettled
transactions is considered small due to the short settlement period involved and the high credit
quality of regulated stock exchange used.

The Fund has not offset any financial asset and financial liability in the statement of financial
position. The Fund does not have enforceable master netting or similar arrangement that covers
similar financial instruments.

Allowance for impairment
The Fund does not have any impairment of financial assets, so no impairment allowance is
provided in these financial statements.
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FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk
‘Liquidity risk’ is the risk that the Fund will encounter difficulty in meeting the obligations

associated with its financial liabilities that are settled by delivering cash or another financial
assets.

The Fund’s policy and the Fund Manager’s approach to managing liquidity is to ensure, as far as
possible, that it will always have sufficient liquidity to meet its liabilities when due, under both
normal and stress conditions, including estimated redemptions of units, without incurring
unacceptable losses or risking damage to the Fund’s reputation.

The Fund’s terms and conditions provide for subscription and redemption of units on every Saudi
business day and it is, therefore, exposed to the liquidity risk of meeting the Unitholder
redemptions on these days. The Fund’s financial liabilities primarily consist of payables which
are expected to be settled within one month from the statement of financial position date.

The Fund Manager monitors liquidity requirements by ensuring that sufficient funds are available
to meet any commitments as they arise, either through new subscriptions, liquidation of the
investment portfolio or by taking short term loans.

The Fund’s investments in listed securities are considered to be readily realizable because they
are actively traded on GCC stock exchanges.

The Fund manages its liquidity risk by investing predominantly in securities which are expected
to be liquidated within short period of time.

Operational risk

Operational risk is the risk of direct or indirect loss arising from a variety of causes associated
with the processes, technology and infrastructure supporting the Fund’s activities either internally
or externally at the Fund’s service provider and from external factors other than credit, liquidity,
currency and market risks such as those arising from the legal and regulatory requirements.

The Fund’s objective is to manage operational risk so as to balance limiting of financial losses
and damage to its reputation with achieving its investment objective of generating returns to
unitholders.

The primary responsibility for the development and implementation of control over operational
risks rests with the Risk Management Team. This responsibility is supported by the development
of overall standard for the management of operational risk, which encompasses the controls and
processes at the service providers and the establishment of service levels with the service
providers, in the following areas:

- documentation of controls and procedures
- requirements for
= appropriate segregation of duties between various functions, roles and responsibilities;
= reconciliation and monitoring of transactions; and
= periodic assessment of operational risks faced,
- the adequacy of controls and procedures to address the risks identified:;
- compliance with regulatory and other legal requirements;
- development of contingency plans;
- training and professional development;
- ethical and business standards; and
- risk mitigation, including insurance if this is effective.
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FAIR VALUE MEASUREMENT

Valuation models

The fair values of financial instruments that are traded in active markets are based on prices
obtained directly from an exchange on which the instruments are traded or obtained from a broker
that provides an unadjusted quoted price from an active market for identical instruments. For all
other financial instruments, the Fund determines fair values using other valuation techniques.

For financial instruments that trade infrequently and have little price transparency, fair value is
less objective and requires varying degrees of judgment depending on liquidity, uncertainty of
market factors, pricing assumptions and other risks affecting the specific instrument.

The Fund measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements.

Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical
instruments.

Level 2: Inputs other than quoted prices included within Level 1 that are observable either directly
(i.e. as prices) or indirectly (i.e. derived from prices). This category includes instruments valued
using: quoted market prices in active markets for similar instruments; quoted prices for identical
or similar instruments in markets that are considered less than active; or other valuation
techniques in which all significant inputs are directly or indirectly observable from market data.

Level 3: Inputs that are unobservable. This category includes all instruments for which the
valuation technique includes inputs not based on observable data and the unobservable inputs
have a significant effect on the instrument’s valuation. This category includes instruments that
are valued based on quoted prices for similar instruments but for which significant unobservable
adjustments or assumptions are required to reflect differences between the instruments.

The Fund calculates fair values of equity securities that are actively traded on an approved stock
exchange at their last reported prices. To the extent that equity securities are actively traded and
valuation adjustments are not applied, they are categorized in Level 1 of their fair value hierarchy,
hence the Fund’s assets recorded at fair value have been categorized based on fair value hierarchy
Level 1.

Carrying amounts and fair value

The table below analyses financial instruments measured at fair value at the reporting date by the
level in the fair value hierarchy into which the fair value measurement is categorized. The amounts
are based on the values recognized in the statement of financial position. All fair value
measurements below are recurring.

31 December 2018

Carrying Fair Value
Financial assets at fair value amount Level 1 Level 2 Level 3 Total
Investments 17,462,827 17,462,827 -- -- 17,462,827
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FAIR VALUE MEASUREMENT (CONTINUED)

31 December 2017

Carrying Fair value
Financial assets at fair value amount Level 1 Level 2 Level 3 Total
Investments 16,900,905 16,900,905 - - 16,900,905

For the years ended 31 December 2018 and 2017, there were no transfers between levels.

For financial assets and liabilities carried at amortized cost, their carrying values are a reasonable
approximation of fair value.

EVENTS AFTER THE END OF THE REPORTING PERIOD

There are no events subsequent to the statement of financial position date which require
adjustments of or disclosure in the financial statements or notes thereto.

EXPLANATION OF TRANSITION TO IFRS

As stated in note 2, these are the Fund’s first financial statements prepared in accordance with
IFRS as endorsed in the Kingdom of Saudi Arabia.

The accounting policies set out in note 6 have been applied in preparing the financial statements
for the year ended 31 December 2018, the comparative information presented in these financial
statements for the year ended 31 December 2017 and in the preparation of an opening IFRS
statement of financial position at 1 January 2017 (the Fund’s date of transition) except for [IFRS
9 as disclosed in note 14.

The transition from previous GAAP i.e. generally accepted accounting standards in the Kingdom
of Saudi Arabia as issued by SOCPA to IFRS as endorsed in the Kingdom of Saudi Arabia has
no significant impact on the Fund’s statement of financial position, comprehensive income,
statement of changes in net assets (equity) attributable to the Unitholders and cash flows.

IMPACT OF CHANGE IN ACCOUNTING POLICIES
Adoption of IFRS 9 “Financial Instruments” (IFRS 9)

The Fund has adopted IFRS 9 with date of transition of 1 January 2018, opting to apply exemption
allowed under IFRS 1 “First-time Adoption of International Financial Reporting Standards” from
full retrospective application. Accordingly, comparative information has been presented under
the previous GAAP.

The assessment relating to determination of business model within which a financial instrument
is held and classification and measurements of all of the Fund’s financial instruments have been
made based on the facts and circumstances that existed at the date of transition.

The following table shows the original classification categories in accordance with previous

GAAP and the new classification categories under IFRS 9 for the Fund’s financial instruments as
at 1 January 2018.
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IMPACT OF CHANGE IN ACCOUNTING POLICIES (CONTINUED)

Original
Classification ~ New carrying New
under classification value under carrying
previous under previous value under
GAAP IFRS 9 GAAP IFRS 9
Financial assets
Cash and cash Loans and
equivalents receivables Amortized cost 248,526 248,526
Investments
Investments held for trading FVTPL 16,900,905 16,900,905
Financial liabilities
Amortized cost Amortized
Management fee payable cost 55,445 95,445
Accrued expenses and Amortized cost Amortized
other current liabilities cost 78,100 78,100
Amortized cost Amortized
Fund Board fee payable cost 15,000 15,000

There is no change in measurement in accordance with previous GAAP and the new classification

categories under IFRS 9 for the Fund’s financial instruments as at 1 January 2018.

LAST VALUATION DAY

The Fund’s units are valued every business days and unit price is announced on the following
business day. The last valuation day for the purpose of preparation of these financial statements
was 31 December 2018 (2017: 31 December 2017).

APPROVAL OF THE FINANCIAL STATEMENTS

These financial statements were authorized for issue by the Fund Manager on 24 Rajab 1440H

(corresponding to 31 March 2019).
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