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Alliance Chartered Accountants

INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF
JADWA REIT AL HARAMAIN FUND (MANAGED BY JADWA INVESTMENT COMPANY)

Opinion
We have audited the accompanying financial statements of Jadwa REIT Al Haramain Fund (the “Fund”)

being managed by Jadwa Investment Company, which comprise the Balance Sheet as at 31 December
2017, the statement of comprehensive income, statement of cash flows, statement of changes in Net
Assets, and notes to the financial statements, including a summary of significant accounting policies.

In our opinion, the financial statements taken as a whole, present fairly, in all material respects, the
Balance Sheet of the Fund as at 31 December 2017, and its financial performance and its cash flows for
the period then ended in accordance with the International Financial Reporting Standards (IFRS) as
issued by the International Accounting Standards board (IASB) and as endorsed in the Kingdom of
Saudi Arabia.

Basis for Unqualified Opinion
We conducted our audit in accordance with International Standards on Auditing (“ISA”) as 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, as 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.

Keyv Audit Matters
Key audit matters are those matters that, in our professional judgment, were of most significance in

our audit of the financial statements of the current year. These matters were addressed in the context of
our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters,
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INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF

JADWA REIT AL HARAMAIN FUND (MANAGED BY JADWA INVESTMENT COMPANY)

Key Audit Matter

How the key matter was addressed in the
audit

The Fund owns a portfolio of investment
| properties comprising of commercial
building being located in the Kingdom of
- Saudi Arabia.

Investment properties, being held for capital
appreciation and/or rental yields, are stated
at cost less accumulated depreciation and
any impairment losses,

Investment properties are re-measured for

impairment losses whenever events or

changes in circumstances indicate that the

| carrying amount may not be recoverable,
An impairment loss, if any, is recognized
for the amount by which the carrying

‘ amount of the asset exceeds its recoverable

. amount.

l For assessing the impairment of investment
properties, the fund management monitors
| velstitity of fiir-valus of propertics by

' engaging independent certified property

fund’s investment properties on semiannual
| basis.

| We considered this as a key audit matter

| since the assessment of impairment requires |

f significant judgment by management and

. the potential impact of impairment could be |

i material to the financial statements.

' For impairment of investment properties, we
| have carried out the following audit

. engagement with the fund to determine

| have affected their objectivity or

| - We obtained two valuation reports from

' determining the carrying values as at the

' valuers to perform a formal valuation of the | - Based on the average fair value of the

| determined that the average fair value is

procedures:
- We assessed the independence of the
external valuers and read their terms of

whether there were any matters that might

may have imposed scope limitations on their |
work;

- We reviewed the methodology applied
by the external valuers to ensure it is

appropriate;

two different / independent real estate
valuers for all investment properties as at 31
December 2017 and confirmed that the
valuation approaches are suitable for use in

reporting date;
related investment properties as per the
above mentioned valuation reports, we have

higher than the carrying amount of the
same; and

- We reconciled the average fair value of
the investment properties as per note 14 to
the external valuers’ reports.
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INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF
JADWA REIT AL HARAMAIN FUND (MANAGED BY JADWA INVESTMENT COMPANY)

Responsibilities of Management and Those Charged with Governance for the Financial

Statements
Management is responsible for the preparation and fair presentation of the financial statements in

accordance with IFRS as endorsed in the Kingdom of Saudi Arabia and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management 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 management either intends to liquidate 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.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our 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 auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with International Standards on Auditing as endorsed in the Kingdom 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 the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing as endorsed in the Kingdom
of Saudi Arabia, we exercise professional judgment and maintain professional skepticism throughout
the audit. We also:

o 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.

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

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




INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF
JADWA REIT AL HARAMAIN FUND (MANAGED BY JADWA INVESTMENT COMPANY)

Auditor’s Responsibilities for the Audit of the Financial Statements (continued

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

e 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 identify during our audit.
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JADWA REIT AL HARAMAIN FUND

BALANCE SHEET
As at 31 December 2017

Note

ASSETS
NON-CURRENT ASSET

Investment properties 5
CURRENT ASSETS

Prepayments and rertal income recsivable 7
Bank baiances

TOTAL CURRENT ASSETS
TOTAL. ASSETS

LIABILITIES
NON-CURRENT LIABILITY

Long term loan 8

CURRENT LJABILITIES

Bue to related parties g9
Accrued Management fee 14
Accrued liabilities 10
TOTAL CURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS
Units in issue 11

Per unit value

Per unit fair value 6

SR
768,620,861

11,937,866
66,642,735

78,580,701
847,201,562

177,083,975

6,013,179
5,036,419
464,183
11,513,781

188,597,756

658,603,806

66,000,000

9,98
10.86

The accompanying notes 1 to 23 form an integral part of these financiai statements,.
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JADWA REIT AL HARAMAIN FUND

STATEMENT OF COMPREHENSIVE INCOME
For the pericd from 416 April 2017 to 31 December 2017

Note SR

Rental revenue from invesiment properties 12 29,876,715
EXPENSES
General & administrative expenses 13 (9,516,266)
Management fee 14 {5,036,419)
Finance cost {166,218)
Amortization of transaction cost (53,975)

{14,772,909)
TOTAL COMPREMENSIVE INCOME 15,103,806

The accompanying notes 1 to 23 form an integral part of these financial statements.
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JADWA REIT AL HARAMAIN FUND

STATEMENT OF CASH FLOWS
For the period from 16 April 2017 to 31 Decamber 2017

OPERATING ACTIVITIES
Comprehansive income for the period

Adjustment for non-cash and other ifems:

Depreciation on investment properties
Amortisation of transactlon cost

Changes in operating assets and liabilities:

Prepayments and rental income receivable
Due to related parties

Accruad Management fee

Accrued liabilities

Net cash from operating activities

INVESTING ACTIVITY
Purchase of invastment properties

Net cash used in investing activity
FINANCING ACTIVITIES
Proceeds from units sold
Proceeds from Long ferm loan
Dividend distribution

Equity structuring fee

Neot cash from financing activities
INCREASE IN BANK BALANCES

Bank balances at the beginning of the pericd

BANK BALANCES AT THE END OF THE PERIOD

NON-CASH TRANSACTIONS
investment properties (compensated against sale of units)

The accompanying notes 1 to 23 form an integral part of these financial statements.
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15,103,806

8,379,139
63,975

23,536,920

(11,937,966}
6,013,178
5,036,419

464,183

23,112,735

(477.000,000)
{477,000,000}
360,000,000
177,030,000
{6,600,000)
{9,800,000)

520,530,000

66,642,735

66,642,735

300,600,000
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JADWA REIT AL HARAMAIN FUND

STATEMENT OF CHANGES IN NET ASSETS
Far the period from 16 April 2017 to 31 December 2017

Cumulative Total unithoiders’
REIT units income net assets
SR SR SR

During the period:

issuance of units

- for cash 360,000,000 - 360,000,000
~ for consideration ofher than cash 300,000,000 - 300,000,000

660,000,000 - 660,000,000

Equity structuring fee {9,900,000) - (9,900,000)
Comprehensive income - 15,103,806 15,103,806
Bividend distribution (note 21) - (6,600,000} (6,600,000}
Net asset value attiibutable to the 650,100,000 8,503,806 658,603,606

Unitholders at the end of the periad

The accompanying notes 1 to 23 formn an integral part of these finencial stataments,
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JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS
31 Decernber 2017

1.

3.2

3.3

34

GENERAL

Jadwa REIT Al Haramain Fund {the "REIT” or "Fund") is a closed-ended Sharigh compliant real
astate investment traded fund. The REIT operates in accordance with Real Estate Invesiment Fund
Regulations (REIFR) and Real Estate Investment Traded Funds (REITF) Instructions issued by the
Capital Market Authority (CMA). The REIT is fisted on Tadawul and the units of the REIT shalt ba
traded on Tadawul in accordance with its rules and regulations. The Capital of the REIT is SR
660,000,060 divided info 66,000,000 units of SR 10 each. The REIT has a term of 99 years, which
is extendable on the discretion of the Fund Manager following the approval of the CMA.

The Fund is belng managed by Jadwa investment Company, & Saudi Arabian closed joint stock
Company with commercial registration no. 1010228782, and an Authorized Person licensed by tha
CMA under license no. 06034-37 {the "Fund Manager").

Jadwa ARKhalll Real Estate Company, a Limited Liability Company with commercial registration
no. 1010495553, has been established and appraved by the Saudi Capital Market Authority as a
special purpose vehicle (the "SPV™) for the beneficial interest of the REIT. The SPV cwns all the
assets of the REIT and #ts contraciual obligations. The SPV has not been consolidated in these
financlal statements as the same is being consolidated with the ultimate parent in which the
unitheiders of the REIT are the owners.

The primary investment objective of the REIT is to provide its investors with regular income by
investing in income-generating real estate assets in Saudi Arabia, with a focus on the Holy Cities
of Makkah and Medina,

While the REIT will primarily invest in developed real estate assets which are ready for use, it may
also opportunistically invest in real estate development projects in a value not exceeding 25% of
the REIT's total asset value with the aim of achieving an increase in value per unit; provided that (i}
at least 75% of the REIT's total assets are invested in developed real estate assets which generata
periodic Income and {ii} the REIT shall not invest in White Land.

REGULATING AUTHORITY

The REIT is governed by the REIFR published by the CMA in the Kingdom of Saudi Arabia on
19 Jumada Il 1427 H (corresponding to 15 July 2008) and REITF instructions published by CMA
on 23 Muharram 1438 H (corresponding to 24 October 2016), detailing requirements for all reai
astate funds operating within the Kingdom of Saudi Arabla.

BASIS OF PREPARATION

Statement of compliance

These financial stalements have been prepared in accordance with Infemational Financial
Reporting Standards (IFRS), as issued by the international Accounting Standards Board (IASB)
and as endorsed in the Kingdorn of Saudi Arabla.

Basis of measurement
These financial statements have been prepared under the historical cost conventian, using accrual
basis of accounting and the going concern concept.

Use of estimates

In the ordinary course of business, the preparation of financlal statements requires management to
make judgements, estimates and assumptions that affect the application of policies and reported
amounts of assets, liabilities, income and expense. Actual resufts may differ from these estimates.

Estimates and underfying assumptions are reviewed on an ongoing basis. Revision 1o accounting
estimates are recognized in the period in which the estimates are reviewed and affected in future
periods.

Functional and presentation currency
These financial statements have been presented in Saudi Riyals, which is the functional currency
of the REIT.




JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 Degember 2017

4.

of sales as required under IFRS.

SIGNIFICANT ACCOUNTING POLICIES

The significant accounting poficies used in the preparation of these financlal statements are as
follows:

investment properties

Investment propertias comprises completed property that is held to eam rentals or for capital
appreciation or both. Investment property is measured at cost including transaction costs less
accurnulated depreciation. The camying amount also includes the cost of replacing part of an
existing investment property at the time that cost is incurred if the recognition criteria are met,

Subsequent to initial recognition, investment properties are stated at cost less accumulated
depraciation and sceumulated impairment and reviewed st every balance sheet date for any decline
in the value of the investment. The estimated useful lives of the investment properties are given in
note 5.1,

The fair value of investment properiles is disclosed in nole 6.

impairment of non-current assefs

Properties are reviewed for impairment whenaver events or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment loss is recognized for the amount by
which the carrving amount of the asset exceeds its recoverable amount which Is the higher of an
assel's fair value less cost to sell and value in use. Where an impairment loss subsequently
reverses, the carrying amount of the property is increasad to the revised estimate of its recoverable
amount, but the increased carrying amount should not exceed the carrying amount that would have
been determined, had no impairment loss been recognized for the assets or cash-generating unit
in prior years. A reversal of an impairment loss is recognized as income immediately in the
statement of comprehensive income.

Cash and cash equivalents

Cash and cash equivalents consists of bank balances, cash on hand, and investments that are
readily convertible into known amounts of cash and have a maturily of three months or less when
purchased.

Revenue recognition
Rerdal income recelvable from operating lease of property is recognized on a straight-line basis
over the term of the lease.

Management fees and other expenses

Management fees and other expsnses are charged at rates / amounts within limits mentioned in
terms and conditions of the REIT. Management fee is calculated and payable semi-annually in
amears.

Zakat
Zakat is the obligation of the unit holders and is not provided for in the financial statements.

Net assefs value
The net assets value per unit diselosed in the financial staternents is caloulated by dividing the net
assets of the REIT by the number of units in issue at the period-end.

Financial instruments

Financial assets and liabllities are recognised at the time when the REIT bacomes a party fo the
contractual provisions of the Instrument. Any gain or loss on derecogniion of financial assets and
financial liabilities is taken directly fo the statement of comprehensive income.

Dividend distribution
The REIT has a pelicy of distributing and paying at least 80% of its net profits, not including profit
resulting from the sale of the underlving real estate assets and other investments.

Expenses
General and administrative expenses include direct and indiract costs riot specifically part of cost




JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)

31 December 2017

4, SIGNIFICANT ACCOUNTING POLICIES {continued)

Standards, amendments and interpretations issued but not yet Effective
The REIT has chesen not to early adopt the following new standards which have been issued but
niot vet effective for the REIT's accounting year beginning on or after 1 January 2018 and is currently

assessing their impact.

Foflowing is a brief on the new IFRS and amendments to IFRS effective for annual periods

beginning on or after January 1, 2018:

Effactive for

annugl periods | interpretation

Standard, amendment or

Summary of requirements

1 January 2019 (2015-2017 annual
improvements cycle)
IFRS 3, IAS 12 and

IAS 23

The standards affected under the 2015-2017

annuat improvements cycle, and the subjects of the .

amendments ara:

- IFRS 3 business combinations and IFRS 11 Joint
arrangements — praviously held interest in a joint
operation,

- 1AS 12 Income Taxes - income tax consequences
of payments on financial instruments classified as
aquity.

- IAS 23 Borrowing Costs - borrowing costs eligible
for capitalisation.

Howaever, the management believes there will not
be an Impact on the financial statements of the
REIT.

1 January 2019 IFRS 16

IFRS 16 Leases eliminates the current dual
accounting model for lessees, which distingulshes
betwaen on-halance sheet finance leases and off-
balance sheet operating leases. Instead, there is a
single, on-balance sheet accounting model that is
similar fo current finance lease accounting.

l.essor accounting remains similar to current
praciice —1.e. lessors continue {o classify leases as
finance and operating leases. The management
balieves there will be no impact as the REIT does
not have any arrangement in which it is a lessea.

1 January 2018 Amendments to IFRS 2

1 January 2018 IFRS 15.

Classification and Measurement of Share-based
Payment Transactions.

The REIT does not have any share based Payment i

Transaction, accordingly the amendment will have
no impact on the REIT's finangial statements.

| IERS 15 Revenue fram contracts with customers

provides a framework that replaces the existing
revenus recognition model under IAS 18. Entities
applying IFRS 15 would need to apply a five-step
model to determine when o recognize revenue and
at what amount. The mode! spetifies that revenue
should be recognized when an entity transfers
control of goods or services to a customer at the
amount to which the entity expects to be entitled.
The REIT is in the process of evaluating how the
new revenue recogrnition model wilt impact its
revenue generating arrangements,




JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2017

4, SIGNIFICANT ACCOUNTING POLICIES ({continued)

I Amendment to |AS 40

1 January 2018

The amendmentis clarify when an entity should
transfer property, including property under
construction or development into, or out of
investment property.

A mere change in management's intentions for the
use of a property does not provide evidence of
change in use.

The REIT's management believes that it will not
have an impact on the financial statements.

1 January 2018 IFRIC 22

The interpretation clarifies that in determining the
spot exchange rate io use on initial recognition of
the related asset, expense or income {or part of it} |
on the derecognition of a non-monetary asset or :
non-monetary liabillty relating to advance !
consideration.

The REIT's managsment believes that it will not
have an impact on the financial statements.

1 January 2018 Amendments to IAS 28

IAS 28 Invesiments in Associates and Joint
Vertures - Clarification that measuring investees at
fair value through profit or loss is an investment - by
- investment choige.

The mentloned standard is not applicable to the
REIT as at the perfod end and the management
believes it will continue to remain not applicable in
2018.

1 January 2019 Amendments to 1AS 28

IFRS 8 Financial {nstruments to long-term interests
in an associate or joint venture to which the equity
methed is not applied but that, in substance, form
part of the net investment in the associate or joint
venture (long-term interests). !

i
|
The amendments clarify that a company applies 1
|

The mentioned standard is not applicable to the
REIT as at the period end and the management g
believes it wilt continue to remain not applicable in ¢
2018.

1 January 2018 Amendments to IFRS 8

Under IFRS 9, a debt instrument can be measured
at mortised cost or at fair value through other
comprehensive income, provided that the
contractual cash flows are ‘solely payments of
princlpal and interest on the prineipal amount
outstanding’ (the SPPI criterion) and the instrument
is held within the appropriate business medel for
that classification. The amendmants to FRS 9
clarify that a financial asset passes the SPPI [
critarion regardless of the event or drocumstances
that causes the early terminafion of the contract and
irrespective of which party pays or receives
reasonable compensation for the early termination
of the contract.

¥




JADWA REIT Al. HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 Decernber 2017

5.

5.1

&2

5.3

54
&5

INVESTMENT PROPERTIES

The composition of the investment properties on the balance sheef date is summarizad bafow:

Description Cost As:cumu_!afed Net book value
depreciation
SR SR SR

Land {note 5.2) 463,491,560 - 463,491,500
Tharawat Al Alandaloseya Hotel {nofe 5.2) 152,000,000 4,900,174 147,009,826
Tharawat Al Tagwa Hotel (note 5.2) 158,000,000 3,475,053 154,524,047
rzhlm Al-Khalil | {note 5.2) 3,408,500 3,273 3,405,227
Pharmacy Building {note §.2) 100,000 839 99,361
777,000,000 8,379,139 768,620,861

Usetul life
Useful live of the investment properties as estimated by an independent valuator fo be between 22
to 32 years.

Freehold fand comprises of the lands acquired on which the three hotels are built and a land with a
fuily depreciated building. Freehold land along with the holels are kept In the custody of Al Bilad
Investment Company {the "Custodian™).

The REIT acquired propertias in Makkah in different locations with an aggregate area of 3,169.21
square meter of land. The consideration for the first two propertles was partly paid in cash and parily
setiled through issuance of 30,000,000 units of the REIT.

Tharawat Alandaloseya Hotel:

This property is a fully constructed and operated hotet located in Af Misfalah District, being
situated approximately 0.5 km away from Al Haram, bensfitting from a direct view over lbrahim Al-
Khalil Road.

Tharawat Al Tagwa Hoftel:
This property is 2 fully constructed pilgrim accommaodation hotel lecated in Shisha District north of
the intersection batween the major Al Hajj Road and King Fahad Road.

thratim ALKhalil I:
This property is a fully consiructed hospitality tower located in Al Misfalah District, with a direct view

on lbrahim Al-Khalil Road, and Is 350m away from the Holy Mosgue.

Pharmacy Building: _

The property was acquired as a retail property. it is located in Al Misfalah District, with a direct view
oh Misyal Road, and is 500m away from the Holy Mosgue. The property in its current state is fully
leased.

These investment properties have been pledged with the Bank in order to secure a debt facility
obtalned by the SPV for the purposes of the REIT. in accordance with the debt faclity agreement
signed by the 8PV with the Bank, the fitle dead of the investment properties shall be fransferred to
the SPV formed by the Bank. However, as at the period end the bank has not yet establishad any
special purpose vehicle to take the transfer of title deeds.

Title deeds of the investment properties are registered in the name of the 8PV,

Rental revenue from these properties are disclosed in note 12.

10




JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2017

EFFECT ON NET ASSET VALUE IF INVESTMENTS IN REAL ESTATE PROPERTIES ARE
FAIR VALUED

In accordance with Article 21 of the Real Estate Investment Funds Regulations issued by CMA in
the Kingdom of Saudi Arabia, the Fund Manager evaluates the REIT’s real estate assets based on
two evaluations prepared by independent evaluators. However, in accordance with accounting
standards as endorsed in the Kingdom of Saudi Arabia, investment in real estate properties are
carried at cost in these financial statements. Accordingly, the fair value below is disclosed for
information purposes and has not been accaunted for in the REIT's books,

The fair valua of the investment properties is determined by two selectad appraisers i.e, Vaiu Strat
and White Gubes. As of 31 Decemnber, the valuation of investment properties ate as follows:

Appralser i Appralser 2 varage
Tharawat Al Alandaloseya Hotel 400,000,000 410,000,000 405,000,000
Tharawat Al Taqwa Hotel 270,000,000 267,200,000 268,800,000
Ibrahim Al Khalil | Hotel 133,000,000 125,000,000 129,000,000
Pharmacy Building 25,000,000 23,000,000 24,000,000

828,000,000 825,200,000 826,600,000

Management has used the average of the two vatuations for the purposes of disclosing the fair
value of the invesiment propertiss. Based on the assessment by the management and by
comparing the fair value of the investment properties with the bool value, there are no Indicators
of impairment as ai the peried end.

The investiment properties were valued taking into consideration number of factors, including the
area and fype of property. Below is an analysis of the investment properties’ fair value versus cost:

i) The unrealised gain on invesiment properiies based on fair value evaluation is set out below:

31 December
2017
SR
Fair value of investment in real estate properties 826,600,000
Less: Cost of investment in real estate properties (refer note 5) 768,620,861
Unrealisaed gain based on fair value evaluation 57,979,139
Units in issue 66,000,000
Per unit share in unrealisad gain based on fair value evaluation 0.88

il} The net asset value using the fair values of the real estate properties is set out below:

371 December
2017
SR
Net asset value at cost, as prasented in these financial statements 658,603,806
Unrealised gain based on real estate evaluations {note {i}} 57,979,139
Net asset based on fair value 716,582,945




JADWA REIT AL HARAMAIN FUND

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2017

8.

71

8.

EFFECT ON NET ASSET VALUE IF INVESTMENTS IN REAL ESTATE PROPERTIES ARE
FAIR VALUED {continued)

fi) The net asset value per unit, using the fair values of the real estate propertios is set out below:

31 Decomber
2017
S8R
Net asset value per unit, at cost as presented in these financial statements 9.98
Impact on net asset value per unlt on account of unrealised gain based on
fair value evaluations (hote (i)} 0.58
Net asset value per unit at fair value 10.86
PREPAYMENTS AND RENTAL INCOME RECEIVABLE
31 December
2017
SR
Rental income recelvable (note 7.1) 11,802,139
Prepaid insurance 35,827
Prepayments and rental income receivable 11,937,966

This amount reprasents the renial Income receivable from the operating leases. Following is the
ageing analysis of the receivable:

31 Dacamber
2017
SR
Less than 30 days 187,853
Between 31 to 60 days -
Between 61 to 90 days 10,565,827
Between 91 to 120 days 1,148,459
More than 120 days -
11,902,139

No provision has been booked on the above receivables, as the REIT expects the receivable to be
fully recoverable. It is not the practice of the REIT to obtain collateral over recelvablas and are,
therefore, unsecurad.

LONG TERM LLOAN
31 Decomber
2017
SR

Long term loan (note 8.1) 183,000,000
Less:
Transaction cost (note 8.2) 5,970,000
Amortization of transaction cost {53,975)

5,916,025
Long term loan 177,083,975




JADWA REIT AL HARAMAIN FUND
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8.
8.1

8.2

8.3

8.7

8.2

10.

LONG TERM LOAN {continued}

On 20 July 2017, Banque Saudi Fransi (the "Bank"} has extended an Islamic finance facility
(Tawarug) (the "Facility") to the SPV amounting to SR 500,000,000 for the purposes of financing
the real estate investments of the REIT. The SPV has made an amrangement with the REIT under
a Long term foan amangement (the "L.oan") to extend all the foan procesds availed by it under the
Facility to the REIT on terms and conditions same as that of the Facility.

The Faclility and comrespondingly the Loan is available tifl 20 July 2020 and is repayable in full on
31 August 2022,

The Loan carries mark-up at the rate of SIBOR as announced by the Bank plus 2% per annum,
payable on semi-annual basls. As at 31 December 2017, SR 183,000,000 have been drawn from
the available Facility.

Transaction cost related to the Loan have bsen capitalized in the carrying amount of the Loan and
arg being amortized over the period of {he Loan,

The Facility is secured by a pledge over all the current and future rights and interests in the current
investment properties of the REIT {please refer to note 8 for more details).

DUE TO RELATED PARTIES

31 December

2017
SR
Due to Jadwa Al-Khalil Real Estate Company:
- Loan arrangement fes {note 9.1) 3,750,000
- Daebt strueturing fee (note 9.2} 2,220,000
Due to Jadwa Investment Company:
- SPVlegal expenses 23,710
Due to unitholders:
- Unpaid dividend 19,469
6,013,179

This amounts pertains to the arrangement fee paid upon signing the arrangement for obtaining the
Loan, The arrangement fee is racognised in the carrying amount of the Loan as a transaction cost
and Is amortised on a siraight line basis over the period for which the Loan s available,

The Fund Manager charges the Fund a debt structuring fee equal o 1.5% of the amount drawn
pursuant to any debt financing obtained by the Fund. The debt structuring fee is caloulated on
the amount utillzed from the draw down amount of the Facility. This amount is recognised in the
carrying amount of the Loan as a transaction cost and is amortised on a straight fine basis over
the period for which the Loan is available.

ACCRUED LIABILITIES
31 Decembar
2017
Sk

Finance cost accrued 166,219
Proparty valuation fee 140,000
Custodian fee (naote 10.1) 82,466
Administrator fee {note 14.2) 31,400
Auditor fee 17,500
Legal and professional fae 16,589
Board oversight fee (note 15) 10,000
Accrued liabilities 464,183
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10.
10.1

.

11.1

1.2

12,

12.1

12.2

ACCRUED LIABILITIES (cortinued)

The Custodian charges the Fund an annual custody fee equal to 0.025% of the Net Asset Value,
payable semi-armually.

UNIT TRANSACTION
Transaction in units of the REIT for the period is summarized as follows:
37 Dacember
2017

in numbers
Units issued during the period for consideration in cash (note 11.2) 36,060,000
Units issued during the period for consideration other than cash (note 11.2) 30,008,000
Units at the end of the period 66,000,000

During the period the REIT issued 36,000,000 units for SAR 350,000,000 to the general public.
Equity Structuring Fee (transaction costs) incurred for issuance of the units amounted to SAR
8,900,000.

During the period the REIT issued 30.000.000Q unifs as a consideration for the puschase of
investment propanies.

RENTAL REVENUE FROM INVESTMENT PROPERTIES

31 December
2017
SE

Rental revenue (note 12.1) 28,876,715
29,876,715

The REIT enters into long-term operating lease contracts with tenants for space in #ts investment
properties. Initial lease terms are generally between three and 16 years. Leases generally provide
for the tenant to pay the base rent, with provisions for contractual increases in base rent over the
term of the lease. Responsibllity for repair and maintenance of the property, and its insurance
over the {ease term lies with the lessee.

Future minimum lease paymerits under non-canceliable operating leases are as follows:

31 December
2017
SR

Not later than 1 year 51,705,000
Later than 1 year and not later than 5 years 277,754,301
Later than 5 years 376,055,137

705,514,528

14
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13.

14,

14.1

14.2

15.

GENERAL & ADMINISTRATIVE EXPENSES

Depreciation expense 8,379,139
Registrar fee 282,740
Listing fee 225,808
Properly valuation fee 170,000
Custodian fee 116,370
Administrator fee 98,197
insurance premium 85,922
Tadawul regisiration fee 53,628
Auditor fee 35,000
Board oversight fee 20,000
Loan processing fee 9,150
Others 40,344
General & administrative expenses 9,516,296

TRANSACTIONS WITH RELATED PARTIES

The significant refated parly transactions entered into by the REIT during the petiod and the
balances resufting from such transactions are as follows:

Related Party Natlure of fransaction Amount of fransaction Balance
Jadwa Investment  Equity structuring fee (note 11.1) 9,500,000 -
Management fes {note 14.1) 5,036,419 5,036,419
Debt structuring fee (note 9.2) 2,220,000 2,220,000
Administrator fee (note 14.2) 98,197 31,409
SPV legal expenses 23,710 23,710
Managoment foe

In consideration for managing the assets of the Fund, the Fund Manager in accordance with the
Terms and Conditions of the REIT charges the Fund a management fee equal to 1% of the total
Net Asset Value of the Fund calculated and payable semi-annually in arrears.

Administrator fee
The Administrator in accardance with the Terms and Conditions of the REIT charges the Fund an
administrator fee equal to 0.02% of the Fund's Net Asset Value, payable semi-annually in arrears.

REMUNERATION TO INDEPENDENT DIRECTORS

During the period, following expense in refation to the independent directors is included In the
general and administrative expenses:

31 December
2017
SR

Board oversight fee 20,000

I
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186. FINANCIAL INSTRUMENTS BY CATEGORY
16.1  Financial assets as per balance sheet
L oans and recaivables
Rental income receivable 11,962,139
Bank balances 66,642,735
78,544,874
16.2  Fipancial liabilitias as per balance sheet
Financial liabilities measured at amortized cost
Long ferm loan 177,083,975
Due fo related paries 6,013,179
Accrued Management fee 5,036,419
Acorued liabilities 464,183
11,513,781
17. FINANCIAL RISK MANAGEMENT

The REIT's activities expose it to a variety of financial risks: market risk, credit risk and liquidity
risk. The REIT's overall risk management program focuses on the unpredictabiiity of financial
markets and seeks to minimize potential adverse effects on the REIT's financial petformance.

Market risk

The REIT will be sublect te the general conditions of the real estate sector in Saudi Arabia, which
itself is influenced by a variety of factors such as, but not limited to the overall macroeconcimic
growth in the kingdom, interest rates, dernand-supply, availability of financing, investor sentiment,
fiquidity, legal and regulatory requirement. The REIT management monitors on a regular basis the
fluctuation and changes in the overall economic environment and believes that the impact of such
changes is not significant to the REIT.

Interest rafe risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market interest rates, The REIT's interast rate risk arises from the
Long term loan. This is benchmarked to SAIBOR which expose the REIT to cash flow interest rate
risk.

The REIT analyses its interest rate exposure on a regular basis by monitoring interest raie trends
and believes that the impact of such changes is not significant to the REIT.

As at 31 December 2017, if interest rates on REIT's borrowings had been 1% higher / lower with
all other variables held constant, fotal comprehensive income for the perfod would have been
lower / higher by SR 45,000 as a result of inferest exposure on the Long term loan.
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FINANCIAL RISK MANAGEMENT (continued)

17.

Interest rate risk {continued)

The Fund's exposure to interest rate risk on its financial assets and liabilities as at the balance
sheet date is analysed in the following table and categorised by their maturity dates:

Maturity up fo one  Maturity after ona

As at 31 December 2017 year year Total

SR SR SR
Asgels
Rental income receivable 11,902,139 - 11,802,139
Bank balances 66,642,735 - 66,642,735
Total assets 78,544,874 - 78,544,874
Variabie rate liabilities
Long ferm loan - 177,083,975 177,083,975
Liabjlities
Bue to related partios 6,013,179 - 6,013,179
Acerued Management fee 5,036,419 - 5,036,419
Accrued liabilities 464,183 - 464,183
Total liabilities 11,513,781 177,083,975 188,597,756

Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
will cause the other party o incur a financial loss. The maximum exposure to credit risk applicable
to the REIT approximates to the carrying value of tha financial assets as disclosed in thess
financial statements. Cash is placed with a reputable bank having sound credit rating.

Liguidity risk

Liquidity risk is the risk that the REIT will encounter difficully in raising funds to meet commitments
associated with financial instruments. Liguidity risk miay result from an inabflity to sell a financial
asset quickly at an amount close to its fair valus. Liguidity risk is managed by monitoring on a
regular basis that sufficient funds are availzble to meet any future commitments.

Currency risk
Currency risk is the risk that the value of financial instruments will luctuate due to changes In
foreign exchange rates. The REIT does not have any significant exposure to currency risk as all

its monetary assets and monetary liabilitles are denominated in Saudi Riyals.

Property risk
Property risk is the risk related to the investment propaerties of the Fund. The Fund's managemaent
has identified the following risks related to its investment properties:

- A fenant may become insolvent causing a significant loss of rental income and a reduction in
the value of the associated property. To reduce this rigk, the Fund reviews the financial status
of all prospective tenants and decides on the appropriate level of security required via
promissory notes.

- Concentration risk as all the Fund's investment properties are Iocated in the vicinity of the Holy
Mosque in Makkah. This causes changes in economic, political or other conditions to similarly
affect alt the Fund's properties at the same time. The Fund's management regularly assess the
changes in the market indicators and diversifies its investment in different areas within the macro
location, as this is a premium location with high tevel of demand for hospitality units.

17
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18.

FAIR VALUE OF ASSETS AND LIABILITIES

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. As the accompanying
financial statements are prepared under the historical cost convention, difference may arise
between the book values and the fair value estimates. Management believes that the fair values of
the REIT's financial assets and liabilifies, other than investment properties, are not materially
different from their carrying values.

All assets and liabilities for which fair value is measured or disclosed in the financial statemants
are categorised within the fair value hisrarchy, described as follows, based on the lowest level
input that is significant to the fair value measurement as a whole:

*  Level 1: Quoted (unadjusted} market prices in active markets for identical assets or
liabilities;

= Leve] 2: Valuation techniques for which the lowest level input that is significant to the fair
value measuremsnt is direcily or indirectly observable; and

v Level 3: Valuation techniques for which the towsst level input that Is significant to the fair
value measurement is unobservabls,

The following table shows the fair value of investment properties disclosed:
As at 31 December 2017

Financial assets Level 1 Level 2 Level 3 Todai
SR SR SR SR

Investment properties (note 8)

Tharawat Al Alandaloseya Hotel - 405,600,000 - 405,000,000

Tharawat Al Tagwa Hotel - 268,800,000 - 268,600,000

lbrahim Al Khalil | Hotel - 129,000,000 - 129,000,000

Pharmacy Building - 24,000,000 - 24,000,000
- 826,600,000 - 826,600,000

Valuation technique

When the fair values of iterns disclosed in these financial statements cannot be derived from active
markets, their fair value is determined using a variety of valuation techniques that include the use
of valuation models. The inputs to these models are taken from observable markets where possible,
but where this is not feasible, estimation is required In establishing fair values. The estimatas include
considerations of hquidity and model inputs related to items such as credit risk, correlation and

volatifity.

Changes in assumptions about these factors could affect the fair value of ttems disclosed in these
financial statement and the level where the flems are disclosed in the fair value hierarchy.

Investme
The fair value of investment properties was assessed by Valu Strat and White Cubes as disclosed

In note 6. They are accredited independent valuers with a recognised and relevant professional
qualification and with recant experience in the location and category of the investment properties
being valued.

The valuation models have been applied In accordance with the Rayal Insfitution of Chartered
Surveyors (RICS) Valuation Standards, in addition to recently published internationat Valuation
Standards issued by IVSC (Intemational Valuation Standards Council) and applied by TAQEEM
(Saudi Authority for Accredited Valuers). These models comprise both the discounted cash flow
(DCF) method and income capitalisation method.
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19.

21.1

21.2

OPERATING SEGMENT
The Fund is organised into one operating segment. All of the Fund’s activities are interrelated, and

each activity is dependent on the others. Accordingly, all significant operating decisions are based
upon analysis of the Fund as one segment.

LAST VALUATION DAY
The last valuation day of the period was 31 December 2017.

DIVIDEND DISTRIBUTION

On 20 August 2017, the Fund's board of directors approved to distribute dividends to the unitholders
for the period from 16 April 2017 to 30 June 2017 amounting to SR 6,600,000 in accordance with
the initial terms and conditions of the fund which was 90% of the Fund's net profits.

Subsequently, on 2 January 2018, the Fund's board of directors approved to distribute dividends

to the unitholders for the period from 1 July 2017 to 31 December 2017 amounting to SR 17,160,000
in accordance with the initial terms and conditions of the fund which was 90% of the Fund's net

profits.
COMMITMENTS AND CONTINGENCIES

There are no commitments or contingencies as at the period end.
APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the REIT’s Board on 9 Jummad Thani 1439H
(Corresponding to 25 February 2018).
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