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ndependent auditors report
ONTEVIEW of Interim condensed financial statements

To the Unitholders of
HSBC Saudi Industrial Companies Equity Fund
Riyadh, Kingdom of Saudi Arabia

Introduction

We have reviewed the accompanying 30 June 2018 interim condensed financial statements of HSBC Saudi
Industrial Companies Equity Fund, an open-ended mutual fund (‘the Fund’), managed by HSBC Saudi Arabia
(the Fund Manager”), which comprises:

e the interim condensed statement of financial position as at 30 June 2018;
the interim condensed statement of comprehensive income for the six month period ended 30 June 2018;

the interim condensed statement of changes in net assets (equity) attributable to the Unitholders for the six
month period ended 30 June 2018;

* the interim condensed statement of cash flows for the six month period ended 30 June 2018; and
» the notes to the interim condensed financial statements.

The Fund Manager is responsible for the preparation and presentation of these interim condensed financial
statements in accordance with IAS 34, “Interim Financial Reporting” (IAS 34) that is endorsed in the Kingdom of
Saudi Arabia 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. Our responsibility is to
express a conclusion on these condensed interim financial statements based on our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements 2410, ‘Review of
Interim Financial Information Performed by the Independent Auditor of the Entity’ that is endorsed in the Kingdom of
Saudi Arabia. A review of interim financial information consists of making inquiries, primarily of persons responsible
for financial and accounting matters, and applying analytical and other review procedures. A review is substantially
less in scope than an audit conducted in accordance with International Standards on Auditing that are endorsed in
the Kingdom of Saudi Arabia, and consequently does not enable us to obtain assurance that we would become aware
of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.

Based on our review, nothing has come to our attention that causes us to believe that the accompanying
30 June 2018 interim condensed financial statements of HSBC Saudi Industrial Companies Equity Fund are not
prepared, in all material respects, in accordance with 1AS 34 that is endorsed in the Kingdom of Saudi Arabia.

For KPMG Al Fozan & Partners
Certified Public Accountants

Abdullah Hamad Al Fozan
License No: 348

£ @) oo

&5 {o
Date: 15 August 2018 Ao pusic hoco e
Corresponding to: 4 Dhul Hijjah, 1439H 3 Al Fozan & v

KPMG Al Fozan & Partners Certified Public Accountants, a
registered company in the Kingdom of Saudi Arabia, and a non-
partner member firm of the KPMG network of independent firms
affiliated with KPMG International Cooperative, a Swiss entity.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)

Interim statement of financial position (Unaudited)
(Saudi Arabian Riyal)

ASSETS

Cash and cash equivalents

Investments at fair value through profit or loss
Receivables and advances

TOTAL ASSETS

LIABILITIES
Accrued expenses

TOTAL LIABILITIES

NET ASSETS (EQUITY) ATTRIBUTABLE TO
THE UNITHOLDERS

Units in issue (numbers)
Net assets (equity) value per unit — IFRS

Net assets (equity) value per unit — Dealing

Notes

10
11

13

17

17

30 June 31 December 1 January
2018 2017 2017

2,653,047 2,845,520 5,740,127
128,396,897 108,621,189 111,975,512
42,329 -- 86,884
131,092,273 111,466,709 117,802,523

220,365 31,116 27,397

220,365 31,116 27,397
130,871,908 111,435593 117,775,126
14,263,281 14,000,643 15,105,120
9.18 7.96 7.80
9.18 7.96 7.80

The accompanying notes 1 to 21 form integral part of these interim condensed financial statements.

The interim condensed financial statements and accompanying disclosures in the report are signed off on
behalf of the Fund Board based on the authorization issued:

Sagib Masood
Chief Investment Officer

Chistie K Moinuddin
Chief Financial Officer

RESTRICTED



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND

(An open-ended mutual fund)

Interim statement of comprehensive income (Unaudited)

(Saudi Arabian Riyal)

Notes

INVESTMENT INCOME

Net gains from investments at FVTPL 12
Dividend income

TOTAL INCOME

EXPENSES
Management fees 14

TOTAL EXPENSES
NET INCOME FOR THE PERIOD
Other comprehensive income

TOTAL COMPREHENSIVE INCOME FOR THE
PERIOD

For the six-month
period ended 30 June

2018 2017
15,789,144 2,286,958
2,395,216 1,938,703
18,184,360 4,225,661
1,056,942 916,697
1,056,942 916,697
17,127,418 3,308,964
17,127,418 3,308,964

The accompanying notes 1 to 21 form integral part of these interim condensed financial statements.

The interim condensed financial statements and accompanying disclosures in the report are signed off on
behalf of the Fund Board based on the authorization issued:

Sagib Masood
Chief Investment Officer

Chistie K Moinuddin
Chief Financial Officer

RESTRICTED



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)

Statement of changes in net assets (equity) attributable for the Unitholders (Unaudited)

For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

2018 2017
Net assets (equity) attributable to the Unitholders at the beginning 111,435,593 117,775,126
of the period
Net income for the period 17,127,418 3,308,964
Contributions and redemptions by the Unitholders:
Proceeds from issuance of units 10,093,332 24,500
Payments against redemption of units (7,784,435) (5,310,722)
Net change from unit transactions 2,308,897 (5,286,222)
Net assets (equity) attributable to the Unitholders as at 30 June 130,871,908 115,797,868
UNIT TRANSACTIONS
Transactions in units for the period ended 30 June are summarised as follows:
2018 2017
(in numbers)

Units at the beginning of the period 14,000,643 15,105,120

Units issued during the period 1,164,347 3,168

Units redeemed during the period (901,709) (689,908)

Net increase / (decrease) in units 262,638 (686,740)

Units as at end of the period 14,263,281 14,418,380

The accompanying notes 1 to 21 form integral part of these interim condensed financial statements.




HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND

(An open-ended mutual fund)

Interim statement of cash flows (Unaudited)

(Saudi Arabian Riyal)

Cash flow from operating activities
Net income for the period

Adjustment to reconcile net income to net cash (used in) / generated from
operating activities:

Unrealized gains on investments at FVTPL

Net changes in operating assets and liabilities
Investments at FVTPL

Receivables and advances

Accrued expenses

Net cash (used in) / generated from operating activities

Cash flow from financing activities

Proceeds from issuance of units

Payments against redemption of units

Net cash generated from / (used in) financing activities

Net (decrease) / increase in cash and cash equivalents

Balance at the beginning of the period
Balance at the end of the period

For the six-month period

ended
30 June

2018 2017
17,127,418 3,308,964
(16,066,225) (719,841)
1,061,193 2,589,123
(3,709,483) 3,565,215
(42,329) (103,341)
189,249 357,830
(2,501,370) 6,408,827
10,093,332 24,500
(7,784,435)  (5,310,722)
2,308,897  (5,286,222)
(192,473) 1,122,605
2,845,520 5,740,127
2,653,047 6,862,732

The accompanying notes 1 to 21 form integral part of these interim condensed financial statements.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

1 GENERAL

HSBC Saudi Industrial Companies Equity Fund (“the Fund”) is an investment fund established through an
agreement between HSBC Saudi Arabia (“the Fund Manager”) and investors (the Unitholders).

The objective of the fund is to seek capital appreciation by investing in a diversified portfolio of Shariah
compliant equities that are listed on the Tadawul (Saudi Stock Market) and categorized under petrochemical,
industrial investment, building and construction, and agriculture and food manufacturing sectors.

The Fund is managed by the Fund Manager who also acts the administrator of the Fund. Albilad Capital has
been appointed as the custodian of the Fund. All income is reinvested in the Fund and is reflected in the unit
price.

2 REGULATING AUTHORITY

The Fund is governed by the Investment Fund Regulations (“the Regulations”) detailing requirements for
all investments funds operating within the Kingdom of Saudi Arabia and published by the Capital Market
Authority (“the CMA”) on 3 Dhul Hijja 1427H (corresponding to 24 December 2006). The Regulations
were further amended on 16 Sha’aban 1437H (corresponding to 23 May 2016) (“the Amended
Regulations™). The Fund Manager believes that the Amended Regulations was effective since 6 Safar
1438H (corresponding to 06 November 2016).

During the period ended 30 June 2018, the Fund Manager has made certain revisions to the terms and
conditions of the Fund. The main change in the terms and conditions relates to change in custodianship.
The Fund updated its terms and conditions which were approved by the CMA on 14 Rajab 1439H
(corresponding to 1 April 2018).

3 SUBSCRIPTION/ REDEMPTION (DEALING DAY & VALUATION DAY)

The Fund is open for subscriptions / redemptions of units twice weekly on Sunday and Tuesday (each
being a “Dealing Day”). The value of the Fund’s portfolio is determined twice weekly on Monday and
Wednesday (each being a “Valuation Day”). The net asset value of the Fund for the purpose of purchase
or sale of units is determined by dividing the net value of assets (fair value of fund assets minus fund
liabilities) by the total number of outstanding fund units on the relevant Valuation Day.

4 BASIS OF PREPARATION

These interim condensed financial statements are prepared in accordance with IAS 34 “Interim Financial
Reporting’ as endorsed in the Kingdom of Saudi Arabia and to comply with the applicable provisions of the
Investment Funds Regulations issued by the CMA, the Fund’s Terms and Conditions and the Information
Memorandum.

The interim condensed financial statements do not include all the information and disclosures required in the
annual financial statements, and should be read in conjunction with the Fund’s annual financial statements
as at 31 December 2017. The Fund has adopted IFRS 9 Financial Instruments and IFRS 15 Revenue from
Contracts with Customers from 1 January 2018 and accounting policies for these new standards are disclosed
in the Note 8.

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 Saudi Organization
for Certified Public Accountants (“SOCPA”). The interim condensed financial statements for the six-month
period ended 30 June 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 IFRS has affected the reported financial position, financial performance
and cash flows of the Fund is provided in note 18.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

5 FUNCTIONAL AND PRESENTATIONAL CURRENCY

These interim condensed financial statements are presented in Saudi Riyal (“SR”), which is the Fund’s
functional currency.

6 BASIS OF MEASUREMENT

These interim condensed financial statements have been prepared on a historical cost basis, (except for
investments at FVTPL which are stated at their fair value) using the accrual basis of accounting.

The Fund Manager has made an assessment of the Fund’s ability to continue as a going concern and is
satisfied that the Fund has the resources to continue in business for the foreseeable future. Furthermore, the
Fund Manager is not aware of any material uncertainties that may cast significant doubt upon the Fund’s
ability to continue as a going concern. Therefore, the interim condensed financial statements continue to be
prepared on the going concern basis.

The financial statement accounts in the statement of financial position have been presented in the order of
liquidity.

7 USE OF JUDGMENTS AND ESTIMATES

The preparation of these interim condensed financial statements in conformity with IFRS requires the use of
certain critical accounting judgements, estimates and assumptions that affect the reported amounts of assets
and liabilities. It also requires management to exercise its judgment in the process of applying the Fund’s
accounting policies. Such judgements, estimates and assumptions are continually evaluated and are based
on historical experience and other factors, including obtaining professional advices and expectations of
future events that are believed to be reasonable under the circumstances.

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

8 SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these interim condensed 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 after or before 1 January 2018, those policies have been
particularly specified in note 18.

Foreign currency translation

Transactions in foreign currencies are translated into Saudi Riyal at the exchange rate at the dates of the
transactions. Foreign exchange gains and losses arising from translation are included in the interim
condensed statement of comprehensive income.

Monetary assets and liabilities denominated in foreign currencies are retranslated into Saudi Riyal at the
exchange rate at the reporting date.

Foreign currency differences arising on retranslation are recognised in profit or loss as net foreign exchange
gain/(loss), except for those arising on financial instruments at FVVTPL, which are recognised as a component
of net gain/(loss) from financial instruments at FVTPL.

Net Asset Value (Equity)

Net assets (equity) value per unit, as disclosed in balance sheet is calculated by dividing the net assets of the
Fund by the numbers of units in issue at the period end.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Subscription and redemption of units

Units subscribed and redeemed are recorded at net asset value (equity) per unit on the Valuation Day for
which the subscription request and redemption applications are received.

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, other than cash
collateral provided in respect of derivatives and securities borrowing transactions.

Redeemable units
The redeemable units are as equity instruments as they meet certain strict criteria. Those criteria include:

- the redeemable units must entitle the holder to a pro-rata share of net assets;
- the redeemable units must be the most subordinated class and class features must be identical;

- there must be no contractual obligations to deliver cash or another financial asset other than the
obligation on the issuer to repurchase; and

- the total expected cash flows from the redeemable units over its life must be based substantially on
the profit or loss of the issuer.

Revenue recognition

Trade date accounting

All regular-way purchases and sales of financial assets are recognized and derecognized on the trade date,
i.e. the date that the Fund commits to purchase or sell the assets. Regular-way purchases or sales of
financial assets require delivery of those assets within the timeframe generally established by regulation
or convention in the market place.

Net gain from investments at FVTPL

Net gain from financial instruments at FVTPL includes all realized and unrealized fair value changes and
foreign exchange differences (if any), but excludes interest and dividend income, and dividend expense on
securities sold short.

Net realized gain from financial instruments at FVTPL is calculated using the weighted average cost method.
Dividend income

Dividend income is recognized in profit or loss 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 FVTPL is recognized in profit or loss in a separate line item.

Fund management fees

Fund management fees are charged at rates agreed with the Fund Manager. These charges are calculated on
each Valuation Day at an annual percentage of the Fund’s net assets value. These expenses are charged to
the statement of income.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

8 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Zakat and income tax

Under the current system of taxation in Kingdom of Saudi Arabia the Fund is not liable to pay any tax. Zakat
and income tax are considered to be the obligation of the Unitholders and are not provided in the
accompanying interim condensed financial statements.

Financial assets and financial liabilities

Policies applicable before 1 January 2018

Investments held for trading

Investments are classified as “held for trading” if they are purchased for the purpose of resale in the short
term. Investments held for trading are initially recorded at cost which includes the purchase price plus all
expenditures made by the Fund for the purpose of acquiring the securities. Subsequent to initial recognition,
investments held for trading are measured at fair value and resulting gains or losses are recognized in the
income statements but excluding dividend income which are separately shown in the income statement.
Realized gains or losses at disposal and unrealized gains or losses are determined on average cost basis.

Policies applicable from 1 January 2018

Recognition and initial measurement

Financial assets and financial liabilities at FVTPL are initially recognized on the trade date, which is 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 assets at FVTPL are initially recognized at fair value, with transaction costs recognized in
statement of comprehensive income. Financial assets not at FVTPL are initially recognized at fair value
plus transaction costs that are directly attributable to their acquisition or issue.

Classification
On initial recognition, a financial asset is classified as measured at: amortized cost, fair value through
other comprehensive income (FVOCI) or fair value through profit or loss (FVTPL).

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

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

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

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL.:

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

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

On initial recognition of an equity investment that is not held for trading, the Fund may irrevocably elect
to present subsequent changes in fair value in other comprehensive income. This election is made on an
investment-by-investment basis. All other financial assets are classified as measured at FVTPL.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Business model assessment

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

- the stated policies and objectives for the portfolio and the operation of those policies in practice. In
particular, whether management’s strategy focuses on earning contractual commission revenue,
maintaining a particular interest rate profile, matching the duration of the financial assets to the
duration of the liabilities that are funding those assets or realizing cash flows through the sale of the
assets;

- how the performance of the portfolio is evaluated and reported to the Fund’s managers;

- 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

- 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 Funds’ stated objective for managing the
financial assets is achieved and how cash flows are realized.

Financial assets that are held for trading or managed 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.

The Fund holds a portfolio of long-term fixed rate investments for which the Fund has the no option to
propose to revise the interest rate at periodic reset dates. The Fund has determined that the contractual
cash flows of these investments are solely payments of principal and interest because the option varies the
interest rate in a way that is consideration for the time value of money, credit risk, other basic lending
risks and costs associated with the principal amount outstanding.

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.



HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

8 SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Derecognition

The Fund derecognizes a financial asset when the contractual rights to the cash flows from the financial
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 it does not
retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognized) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain
or loss that had been recognized in OCI is recognized in profit or loss. Transactions in which the Fund
neither retains nor transfers substantially all of the risks and rewards of ownership of a financial asset and
it retains control over the asset, the Fund continues to recognize the asset to the extent of its continuing
involvement, determined by the extent to which it is exposed to changes in the value of the transferred
asset.

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 currently has a legally enforceable right to set off the
amounts and it intends either to settle them on a net basis or to realize the asset and settle the liability
simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses
arising from a Fund of similar transactions such as in the Fund’s trading activity.

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 in the principal or, in its absence, the
most advantageous market to which the Fund has access at that date. The fair value of a liability reflects
its non-performance risk.

When available, the Fund measures the fair value of an instrument using the quoted price 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 at a mid-price, because this price provides a reasonable
approximation of the exit price.

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.

The Fund recognizes transfers between levels of the fair value hierarchy as at the end of the reporting
period during which the change has occurred.

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
standard in preparing these financial statements as these do not have material impact on the Fund’s
financial statements.
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HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
(An open-ended mutual fund)
Notes to the interim condensed financial statements (Unaudited)
For the six-month period ended 30 June 2018
(Saudi Arabian Riyal)

CASH AND CASH EQUIVALENTS

Cash and cash equivalents balance comprise of cash with banks who have investment grade credit ratings,
as rated by the international rating agencies.

INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

Investments comprise the following sector exposures as at statement of financial position:

30 June 2018 31 December 2017 1 January 2017
Cost Market Cost Market Cost Market
value value value
Equities
Materials 62,507,507 81,743,385 61,505,298 68,345,809 59,614,875 62,284,613
Food & Beverage 25,346,039 26,816,540 23,010,012 24,911,466 16,264,217 18,763,688
Commercial & Prof. 3,459,715 2,937,963 7,378,335 5,364,231 12,027,075 11,241,170
Services
Capital Goods 9,407,826 13,035,528 4,240,132 5,567,898 11,406,934 14,307,663
Consumer Services 4,620,923 3,863,481 5,498,750 4,431,785 5,498,750 5,378,378
Total 105,342,010 128,396,897 101,632,527 108,621,189 104,811,851 111,975,512

NET GAIN FROM INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

2018 2017
Realised (losses) / gains for the period (277,081) 1,567,117
Unrealised gains for the period 16,066,225 719,841
Total 15,789,144 2,286,958

Realized gain on investments at FVTPL is calculated based on average cost of securities.
ACCRUED EXPENSES
Accrued expenses include management fee payable (inclusive of VAT) to Fund Manager.
TRANSACTIONS WITH RELATED PARTIES

Related parties are considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial or operational decisions. In considering
each possible related party relationship, attention is directed to the substance of the relationship, not
merely the legal form

Related parties of the Fund comprise HSBC Saudi Arabia (being the Fund Manager, Fund Board, and
administrator of the Fund), Al-bilad Capital Saudi Arabia (being custodian of the Fund) and The Saudi
British Bank (“SABB”) (being significant shareholder of the Fund Manager).

In the ordinary course of its activities, the Fund transacts business with related parties. Related party
transactions are governed by limits set by the regulations issued by CMA. All the related party transactions
are undertaken at mutually agreed prices and approved by the Fund Manager.

The Fund Manager charges to the Fund on each Valuation Day, management fees at a rate of 1.7% of Net
assets value (2017: 1.7% of Net assets value). All Fees and expenses related to the management of the
Fund including but not limited to custody, administration, audit, regulatory and index fees, etc., are
included in the management fee.
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14 TRANSACTIONS WITH RELATED PARTIES (CONTINUED)

15

Subscription fee up to 2% is not considered in the financial statement of the fund, as investment to the
fund are always net of subscription fees.

Other expenses paid by the Fund Manager on behalf of the Fund are charged to the Fund.
During the period, 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. All related party transactions are approved by the Fund Board.

Nature of Amount of transaction
Related party transactions during the period Closing balance
2018 2017 2018 2017
HSBC Saudi Arabia  Fund management fee 1,056,942 916,697 220,365 31,116

(Fund Manager)

Cash and cash
SABB (Shareholder) equivalents -~ - 2,653,047 2,845,520

Fund Board Board member - - - -
remuneration

Board member compensation and other expenses during the period has been borne and paid by HSBC
Saudi Arabia (*‘the Fund Manager”).

Cash and cash equivalents is deposited in current account maintained with SABB under the name of the
Fund Manager (HSBC Saudi Arabia). No interest is receivable on this balance.

FINANCIAL RISK MANAGEMENT

The Fund has exposure to the following risks from financial instruments:

- credit risk;

- liquidity risk; and

- market risks;

This note presents information about the Fund’s objectives, policies and processes for measuring and
managing risk, and the Fund’s management of capital.

Risk management framework

The Fund maintains positions in non-derivative financial instruments in accordance with its investment
management strategy. The Fund’s investment portfolio comprises of listed equities.

The Fund’s investment manager 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 Fund Board. In instances where the portfolio has diverged from target asset
allocations, the Fund’s investment manager is obliged to take actions to rebalance the portfolio in line with
the established targets, within prescribed time limits.
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15 FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause

the other party to incur a financial loss.

The Fund is exposed to credit risk on its bank balance. The Fund Manager seeks to limit its credit risk by
monitoring credit exposure and by dealing with reputed counterparties.

The table below shows the maximum exposure to credit risk for the component of the balance sheet.

30 June 31 December

2018 2017
Cash and cash equivalents 2,653,047 2,845,520
Receivables and advances 42,329 --
Total exposure to credit risk 2,695,376 2,845,520

The Fund does not have a formal internal grading mechanism. Credit risk is managed and controlled by
monitoring credit exposures, limiting transactions with specific counterparties and continually assessing
the creditworthiness of counterparties. Credit risks are generally managed on the basis of external credit
ratings of the counterparties.

Liquidity risk
Liquidity risk is the risk that the Fund will encounter difficulty in releasing funds to meet commitments
associated with financial liabilities.

The Fund’s terms and conditions provide for the subscriptions and redemptions of units throughout the
week and it is, therefore, exposed to the liquidity risk of meeting unitholder redemptions. However the
fund is allowed to borrow in order to satisfy redemptions. The Fund’s securities are considered to be readily
realizable as they are all listed on Saudi stock markets. The Fund Manager monitors the liquidity
requirements on a regular basis and seeks to ensure that sufficient funds are available to meet any
commitments as they arise.

Market risk
Market Risk is the risk that changes in market prices — such as foreign exchange rates and equity prices —
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 on a timely basis by the investment
manager in accordance with the policies and procedures in place. The Fund’s market positions are monitored
on a timely basis by the fund manager.

Equity price risk
Equity price risk is the risk that the value of financial instruments will fluctuate because of changes in
market prices.

The Fund’s investments are susceptible to market price risk arising from uncertainties about future prices.
The Fund Manager manages this risk through diversification of its investment portfolio in terms of
geographical distribution and industry concentration.
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FINANCIAL RISK MANAGEMENT (CONTINUED)

Sensitivity analysis

The table below sets out the effect on net assets attributable to Unitholders of a reasonably possible
weakening / strengthening in the individual equity market prices of 5% at reporting date. The estimates
are made on an individual investment basis. The analysis assumes that all other variables, in particular
interest and foreign currency rates, remain constant.

June 2018 June 2017
Net gain / (loss) on investments held at FVTPL +5% 6,419,845 +5% 5,456,507
-5%  (6,419,845) -5%  (5,456,507)

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to a change in foreign
exchange rates.

The Fund is not subject to currency risks as all the assets and liabilities of the Fund are denominated in
local currency.

The investment risks of the fund are included in the terms and conditions detailed on the website of the
Fund Manager at www.hsbcsaudi.com. The Terms and Conditions do not form part of these interim
condensed financial statements.

FAIR VALUES OF FINANCIAL INSTRUMENTS

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

The principal or the most advantageous market are accessible by the Fund.

Financial instruments comprise financial assets and financial liabilities. The Fund’s financial assets consist of
financial assets held at FVVTPL and cash and cash equivalents.

Fair value hierarchy
The Fund uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value
are observable, either directly or indirectly

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are
not based on observable market data.



16

17

18

HSBC SAUDI INDUSTRIAL COMPANIES EQUITY FUND
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Notes to the interim condensed financial statements (Unaudited)
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FAIR VALUES OF FINANCIAL INSTRUMENTS (CONTINUED)

The table below presents the financial instruments measured at their fair values as of reporting date based
on the fair value hierarchy:

30 June 2018 (Unaudited)

Carrying
value Level 1 Level 2 Level 3 Total
Investments at FVTPL 128,396,897 128,396,897 -- - 128,396,897
Total 128,396,897 128,396,897 -- -- 128,396,897
31 December 2017 (Audited)
Carrying
value Level 1 Level 2 Level 3 Total
Investments at FVTPL 108,621,189 108,621,189 -- -- 108,621,189
Total 108,621,189 108,621,189 -- -- 108,621,189
1 January 2017 (Audited)
Carrying
value Level 1 Level 2 Level 3 Total
Investments at FVTPL 111,975,512 111,975,512 -- -- 111,975,512
Total 111,975,512 111,975,512 -- -- 111,975,512

During the period, no transfer in fair value hierarchy for the financial assets held at fair value through profit
or loss.

Other financial instruments include items such as, cash and cash equivalents, receivables and advances and
accrued expenses. These are short-term financial assets and financial liabilities whose carrying amounts
approximate fair value, because of their short-term nature and the high credit quality of counterparties.

LAST VALUATION DAY

The last valuation day of the period was 30 June 2018 (2017: 31 December 2017) and the dealing net assets
value on this day was SR 9.18 per unit (2017: 7.96). The IFRS net assets value per unit on 30 June 2018 was
SR 9.18.

EXPLANATION OF TRANSITION TO IFRS
As stated in note 4, these are the Fund’s first financial statements prepared in accordance with IFRS.

The accounting policies set out in note 8 have been applied in preparing the financial statements for the year
ended 31 December 2017 and in the preparation of an opening IFRS statement of financial position as at 1
January 2017 (the Fund’s date of transition) except for IFRS 9 as disclosed in note 19.

The transition from previous GAAP i.e. generally accepted accounting standards in the Kingdom of Saudi
Arabia as issued by SOCPA to IFRS had no significant impact on the Fund’s financial position,
comprehensive income, and statement of changes in net assets attributable to Unitholders and cash flows.
Hence no separate reconciliation statement is prepared to reconcile the financial position balances from
SOCPA to IFRS.
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IMPACT OF CHANGE IN ACCOUNTING POLICIES

IFRS 9, Financial Instruments
The Fund has adopted IFRS 9 “Financial Instruments” for the period from 1 January 2018. Based on which
the Fund has evaluated the classification and measurement of all its financial instruments under IFRS 9.

As all of Fund’s investments are either held for trading and/or managed or evaluated on a fair value basis,
they have remained classified as fair value through profit or loss up to upon adoption of IFRS 9. The adoption
of IFRS 9 therefore has not resulted in any change to the classification or measurement of financial
instruments, in the current period. Hence, no separate reconciliation statement is prepared to reconcile the
financial position balances from SOCPA to IFRS 9.

The Fund has opted for the exemption to apply IFRS 9 retrospectively; therefore, the comparative
information that would have been required to be presented under IFRS 9 has been presented under the
previous GAAP as allowed by IFRS 1 and IFRS 9.

IFRS 15, Revenue from Contracts with Customers
The Fund adopted IFRS 15 ‘Revenue from Contracts with Customers’ resulting in a change in the revenue
recognition policy of the Fund in relation to its contracts with customers.

IFRS 15 was issued in May 2014 and is effective for annual periods commencing on or after 1 January 2018.
IFRS 15 outlines a single comprehensive model of accounting for revenue arising from contracts with
customers and supersedes current revenue guidance, which is found currently across several Standards and
Interpretations within IFRS. It established a new five-step model that will apply to revenue arising from
contracts with customers. Under IFRS 15, revenue is recognised at an amount that reflects the consideration
to which an entity expects to be entitled in exchange for transferring goods or services to a customer.

The Fund has opted for the modified retrospective application permitted by IFRS 15 upon adoption of the
new standard. Modified retrospective application also requires the recognition of the cumulative impact of
adoption of IFRS 15 on all contracts as at 1 January 2018 in equity.

As at 30 June 2018, the Fund Manager have assessed that impact of application of IFRS 15 to the Fund’s
interim condensed financial statements and no adjustment is required in equity as at 1 January 2018.

SUBSEQUENT EVENT

There were no significant post balance sheet events that require disclosure or adjusting of accounts in these
financial statements.

APPROVAL OF INTERIM CONDENSED FINANCIAL STATEMENTS

These interim condensed financial statements are approved by the Fund Board on 15 August 2018
(Corresponding to 4 Dhul Hijjah 1439H).
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