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Taleem REIT Fund
Overview

The Taleem REIT Fund (the “Fund”) is a Sharia-compliant
real estate investment Fund that is established under Real
Estate Investment Funds Regulations and the Real Estate
Investment Traded Funds Instructions issued by the Capital
Market Authority (“CMA”).

The Fund is the first thematic fund that was listed on the Saudi
Stock Exchange (“Tadawul”) in mid-2017. The Fund aims to
invest in real estate assets in the educational segment, which
is one of the basic and most stable sectors to invest inside
and outside of Kingdom of Saudi Arabia. As of 31 December
2019, 100% (2 properties) of Fund’s real estate assets are
freehold properties and has zero investments in leasehold
properties.

The Fund was established by acquiring real estate asset of
Al-Tarbiyah Al-Islamiyah Schools, which is one of the oldest
and most popular school in the city of Riyadh, and enjoys
good reputation amongst locals. The Fund has a long-term
triple net binding lease contract of 27 years with the operator
of this school. Further, in continuation with implementation of
the Fund’s strategy, during 2018, the Fund acquired another
real estate asset which is leased to Al-Rowad International
Schools for a period of 24 years under a triple net binding
lease contract. This school is considered one of the most
prestigious schools in the Kingdom of Saudi Arabia. Both long
term lease contracts have periodic escalation clauses and due
to their long-term nature, they provide certainty, transparency
and predictability in respect of future cashflows. Accordingly,
the Fund features a quarterly dividend distribution policy,
which is well-liked amongst the investor community and
hence reflects positively on Fund’s unit price. Following is
a summary of material developments that took place during
2019:

1.The Fund secured a Shariah-compliant facility agreement
with Banque Saudi Fransi amounting to SAR 350 million
with a tenor of seven (7) years.

2.The Fund registered with the General Authority of Zakat
and Tax as a zakat payer and filed its 2017 and 2018 zakat
declarations.

The Taleem REIT Fund is managed by Saudi Fransi Capital
(“Fund Manager”) a leading financial services provider
offering investment banking, asset management, debt
and equity research, institutional sales trading, and local
and global securities brokerage. Saudi Fransi Capital is
the investment arm of Banque Saudi Fransi, where it was

Taleem REIT

trademarked with a paid up capital of 500 million Saudi
Riyals and is a closed joint stock company in the Kingdom
of Saudi Arabia. It is licensed by the Capital Market Authority
with license 1115-37 to conduct a wide range of investment
activities include dealing, arranging, managing, advising and
custody of securities business.

Fund Strategy

The Fund aims to form an investment portfolio linked to the
education and training sector in the Kingdom of Saudi Arabia
and abroad, capable of achieving periodic rental income
which will generate returns on the invested capital in line with
the Fund’s investment strategy. The Fund can also invest in
real estate development projects, provided it does not invest
in white lands.
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2019 Fund
performance

Key Financial Performance as at 31 December 2019

i O
(6] Net Income CCODD Total Dividends
Elgo SAR 36.9 million r‘rﬂ—-ﬁ SAR 32.6 million

Total Revenue Total Operating Cost
=l| SAR 45.7 million SAR 4.8 million

Occupancy Rate ﬁ Net Asset Value (Book Value)
@ 100% i SAR 530.8 million

A comparison table covering the last three fiscal years

2019

Year-End NAV (SAR) 530,847,090
Year-End 10.5654

Low 10.5457

Number of units 51,000,000
Dividend per Unit (SAR) 0.6400
Expense Ratio 1.19%
Total Return per annum* 7.37%
Cumulative Total Return* (since inception) 19.19%

*Total return is calculated based on fair value NAV and dividend payments for each fiscal year.

2018

526,614,464

10.4365

10.4365

10.3537

51,000,000

0.6175

0.63%

7.24%

11.82%

Taleem REIT

Total Operating Profit
SAR 40.9 million

Price per unit range

SAR 9.42 — SAR 12.48

Annualized Dividend

5.13%

2017

293,339,663

10.3078

10.3078

10.0774

28,500,000

0.1500

0.56%

4.58%

4.58%

PAGE: 4



Management
Discussion and
Analysis

Market Overview

The Saudi economy rebounded in 2018 by recording real GDP
growth of 2.4% and this momentum continued in 2019 as the
economy grew by 0.3%. The growth was driven by higher oil prices
along with several government initiatives, driven by Vision 2030, to
strengthen the economy that are starting to bear fruit. The various
initiatives are targeted at diversifying the economy, building new
industries and sectors, providing employment, empowering women
and enabling private sector growth. Further, since the beginning of
2019, the Saudi Stock Exchange has witnessed increasing foreign
cash flows on account of inclusion tranches in the emerging
markets indices (MSCI & FTSE).

Helped by increasing commercial activities, reviving consumer
confidence and an enabling environment, the commercial real
estate market witnessed similar growth trends as rental rates
and price performance improved significantly during 2019. Going
forward, there is a strong expectation that there will be further
growth in the near term, thanks largely to government policies,
upcoming 2020 G20 Summit and other initiatives (such as city-
wise Season festivities) that are supportive of the real estate
market.

Fund Operations Review

Taleem REIT has reported total revenues of SAR 45.7 million and
a net profit of SAR 36.9 million for the year ended 31 December
2019. Total expenses (operating and non-operating) of the Fund
amounted to SAR 8.8 million, out of which SAR 3.8 million relates
to management fees, SAR 2.5 million for depreciation expense,
SAR 1.5 million for zakat expense and SAR 1.0 million for Fund
related other expenses.

Fund’s price per unit witnessed a total price return of 21.6% during
2019 (calculated based on traded price) and dividend vyield of
5.13%. As a result of stable and organic growth of Fund’s core
properties, total dividends amounting to SAR 32.6 million were
distributed amongst unitholders of the Fund during 2019.

In our assessment, overall risks to economic growth and to the
real estate sector have started receding and activity is expected to
normalize over the next few years.
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Taleem REIT

Real Estate Assets

Al Tarbiyah Al Islamiyah Schools (Freehold)

It is a school located in Al-Rahmaniya district in Riyadh and leased by Islamic Education Schools Company Limited. The school has
been in operations for a period of more than fifty years.

Asset Information

Asset Name Al Tarbiyah Al Islamiyah Schools

Asset type Education Building

Location Riyadh, Ar Rahmaniyyah District

Land Area 45,666.94 m

Built-up Area 30.122 m?

Owner Taleem REIT Fund

Year constructed and Operated 1384 Hijri corresponding to 1964 Gregorian
Occupancy Rate 100%

Asset Value SAR 285,000,000
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Taleem REIT

Al-Rowad International School: AIS

The original real estate is a school located in Al-Nuzha district, Riyadh, block No. (232), chart No. (1954 / A) and leased by Al-Rowad
International Schools Company. The school started its operations on 01/04/1435 AH corresponding to 1/1/2012 AD.

Asset Information

Asset Name Al-Rowad International School: Al

Asset type Education Building

Location Riyadh, Al Nuzha District

Land Area 30,000 m®

Built-up Area 48,967 m?

Owner Taleem REIT Fund

Year constructed and Operated 1435 Hijri corresponding to 2012 Gregorian
Occupancy Rate 100%

Asset Value SAR 225,000,000
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Taleem REIT

Risk assessment
report

As part of effective risk management policy, the Fund Manager has adopted a four-point framework to ensure risks are appropriately
identified and mitigated. The components of framework are as follows: Annual review of Risk Register and Control Matrix, Third
Party Risk Management Strategy (“TPRM”), Continuous monitoring and reporting of any non-compliance with the regulations, and
Annual monitoring of outstanding external audit recommendations. To address each of these areas, the Fund Manager has adopted
policies and/or designated specific departments/staff at SFC to effectively mitigate those risks.

The risk of not having an investment profitability guarantee in the Fund

Not ensuring that the Fund will be able to achieve investment returns or that the returns will be proportional to the Fund’s
investments. It is possible that the value of the units may decrease or the Fund may lose some or all of its capital. It is not possible
to provide a guarantee that the expected or targeted returns of the Fund will be achieved. To reduce these risks, real estate assets
are evaluated twice a year by independent valuers, and changes in market conditions are taken into account and actions are taken
to protect the value of real estate and investment profitability.

Risks of not fulfilling the relevant regulations

The Fund may become ineligible to be a real estate investment Fund in accordance with Real Estate Investment Funds Regulations
and the Real Estate Investment Traded Funds Instructions as issued by the CMA. This can have negative effects on the liquidity of
trading in the Fund’s units, which may negatively affect the value of its investments. It should be noted that there is no guarantee
that the Fund will remain in circulation in the financial market due to the failure to meet the regulatory requirements. To reduce
these risks, the Fund Manager follows all the rules and regulations with independent supervision by the Compliance and Compliance
Department on all the activities of the Fund.

The risks of changing interest rates and general economic conditions

Changes in economic conditions, including interest rates and inflation, will negatively affect the business and opportunities of the
Fund. To reduce these risks, the value and amount of financing is studied, which greatly reduces the risk of interest rates. As of the
reporting date, the Fund is not exposed to interest rate risk on account of no utilization of loan facilities.

The nature of the investment risk

There will be no guarantee that the Fund will be able to achieve returns on its investments in a timely manner. There may be no
possibility to sell or dispose of its assets, and if it is decided to dispose of it by selling, there may be no possibility to sell it at a price
that the Fund Manager believes represents the fair value to it or to be sold within the time frame required by the Fund. To reduce
these risks, none of the assets owned by the Fund will be sold until after the appropriate procedures are followed to sell them,
according to the market conditions at the time.
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Taleem REIT

Real estate investment risks

The Fund will be affected by the general real estate sector conditions in the Kingdom of Saudi Arabia, which in turn are affected by
many factors, including but not limited to, macroeconomic growth, political stability, change in interest rates, supply and demand,
financing availability, real estate trends, liquidity, the legal and regulatory environment, and other conditions that may affect the real
estate market prices, which in turn is reflected in the value of the Fund’s units. To reduce these risks, the Fund Manager follows
economic news, regulatory trends and laws that would help the Fund Manager to be proactive in taking the necessary steps to
mitigate or reduce the impact of the event as much as possible.

Risks of a decrease in the value of the property

The value of real estate is subject to fluctuations and changes. The change in the indicators of the Saudi economy may lead to a
decrease in the market value of the Fund’s investments, which in turn may lead to a decrease in the Fund’s returns or the liquidation
of the Fund. In addition, investments in commercial and residential real estate are exposed to risks that affect the commercial and
residential real estate sector in general, including seasonal changes, real estate buyers desire and changes in economic conditions.
To reduce these risks, Fund’s assets are evaluated twice a year by independent valuers, and the Fund Manager may use internal
valuations for various purposes, including knowing market conditions well to avoid loss.

Risks of tenants being unable to meet their lease obligations

The real estate assets are leased by two tenants. Consequently, the Fund is vulnerable in the event that one of the tenants fails
to fulfill its obligations. If one of the tenants fails to pay the payments due on a real estate or real estate assets, this may limit the
ability of the Fund Manager to re-rent or rent the property on satisfactory terms. The real estate assets are leased by schools that
have an operating profitability that enables them to commit to paying the rental amounts on a regular basis, and this is ultimately
due to the Fund Manager’s due diligence of operator’s ability to make contractual payments.

The risks of not occupying the real estate for long periods

When any of the real estate units becomes vacant for long periods as a result of the expiry of the lease contract without renewing
it, the inability of the tenant to legally complete the lease, the tenant has declared bankruptcy, cancellation or non-renewal of the
contract or other reasons, the Fund may suffer from a decrease In returns, and hence lower periodic dividends for investors. To
reduce these risks, high occupancy rates must be maintained, the Fund’s properties managed appropriately, the property manager
should be followed in the lease operations and find a replacement. The current occupancy rate is 100% for long-term contracts.
Prior notice is provided by either party before the contract is terminated so that the Fund manager can find an alternative.

Risks of operating companies or companies specialized in property management

The Fund will use a company or companies specialized in operating and managing real estate assets. On the other hand, the
Fund can enter into triple net lease agreement to ensure Fund’s assets are maintained by the operator. Accordingly, any failure,
or defect in the level of service provided by the operator or the tenant for any reason will have a direct and negative impact on the
performance of the Fund and its financial position, and thus on the unit price. To reduce these risks, the Fund Manager undertakes
a thorough analysis to ensure operator has the capacity and ability to maintain assets. This is further verified by period inspections
as undertaken by the Fund Manager and/or its affiliates (such as valuators).
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Taleem REIT

Risks of the possibility of not being able to renew the lease or re-lease the leased area at the end of
the contract period

The Fund depends on its profit on the rental amounts paid by the tenants and accordingly, the financial position of the Fund and
the results of operations and cash flow as well as the ability of the Fund to distribute profits may be affected negatively in the event
that the Fund is not able to immediately re-rent properties or renew the lease contracts. To reduce these risks, the lease contracts
concluded with a prior notice period are included, enabling the Fund to search for an alternative tenant, and the Fund seeks to renew
the lease contracts in line with the prevailing market conditions.

Risks of concluding long-term leases

The Fund will enter into long leases with some tenants. These contracts may include increases in the rental value or may not include
it. It is expected that the returns of the Fund will decrease when there is an increase in operating costs, inflation rates, change in
currency exchange rates, or an increase in real estate prices with the stability of the rental payments. To reduce these risks, these
contracts must be based on commercial foundations and future aspirations to avoid losses.

The risks of investing in the educational sector

The Fund’s performance will be affected by factors that affect the education sector in general. These factors may include factors
related to demand levels, including any economic downturn, restrictions imposed in the educational system in general, revocation of
licenses granted to private schools, or any regulations or regulations (including those related to taxes and fees), or factors related to
supply levels, including increased supply from private or governmental schools. The education sector is one of the defense sectors
and is the least affected by economic conditions. Further, the operators of Fund’s schools’ assets are well-known and have a strong
loyal base of students/parents. Hence, the threat from new entrants is deemed to be low.
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Fund
Governance

In line with CMA rules and regulation, Taleem REIT Fund Board of Directors supervise and monitor the progress of Fund’s performance
in line with Fund’s terms and conditions. During 2019, the Fund’s Board of Directors held two (2) meetings. During these meetings,
Fund’s performance along with any regulatory and compliance related matters were duly discussed.

Fund Board Meetings Meeting Date
Fund Board Meeting (01) 12/05/2019
Fund Board Meeting (02) 24/11/2019

Summary of Major Decisions

1 Approval of 2018 Financial Statements

2 Approval on change in Fund Board composition and the resulting change in the terms and conditions
3 Appointment of sub-fund administrator

4 Appointment of external auditors and approval on the resulting change in terms and conditions

5 Appointment of external auditors and approval on the resulting change in terms and conditions

6 Approval of 30 June 2019 interim financial statements

7 Approval on filing of Fund’s zakat declaration with GAZT and the resulting change in T&C

8 Approval on dividend payments (four approvals in total)
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Services, commissions, fees, and expenses charged to the Fund throughout the year

Management fee

Registration fee (Tadawul)

Listing fee

Custody fee

Audit fee

Fund board fee

Regulatory fee (CMA)

Zakat expense

Other expenses

Expense Ratio

Amount (SAR)

3,824,999

399,981

165,472

136,876

60,000

10,000

7,500

1,529,806

214,069

1.19%

Taleem REIT
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Fund Manager

JdUulS _nmipdll aogcll //
Saudi Fransi Capital

Saudi Fransi Capital

8092 King Fahd Road — Riyadh — Kingdom of Saudi Arabia

Mailing Address: P.0. Box 23454 — Riyadh 11426 — Kingdom of Saudi Arabia
Telephone: +966 11 282 6666 — Fax: +966 11 282 6667

Custodian

khss copttal | CLRLD

KASB Capital

8848 Turki bin Khalid al-Sudairy Road — Riyadh — Kingdom of Saudi Arabia
Mailing Address: P.0. Box 395737 — Riyadh 11375 — Kingdom of Saudi Arabia
Telephone: +966 11 211 0044 — Fax: +966 11 211 0040

Financial Auditor

Crowe

Al Azem, Al Sudairy, Al Shaikh & Partners
CPA's & Consultants - Member Crowe Global

Al-Azem, Al-Sudairy, Al-Shaikh & Partners (a member of Crowe Horwath International)
3174 Prince Muhammad Bin Abdulaziz Road — Riyadh — Kingdom of Saudi Arabia

Mailing Address: P.0. Box 11 — Riyadh 10504 — Kingdom of Saudi Arabia
Telephone: 920004741 — Fax: +966 11 217 5000

Taleem REIT

Fund reports are available upon request and free of charge. These reports are also available on the Fund Manager’s website for free

at www.sfc.sa and on the Saudi Stock Exchange website (Tadawul)

Saudi Fransi Capital (Closed Joint Stock Company owned by Banque Saudi Fransi) — Commercial Registration 1010231217 —

Authorized and Regulated by the Capital Market authority (CMA) under license 11153-37
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Taleem REIT

Al Azem, Al Sudairy, Al Shaikh & Partners

% C CPA's & Consultants
Iem Global
rowe CR Eemo. 32;1'11?1.48

P.O. Box 10504 Riyadh 11443
Kingdom of Saudi Arabia
Telephone: +966 11 217 5000
Facsimile * +366 11 217 6000
Emali: chiicrowe.sa

WWW CTOWe.com/sa

INDEPENDENT AUDITOR'S REPORT

TO: THE UNIT HOLDERS OF
TALEEM REIT FUND
(Managed by Saudi Fransi Capital Company)

Opinion

We have audited the financial statements of TALEEM REIT FUND (the “Fund™) managed by Saudi Fransi Capital
(the “Fund Manager™), which comprise the statement of financial position as at 31 December 2019, and the
statements of comprehensive income, changes in net assets and cash flows for the year then ended, and notes
to the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Fund as at 31 December 2019 and its financial performance and its cash flows for the year then
ended in accordance with the International Financial Reporting Standards (*IFRSs™) that are endorsed in the
Kingdom of Saudi Arabia and other Standards and pronouncement issued by Saudi Organization for Certificate
Public Accountants (SOCPA).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (“ISAs”™) that are endorsed in
the Kingdom of Saudi Arabia. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the
Fund in accordance with the ethical requirements that are relevant to our audit of the financial statements in
Kingdom of Saudi Arabia, 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.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, 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. We have determined the following matters described below to be the key audit matters to be
communicated in our report:

Audit, Tax & consultants

Salman B, AlSudairy Musab AlShaikh Abdullah M. AlAzem
License No. 283 License No. 658 License No. 335
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)

TALEEM REIT FUND
(Managed by Saudi Fransi Capital Company)

Key Audit Matters (Continued)

/) Crowe

Key audit matter

How our audit addressed the key audit matter

Valuation of investment properties

As at 31 December 2019, the carrying value of the
Fund’s investment properties were SAR 471.871
million.

The investment properties are stated at cost less
impairment in value, if any (Refer to Note 5 for
relevant accounting policies). The fair value of the
investment properties is also disclosed along with
its impact on Net Asset Value per unit is disclosed
note 20.

The Fund manager uses two independent valuers
licensed by the Saudi Authority for Accredited
Valuer’s (Tageem) to evaluate the value of the
property at the reporting date.

We consider it as key audit matter since the
valuation requires significant judgement with
respect fo the valuation method adopted including
the appropriateness of the various assumptions
and projections used in the valuation,

All assumptions and projections by their nature
require significant judgement and there is a risk
that changes to these may have significant impact
on the valuation of these investment properties,

This could result in a material misstatement of the
financial statements either through a lack of
recognition of impairment of the investment
properties or through inaccurate disclosures of the
fair value of the investment properties.

Our audit procedures in respect of valuation of invest
properties comprised of the following,

= Assessed the qualification and expertise of
third party valuers appointed by the Fund for the
valuation of the properties

* Assessed the recoverable amount based
assessment prepared by the third party valuers
and assessed the model, assumptions and
estimates used in deriving the recoverable values

» Carried out procedures to satisfy ourselves of the
accuracy of information supplied to the valuers by
Fund manager

Other information included in the Fund’s 2019 Annual Report

The fund manager is responsible for the other information. Other information consists of the information included
In the Fund’s 2019 annual report, other than the financial statements and our auditor’s report thereon. The annual

report is expected to be made available to us after the date of this auditor's report.

Our opinion on the financial statements does not cover the other information and we do not and will not express

any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated.

When we read the other information, if we conclude that there is a material misstatement therein, we are required

to communicated the matter to those charged with governance,

Taleem REIT
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INDEPENDENT AUDITOR’S REPORT (CONTINUED)
TALEEM REIT FUND
(Managed by Saudi Fransi Capital Company)

Responsibilities of Fund Manager 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 the Intemational Financial Reporting Standards (“IFRSs") as endorsed in the Kingdom of Saudi Arabia
and other Standards and pronouncement issued by Saudi Organization for Certificate Public Accountants
(SOCPA), and for such internal control as Fund Manager determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due 1o fraud or error.

In preparing the financial statements, 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 Fund Manager 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 ISAs that are 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 ISAs that are endorsed in the Kingdom of Saudi Arabia, we exercise
professional judgment and maintain professional skepticism 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 1o 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 opinion on the effectiveness
of the Fund's internal control.

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

* Conclude on the appropriateness of 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, 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.

¢ 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.

Taleem REIT
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INDEPENDENT AUDITOR’S REPORT (CONTINUED) % CrOWQ

TALEEM REIT FUND
(Managed by Saudi Fransi Capital Company)

Auditor’s Responsibilities for the Audit of the Financial Statements (Continued)

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 confrol that
we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence. and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independenice, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were
of most significance in the audit of the financial statements of the current year and are therefore the key audit
matters. We describe these matiers in our auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

OIS 5 ¢ Fandedt J1 9 5 ek g il Al Azem, Al Sudairy, Al Shaikh & Partners
2303008 Jgam pay ygsmla Certified Public Accountants
Licznse No Ay sadk 3
323111148 A IR = "—’%
Al Azem, Al Sudairy, Al Shaikh & Partners
Certified Public Accountant R Abdullah M. Al Azem

License No. 335

2 Shaban 1441H (March 26, 2020)
Riyadh, Kingdom of Saudi Arabia

Taleem REIT
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Taleem REIT

TALEEM REIT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

STATEMENT OF FINANCIAL POSITION
As at 31 December 2019

31 December

31 Decemnber 2018
2019 (Restated)

Notes SR SR
ASSETS
Cash and cash equivalents 8 14,622 8,995,466
Investments measured at [air value through profit or loss (IF'VTPL) &) 9,536,997 5,865,841
Nel investment in [inance lease 10 34,838,278 34,993,502
Other assets 11 19,242,894 8,845,968
Investment properties 12 471,871,480 474,374,296
TOTAL ASSETS 535,504,271 533,075,073
LIABILITIES
Meanagement [ee payable 15 2,881,849 987,226
Other habihities 13 245,526 5,473,383
Provision of zakat 18 1,529,806 g
TOTAL LIABILITTES 4,657,181 6,460,609
Net assets attributable to unitholders 530,847,090 526,614,464
Units in issue 14 51,000,000 51,000,000
Net asset value per umt - Book value 10.4088 10.3258
Net asset value per unit — Fair value 20 10.5654 10,4365

The accompanying notes 1 to 26 form an mtegral part of these inancial statements.
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TALEEM REIT FUND

(MANAGED BY SAUDI FRANSI CAPITAL)

Taleem REIT

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2019

INCOME

Income [rom mvestment properties
Finance lease income

Gain on investments measured at FVPL
Other income

TOTAL INCOME

EXPENSES

Management [ees

Custodian fees

Other expenses

TOTAIL EXPENSES

Depreciation expense on investment properties

NET INCOME BEFORE ZAKAT FOR THE YEAR

Provision for zakat

NET INCOME AFTER ZAKAT FOR THE YEAR
OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

ICarnings per unit
Weighted average units in issue

Earmings per umt

For the year For the year

ended ended
31 December 2019 31 December 2018
(Restated)
Notes SR S
16 43,074,265 27.384.360
10 2,423,724 2,434,049
221,156 65,841
5,000 -
45,724,145 20,884,250
15 (3,824,999) (2,585,958)
15 (136,876) 204,374)
(857,022) (594,663)
(4,818,897) (3.384,995)
12 (2,502,816) {625.704)
38,402,432 25,873,551
18 (1,529,806) :
36,872,626 25,873,551
36,872,620 25,873,551
51,000,000 34,417,808
0.7230 0.7517

The accompanying notes 1 to 26 form an integral part of these linancial statements.
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TALEEM REIT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

STATEMENT OF CHANGES IN NET ASSETS
For the year ended 31 December 2019

NET ASSETS ATTRIBUTABLE TO THE UNITHOLDERS AT
THE BEGINNING OF THE YEAR

CHANGES FROM OPERATIONS

Net income for the year

Other comprehensive income

‘Total comprehensive income

CHANGES FROM UNIT TRANSACTIONS

Proceeds from units sold

Value of units redeemed

Net change from unit transactions

Income distributions during the year (note 17)

NET ASSETS ATTRIBUTABLE TO TIHE UNITHHOLDERS AT
THE END OF THE YEAR
UNIT TRANSACTIONS

Transactions in units during the years are summarised as follows:

UNITS AT TIHE BEGINNING OF TIIE YEAR

Units sold
Units redeemed

Net change in units

UNITS AT THE END OF THE YEAR

31 December 31 December
2019 2018
(Restated)
SR SR
526,614,464 293 339,663
36,872,626 25.873.551
36,872,626 25,873,551
- 225,000,000
- 225,000,000
(32,640,000) {(17,598.750)
(32,640,000) (17,598.750)
530,847,090 526,614,464
31 December 31 December
2019 2018
Units Units
51,000,000 28,500,000
- 22,500,000
- 22,500,000
51,000,000 51,000,000

The accompanying notes 1 to 26 lorm an integral part of these [inancial statements.
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TALEEM REIT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

STATEMENT OF CASII FLOWS
For the year ended 31 December 2019

31 December
31 December 2018
2019 (Restated)
Notes SR SR

CASIH FLOWS FROM OPERATING ACTIVITIES
Net income for the year 36,872,626 25,873,551
Adjustment for:

Unreahsed gain [rom nvestments measured at VI PL (166,310) (65,841)

Provision [or zakat 1,529,806 -

Depreciation expense on investment properties 2,502,816 625,704
Ovperating cash flows before working capital changes 40,738,938 20433414
Changes in operating assets and liabilities:

Other Assets (10,396,925) (5,205,627)

Management fee payable 1,894,623 (265,992)

Other liabilities (5,227,858) 114,800
Net cash generated from operating activities 27,008,778 21,076,595
CASIH FLOWS IFROM INVESTINGACTIVITIES
Recovery ol net investment in [inance lease, net 155224 144,897
Purchase ol investments held at FVPL 9 (8,000,000) (5,800,000
Sale of investments held at FVPL, net 9 4,495,154 -
Net cash used in investing activities (3,349,022) (5,655,103)
CASH FLOWS FROM FINANCINGACTIVITY
Dividends paid 17 (32,640,000) (17,598,750)
Cash used in linancing activily (32,640,000) (17.598,750)
NET DECREASE IN CASIH AND CASH EQUIVALENTS (8,980,844) (2,177.258)
Cash and cash equivalents at the beginning of the year 8,995,466 11,172,724
CASH AND CASH EQUIVALENTS AT THE END OF THE
YEAR 8 14,622 8,995,466
Non-cash transaction:

Issue of units in exchange for properties 12 - 225,000,000

During the prior year, the Fund acquired land and buildings mn exchange {or umts 1n the Fund (see note 12 for [urther deta

The accompanying notes 1 to 26 [orm an mtegral part of these financial statements.
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2019

1. THE FUND AND ITS ACTIVITIES

Taleem REIT Fund (the “REIT’ or the “I'und™) 15 a closed-ended Shanah comphant real estate nvestment traded (und
denominated in Saudi Riyals based on an agreement between Saudi Fransi Capital (the “Fund Manager™) and investors
(the “Unitholders™). The Fund commenced its operations on 30 May 2017 (“Commencement Date™), which is the first
day of the listing of Taleem REIT Fund on the Saudi Stock Exchange (“Tadawul™). The address of the Fund Manager is
as follows:

Saudi Fransi Capital

P.O. Box 23454

Riyadh 11426

Kingdom of Saudi Arabia

The duration of the Fund is ninety-nine years from the date of commencement of operations and can be extended at the
sole discretion of the Fund Manager after the approval of the Fund’s Board and the Capital Market Authority (“CMA™).

The Fund’s primary investment objective is to mvest in constructionally developed real estate which is qualified to
generate periodic return and rental income and to distribute ninety percent of the Fund's net profit as dividends to the
unitholders at least annually. The Fund can borrow Shanah compliant [unds up to 50% of the value of its total assets.

The terms and conditions of the Fund have been approved by the CMA on 12 Sha’aban 1438H (corresponding to 8 May
2017). The Subscription days of the Fund commenced on 14 Sha‘aban 1438H (corresponding to 10 May 2017) and
ended on 20 Sha’aban 1438H (corresponding to 16 May 2017). The Fund commenced its operations on 4 Ramadan
1438H (corresponding to 30 May 2017). The terms and conditions has been updated on 24 Dhul-Qidah 1439H
(corresponding to 6 August 2018) upon CMA approval of the issuance of new units. The terms and conditions has
further been updated on 10 Rabi ul Awal 1441H (corresponding to 07 November 2019).

The Fund Manager of the FFund 15 Saudh Frans: Capital and KASB Capital 1s the Custodian [or the Fund.

2 REGULATORY AUTHORITY

The Fund is governed by the Real Estate Investment Fund Regulations (REIFR) and the Real Estate Investment Traded
Funds Instructions (REITF) (the “Regulations™) published by the Capital Market Authority (CMA), detailing the
requirements for all type of real estate funds and traded real estate funds within the Kingdom of Saudi Arabia.

3. BASIS OF PREPARATION

3.1  Statement of Compliance

These tinancial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS™)
as issued by the International Accounting Standards Board (“TASBE™). as endorsed in the Kingdom of Saudi Arabia and
other standards and pronouncements that are 1ssued by Saudi Organization [or Certilied Public Accountants (“SOCPA™)
(collectively referred to “IFRS as endorsed in KSA™).

Assets and liabilities in the statement of financial position are presented in the order of liquidity.

An analysis in respect of recovery or settlement within 12 months after the reporting date (current) and more than 12
months after the reporting date (non-current) is presented in Note 21.

3.2 Basis of measurement

The financial statements have been prepared on a historical cost basis, using the accruals basis of accounting except for
mnvestments measured at fair value through profit or loss that are measured at fair value.

3.3 Functional and presentation currency

These financial statements have been presented in Saudi Arabian Riyal (“SR™), which is also the functional currency of
the Fund. All financial information presented has been rounded to the nearest Saudi Rival (“SR™).
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

4. IMPACT OF CHANGE IN ACCOUNTING POLICIES DUE TO ADOPTION OF NEW STANDARDS

Effective 1 January 2019, the Fund has adopted [FRS 16 - Leases. Accounting policies lor these new standards are
disclosed in note 5 of these financial statements.

The mpact of the adoption of this standard is explained below:
II'RS8 16 - "l eases”
Before JTanuary 01, 2019, the Fund followed following accounting for leases:

When assets are transferred under a finance lease, the present value of the lease payments is recognised as a receivable
and disclosed as “Net investment in finance lease”. The difference between the gross receivable and the present
value of the receivable is recognised as unearned finance income. Lease income is recognised over the term of the lease
using the net investment method, which reflects a constant periodic rate of return.

Leases in which the Fund does not transfer substantially all the risks and rewards and benefits of ownership of an asset
are classified as “Operating leases”. Minimum lease payments are recognised on a straight-line basis over the lease term
and contingent rents are recognised as revenue in the period in which they are earned. Initial direct costs incurred in
negotiating an operating lease are added to the carrying amount of the leased asset and recognised over the lease term
on the same basis as rental income. When the I'und provides mncentives to 1ts customers, the cost of incentives 15
recogmsed over the lease term, on a straight-hne basis, as reduction of rental income.

The Fund adopted IFRS 16 ‘Leases’ the standard replaces the existing guidance on leases, including TAS 17 ‘Leases™,
IFRIC 4 “Determining whether an Arrangement contains a Lease”, SIC 15 “Operating Leases — Incentives™ and SIC 27
“Evaluating the Substance of Transactions in the Legal Form of a Lease™,

IFRS 16 was issued in January 2016 and is effective for annual periods commencing on or after 1 January 2019 IFRS
16 stipulates that all leases and the associated contractual rights and obligations should generally be recognize in the
FFund’s Financial Position, unless the term 1s 12 months or less or the lease for low value asset. Thus, the classification
required under 1AS 17 “Leases™ inlo operating or [inance leases 15 elimmated lor Lessees. FFor each lease, the lessee
recogmzes a hability [or the lease obhgations incurred 1n the [uture. Correspondingly, a night to use the leased asset 15
capitalized, which is generally equivalent o the present value of the future lease payments plus directly attributable
costs and which is amortized over the useful life.

However, Lessor accounting is substantially unchanged from today’s accounting under TAS 17 and Lessors will
continue to classily all leases using the same classification principle as n LAS 17 and distinguish between two types of
leases: operating and [inance leases. The standard requires lessees and lessors 1o make more extensive disclosures than
under [AS 17.

The Fund plans to adopt TFRS 16 using the modified retrospective approach. The Fund elected to apply the standard to
contracts that were previously identified as lease applying TAS 17 and IFRIC 4. The Fund therefore did not apply the
standard to contracts that were not previously identified as containing a lease applying IAS 17 and IFRIC 4.

During the vear, the Fund has performed an assessment of IFRS 16 and resolved that impact of difference as compared
to leases accounted for applving IAS 17 & IFRIC 4 is not material to the Fund’s financial statements as a whole, as
Fund is a lessor.
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

“h SIGNIFICANT ACCOUNTING POLICIES

The sigmficant accounting used n the preparation of these [inancial statements are consistent with those used and
disclosed in the financial statements for the year ended 31 December 2018, except for the policies explained below.

Based on the adoption of new standards explained in note 4, the following accounting policies are applicable effective 1
January 2019 replacing / amending or adding to the corresponding accounting policies set out in 2018 financial statements.

A. Policies effective from 01 January 2019

Right of Use Asset /Lease Liabilities

On initial recognition, at inception of the contract, the Company shall assess whether the contract is, or contains, a lease. A
contract is, or contains, a lease if the contract conveys the right to control the use of an identitied asset for a period of time
mn exchange [or consideration. Control 1s 1dentified 1f most of the benelits are flowing to the Company and the Company
can direct the usage of such assets.

Right of Use Assels

Company apply cost model, and measure nght of use asset at cost;
o Less any accumulated depreciation and any accumulated impairment losses; and
¢ Adjusted for any re-measurement of the lease liability for lease modifications.

Lease Liability

On mitial recognition, the lease habihity 1s the present value of all remaiming payments Lo the lessor.
After the commencement date, Company measures the lease hability by:

¢ Increasing the carrying amount to reflect interest on the lease liability.

s Reducing the carrying amount to reflect the lease payments made and;

e Re-measuring the carrying amount to reflect any re-assessment or lease modification.

B. Policies effective from 01 January 2018

Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include bank balances and deposits with bank
with an original maturity of three months or less.

Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity
instrument of another entity.

a. Financial assets
Classification of financial assets

On 1nitial recognition, a financial asset is classified as measured at amortised cost, Fair Value Through Other
Comprehensive Income (FVTOCI) or Fair Value Through Profit or Loss (FVTFL).

Financial asset held at amortised cost

A financial asset is measured at amortised cost if it meets both of the following conditions and is not designated as at
FVTPL:
e the asset is held within a business model whose objective is to hold assets to collect contractual cash flows; and
e  the confractual 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 (*SPPL™).
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

5. SIGNIFICANT ACCOUNTING POLICTES (CONTINUED)

Financial instruments (continued)
a. Financial assels (continued)

Financial assets held at FVTOCI

A debt instrument 1s measured at FVTOCT only il it meets both of the following conditions and 1s not designated as

FVTPL:

o the asset 1s 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.

FVTOCI debt instruments are subsequently measured at fair value with gains and losses arising due to changes in fair
value recognised i OCL Special commission income and foreign exchange gains or losses are recognised 1n statement
ol comprehensive mcome.

Eguity Instruments

On 1nitial recognition, for an equity investment that is not held for trading, the Fund may irrevocably elect to present
subsequent changes in fair value in OCL This election is made on an investment-by-investment basis.

Financial assets held at FVTPL

All other [inancial assets are classified as measured at FVTPL. This may include equity held for trading and debt
securities not classified as either amortised cost or FVTOCT.

In addition, on initial recognition, the Fund may also urevocably designate a financial asset at FVTPL that otherwise
meets the requirements to be measured at amortised cost or at FVTOCI, if doing so eliminates or significantly reduces
an accounting mismatch that would otherwise arise.

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.

Impairment of financial assels

The Fund recogmses a loss allowance for expected credit losses (“ECL™) on a financial assel that 1s measured at
amortised cost or classified as FVOCI at each reporting date, at an amount equal to the lifetime ECL 1f the credit nsk
on that financial instrument has increased significantly since imitial recognition. When making the assessment, the Fund
uses the change in the risk of a default occurring over the expected life of the financial instrument instead of the change
in the amount of ECL. To make that assessment, the Fund compares the risk of a default occurring on the financial
instrument as at the reporting date with the risk of a default occurring on the financial instrument as at the date of initial
recognition and considers reasonable and supportable mformation, that 1s available without undue cost or effort, that 1s
mdicative ol sigmificant increases 1n credit nisk since 1mtial recogmition. The Fund assumes that the credit risk on a
financial mstrument has not increased sigmficantly since mitial recogmtion 1f 1t 15 determined to have low credit risk at
the reporting date.

If, at the reporting date, the credit risk on a financial instrument has not increased significantly since initial recognition,
the Fund measures the loss allowance for that financial instrument at an amount equal to 12 month ECL. For
receivables, the Fund always measure the loss allowance at an amount equal to lifetime ECL.

Taleem REIT

PAGE: 26



TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

5. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial instruments (continued)

a. Financial assets (continued)

Impairment of financial assels (conlinued)

Evidence of impairment may include indications that the debtors or a group of debtors is experiencing significant
financial diffhiculty, default or delinquency in interest or principal payments, the probability that they will enter
bankruptey or other linancial reorgamsation and where observable data indicate that there 15 a measurable decrease in
the estimated future cash flows, such as changes in arrears or economic conditions that correlate with defaults. For
financial assets carried at amortised cost, the Fund first assesses whether impairment exists individually for financial
assets that are individually significant, or collectively for financial assets that are not individually significant, If the
Fund determines that no objective evidence of impairment exists for an individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment. Assets that are individually assessed for impairment and for which an
mpairment loss 1s, or continues Lo be, recogmsed are not included 1n a collective assessment ol impairment.

The Fund measures ECT. of a financial instrument in a way that reflects an unbiased and probability-weighted amount
that is determined by evaluating a range of possible outcomes, the time value of money, and the reasonable and
supportable information that is available without undue cost or effort at the reporting date about past events, current
conditions and forecasts of future economic conditions.

The carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss is
recognised in the statement of comprehensive income. Special commission income continues to be accrued on the gross
carrying amount using the elfective rate of interest unless the [inancial instrument 15 credit-impaired m which case the
special commission meome 15 recognised on reduced carrying amount. The special commission income 1s recorded as
part of [inance revenue 1n the statement ol comprehensive income.

Derecognition

The Fund derecognises 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 [nancial asset are translerred or in which the Fund neither transfers nor retamns
substantially all of the nsks and rewards of ownership and 1t does not retain control of the [inancial asset.

The Fund enters into transactions whereby 1t transfers assets recogmsed n 1ts statement ol hinancial position, but retains
either all or substantially all of the nisks and rewards of the transferred assets. In such cases, the translerred assets are not
derecognised.

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 realise the asset and settle the hability simultaneously.

b. Financial liabilities

The Fund classifies its financial liabilities at amortised cost unless it has designated liabilities at FVPL. The Fund
derecognises a financial liability when its contractual obligations are discharged or cancelled, or expire.
Investinent properties

Real estate that 1s held for capital appreciation or / and rental vields 1s presented as mvestment property.
Tnvestment properties are stated at cost less accumulated depreciation and impairment in value, if any.

The carrying values of investment properties are reviewed [or impairment when events or changes in circumstances
indicate the carrying value may not be recoverable. Tf any such indication exists and where the carrying values exceed
the estimated recoverable amount, the assets are written down to their recoverable amount, being the higher of their fair
value less costs to sell and their value in use.
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

5.  SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Impairment of non-financial asset

The Fund assesses, at each reporting date, whether there is an indication that an asset may be impaired. If any indication
exists, or when annual impamrment testing for an asset 18 required, the Iund estimates the assel’s recoverable amount.
An assel’s recoverable amount 1s the higher ol an assel’s or cash-generating unit’s (“CGU™) fair value less costs of
disposal and 1ts value mn use. The recoverable amount 15 determmed lor an mdividual asset, unless the asset does not
generate cash inflows that are largely independent of those from other assets or groups of assets. When the carrying
amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount.

In assessing value m use, the estimated [uture cash [lows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the asset. In
determining fair value less costs of disposal. recent market transactions are taken into account. If no such transactions
can be identified, an appropriate valuation model is used.

The Fund bases 1ts impairment calculation on detailed budgets and lorecasts which are prepared separately lor each of
the Fund’s CGU to which the mdividual assets are allocated. These budgets and [orecast calculations are generally
covering a period ol [ive years. A long-term growth rate 15 calculated and apphed to projected [uture cash flows alter
the [ifth year.

Fund management fee

A fund management fee 15 payable at an agreed rate with the FFund Manager. The IF'und Manager will charge a
management fee of 0.75% of the net book value per annum accrued daily and deducted bi-annually. Net book value is
the cost that the IF'und pays through amounts raised [rom mnvestors or through borrowing, in order to acquire or invest n
projects or investments within the [Fund.

Custody fee

As per the Terms and Conditions of the Fund, the Custodian charges custody fees calculated at an annual rate of 0.0375%
of the net asset value of the Fung. This is acerued daily and paid on semi-annual basis.

Provisions

A provision is recognised if, as a result of past events, the Fund has present a legal or constructive obligation that can be
estimated reliably, and 1t 15 probable that an outflow of economic benefit will be required to settle the obhigation.

Net asset value per unit

The net asset value per unit as disclosed in the statement of financial position is calculated by dividing the total equity of
the Fund by the number of units 1n 1ssue at year-end.

Zakat

Zakat 1s computed on the Saudi sharcholders’ share of equity or net income using the basis defined under the Zakat
regulations. Zakat are accrued on a quarterly basis and charged to statement of comprehensive income.

Revenue recognition

Investment properties

Rental income {rom operating leases are recognized on a siraight-line basis.
Finance lease income

At the inception of the lease, the total uneamned finance income i.e. the excess aggregate minimum lease payments plus
residual value (guaranteed and unguaranteed), 1f any, over the cost of the leased assets, 13 amortised over the term of the
lease. and hinance lease income 15 allocated to the accounting periods so as to rellect a constant penodic rate of return
on the FFund’s net investment outstanding with respect to the lease.
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

5. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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 hability, or

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

The fair value of an asset or a liability is measured using the assumptions that market participants would use when pricing
the asset or liability, assuming that market participants act in their economic best interest.

A fair value measurement of a non-financial asset takes nto account a market participant's ability to generate economic
benefits from the asset’s highest and best use or by selling it to another market participant that would utilise the asset in its
highest and best use.

The Fund uses valuation techniques that are appropriate in the circumstances and for which sufficient data are available to
measure fair value, maximizing the use of relevant observable inputs and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorized within the
fair value hierarchy. This is described, as follows, based on the lowest level input that 1s significant to the fair value
measurement as a whole:

. Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

. Level 2 - Valuation techniques for which the lowest level input that 1s significant to the fair value measurement
15 directly or indirectly observable; and

. Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value measurement

1s unobservable.

For assets and liabilities that are recognized in the financial statements at fair value on a recurring basis, the Fund
determines whether transfers have occurred between levels in the hierarchy by re-assessing categorization (based on the
lowest level mput that 1s sigmficant to the far value measurement as a whole) at the end of each reporting peniod. The
FFund determines the policies and procedures for both recurnng [mr value measurement, and lor non-recurnng
measurement.

At each reporting date, the Fund analyses the movements in the values of assets and liabilities which are required to be re-
measured or re-assessed as per the Fund’s accounting policies. For this analvsis, the Fund verifies the major inputs applied
in the latest valuation by agreeing the information in the valuation computation to contracts and other relevant documents.

The Fund also compares the change 1n the [ar value of each asset and hability with relevant external sources to determine
whether the change 1s reasonable.

For the purpose of fair value disclosures, the Fund has determined classes of assets and liabilities on the basis of the
nature, characteristics and risks of the asset or hability and the level of the fair value herarchy, as explamed above. Fair
value related disclosures [or financial instruments that are measured at fair value or where [air values are disclosed are
discussed 1n note 19.

Capi tal

Units in the Fund are classified as equity instruments when:

. The units entitle the holder to a pro rata share of the Fund’s net assets in the event of the Fund’s liquidation;

. The units are in the class of instruments that 1s subordmate to all other classes of instruments;

. All units in the class of instruments that is subordinate to all other classes of instruments have identical [eatures;

. The units do not include any contractual obhgation to deliver cash or another [inancial asset other than the holder’s
rights to a pro rata share of the I'und’s net assets; and

. The total expected cash flows attributable to the units over the life of the instrument are based substantially on the

profit or loss, the change n the recogmsed net assets or the change m the fair value of the recogmsed and
unrecognised net assets of the Fund over the life of the instrument.

Taleem REIT

PAGE: 29



TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

5. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

In addition to the units having all of the above features, the Fund must have no other financial instrument or contract that
has:

. Total cash flows based substantially on the profit or loss, the change in the recognised net assets or the change in
the fair value of the recognised and unrecognised net assets of the Fund; and
. The effect of substantially restricting or fixing the residual return to the unitholders in the Fund.

The Fund continuously assesses the classification of the umits. If the umits cease to have all the [eatures, or meet all the
conditions set out, 1o be classified as equity, the I'und will reclassify them as [inancial habihties and measure them at [air
value at the date of reclassification, with any differences [rom the previous carrying amount recognised in equity. If the
units subsequently have all the features and meet the conditions to be classified as equity, the Fund will reclassify them as
equity instruments and measure them at the carrying amount of the liabilities at the date of the reclassification.

The 1ssuance, acquisition and cancellation of the Fund’s units are accounted for as equity transactions.

Upon the issuance of units, the consideration received is included in equity. Transaction costs incurred by the Fund in
1SsUINg or acquiring its own equity instruments are accounted for as a deduction from equity to the extent that they are
mcremental costs directly attributable to the equaty transaction that otherwise would have been avoided.

Earnings per unil

Earmngs per unit 15 calculated by dividing the net income for the year by the weighted average number of umts
outstanding during the year.

6. SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS(CONTINUED)

The preparation of the IF'und’s financial statements i conformity with the [FRS endorsed in the Kingdom of Saudi Arabia,
requires the use ol estimates and assumptions that aflect the reported amounts of assets and habihties and disclosure ol
contingent assels and liabilities at the reporting date and the reported amounts of revenue and expenses during the
reporting year. Estimates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances. The Fund makes
estimates and assumptions concerning the future. The resulting accounting estimates, by definition, may differ from the
related actual results.
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TALEEM RETT FUND
(MANAGED BY SAUDI FRANSI CAPITAL)

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
For the year ended 31 December 2019

6. SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS (CONTINUED)

Sigmficant areas where management has used estimates, assumplions or exercised judgements are as {ollows:

Going concern

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 financial statements continue to be prepared on the going concern basis.

Net investment in finance lease

The following are the critical assumptions that have been made in the process of applying the Fund’s accounting
policies for the net investment in finance lease that have a significant effect on the amounts recognised in the financial
statements:

s the present value ol the [inance lease receivable amounts to substantially all of the fair value of the leased asset at
the inception of the lease; and
o the lease term of the assets covers the major part of the economic life of the leased asset.

Valuation of investinent properties

Impairment exists when the carrying value of an asset or cash generating unit exceeds its recoverable amount, which is the
higher of its fair value less costs to sell and its value in use. The fair value less costs to sell calculation is based on
available data from binding sales transactions, conducted at arm’s length, for similar assets or observable market prices
less incremental costs for disposing of the asset. The value in use calculation is based on a discounted cash flow model.
The cash [lows are derived [rom the budget [or the assets” uselul lives and do not mclude restructuring activities that the
IFund 15 not yet committed to or sigmiicant future investments that will enhance each asset’s performance of the cash-
generating unmit being tested. The recoverable amount 15 sensitive 1o the discount rate used lor the discounted cash [low
model as well as the expected [uture cash inflows and the growth rate used [or extrapolation purposes.

The valuation of the investment properties (the “properties”™) is carried out by Olaat Properties Management and ValuStrat
Consulting. These two valuers are hcensed by the Saudi Authonty [or Accredited Valuers (T AQEEM™).

The valuation models have been applied in accordance with the recommendations of the International Valuation
Standards Committee. The Fund manager has concluded that the valuation models used by the Fund are consistent with
the principles in IFRS 13. These models comprise land plus cost method, residual value method and the discounted cash
flow (“DCE™) method.

Under the DCF method, a property’s fair value is estimated using explicit assumptions regarding the benefits and
labihties of ownership over the asset’s hfe including estimated rental income and an exat or terminal value. This
involves the projection of a series of cash flows to which an appropriate, market-derived discount rate is applied to
establish the present value of the income stream.

7. STANDARDS ISSUED BUT NOT YET EFFECTIVE
New IFRS, amendments and interpretations issued not yet effective and not early adopted

There are several standards and interpretations that are issued, but not yet effective, up to the date of authorization of the
Fund’s financial statements. In the opinion of the Board, these standards will have no significant impact on the financial
statements of the 'und. The IFund intends to adopt these standards, 1f applicable, when they become ellective.
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8. CASH AND CASH EQUIVALENTS

31 December 31 December
2019 2018
SR SR

Bank balances 14,622 8,995 466

The bank balances represents the cash maintained with the Fund Manager (Saudi Fransi Capital). The Fund
Manager has deposited the cash in a current account maintained with Bangue Saudi Fransi under the name of the
Fund manager (Saudi Fransi Capital). No special commission is receivable on this balance.

The management has conducted a review as required under IFRS 9 and based on such an assessment, the
management beleves that there 1s no need for any significant impairment loss against the carrying value of bank
balances.

9. INVESTMENTS MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS (FVTPL)

Investments as at the reporting date comprise of investments in mutual funds.

31 December 31 December
2019 2018
SR SR
Financial assets held at fair value through profit or loss
Al Badr Murabaha Fund 9,536,997 5,865,841
The following is the movement in investments during the year:
31 December 31 December
2019 2018
SR SR
Carrying amount: —
At beginning of the year 5,865,841 -
Additions during the vear 8,000,000 5,800,000
Sold during the year (4,495,154) -
At end of the year 9,370,687 5,800,000
Changes in fair value:
Changes 1n [air value during the year 166,310 65,841
Net investments at end ol the year 9,536,997 5,865,841
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10. NET INVESTMENT IN FINANCE LEASE

31 December

31 December 2018
2019 (Restated)
SR SR
a) Net investment in finance lease consists of:
Gross mvestment 1n [inance lease (see (b) below) 74,770,116 77,349,064
Less: Unearned finance income (see (c) below) (39,931,838) (42,355,562)
34,838,278 34,993,502
b) The future minimum lease paymenls to be received consist of:
Within one year 2,578,947 2,578,947
After one year but not more than five vears 10,966,974 10,702,632
Five years onwards 61,224,195 64.067.485
74,770,116 77.349.004
¢) The maturity of unearned finance income is as follows:
Within one year (2,419,729) (2,423,730)
Aller one year but not more than [ive years (9,456,068) (9.545,697)
Five years onwards (28,056,041) (30,386,135)

(39,931,838) (42,355,562)

IFinance income earned on the [inance lease duning the year was SR 2.42 million (31 December 2018 (Restated): SR
2.43 million). The total inance lease income 1s allocated Lo the accounting periods so as to reflect a constant periodic
rate ol return on the Fund’s net investment outstanding with respect to the lease.

The management has conducted a review as required under IFRS 9. which included taking into account numerous
variables. Based on the assessment, the management believes that there is no need for any significant impairment loss

against the carrying value of net investment in finance lease at the reporting date.

The finance lease represents the building of the Tarbiah Islamiah School (refer note 12).

11. OTHER ASSETS

31 December

31 Deceinber 2018
2019 (Restaled)
SR SK
Rent receivable® 18,712,295 8,579,083
Receivable from lessee 525,000 262,500
VAT receivable — input tax 5,599 4,385
19,242,894 8,845,968

*This represents the dillerence between the accumulated rental income at the reporting date (alter taking into account
contractually agreed future rent escalations) and the accumulated amount ol rent due under the contract as at the
reporting date.
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12. INVESTMENT PROPERTIES

31 December 31 December

2019 2018
{Restated)
Sk SR
Cost:
At the beginning of the year 475,000,000 250,000,000
Additions - 225,000,000
At the end of the year 475,000,000 475,000,000
Accumulated depreciation:
At the beginning of the year 625,704 =
Charged during the year 2,502,816 625,704
At the end of the year 3,128,520 625,704
Net book value 471,871,480 474,374,296

The mvestment properties represent following two acquired properties:

During 2018, the Fund acquired the land and building leased out to “Al Rwad International School™ for a
consideration of SR 225 million worth of Fund units at SR 10 per unit on 26 September 2018 corresponding to
16 Muharram 1440. The said property is held in the name of “Raj Three Company Limited™ which is owned by
the KASB Capital (“Custodian of the Fund™). Raj Three Company Limited is holding the property in its name
for the beneficial ownership of the Fund and does not possess any controlling interest or any stake in the
property. Al Rwad International School is located in the Alnuzha district in Riyadh City and covers an area of
30,000 square meters. The previous owner (Raj Three Company Limited) holds 28.46% (31 December 2018:
30.88%) ol the total umits in the Fund. The Fund has classified land and building as an Investment Property.

During 2017, the Fund acquired the land and building leased out to “Tarbiah Islamiah School” for a
consideration of SR 285 million worth of Fund units at SR 10 per unit on 29 Shabaan 1438 corresponding to 25
May 2017. The said property is held in the name of “Rabwa Taleem Real Estate Company™ which is owned by
the KASE Capital (“Custodian of the Fund™). Rabwa Taleem Real Estate Company is holding the property in its
name for the beneficial ownership of the Fund and does not possess any controlling interest or any stake in the
property. Tarbiah Islamiah School is located in the Umm-al-Hamam district in Riyadh City and covers an area of
45,666.94 square meters on Al-Takhassus: Street. The previous owner (Ahmed Al Rasheed and Sons lHolding
Company) holds 39.11% (31 December 2018: 39.11%) ol the total umts in the Fund. The Fund has classified
land as an Investment Property.

13. OTHER LIABILITIES
31 Deceinber 31 December
2019 2018
SR SR
Unearned rentals - 5,250,000
Accrued expenses and others 245,526 223,383

245,526 5,473,383

14. CAPITAL

The capital of the Fund is SR 510 million (31 December 2018: SR 510 million) divided into 51 million (31
December 2018: 51 million) participating umits of SR 10 par value, with each carrying one vote. All 1ssued
participating umits are [ully paid and are histed on the Saudi Stock lixchange (Tadawul). The Fund’s capital 1s
represented by these participating units and are classified as equity mstruments. The umits are entitled to
dividends when declared and to payment ol a proportionate share of the Fund’s net asset value upon winding up
of the Fund. A reconciliation of the number of units outstanding at the beginning and end of each reporting
period is presented in the Statement of changes in equity.
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15. RELATED PARTY TRANSACTIONS AND BALANCES

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 1s directed to the substance of the relationship, not merely the legal form.

Related parties include Saudi Fransi Capital (“the Fund Manager™), Banque Saudi Fransi (the Bank and the

sharcholder of the Fund Manager), the Funds’ Board of Directors (BOD), affiliates of the Fund Manager, the Funds
managed by the Fund Manager and the Unit holders of the Fund,

In the ordinary course of 1ts activities, the FFund transacts business with related parties. The related party transactions
are governed by himits set by the regulations 1ssued by CMA. All the related party transactions are approved by the
Tund Board.

Transactions with related parties during the years and balances are as follows:

Related Amount of transaclions Balances
Party Nature of transaction Receivables / (Payables)
For the year
For the year ended
ended 31 December
31 December 2018 31 December 31 Decenber
2019 { Restated) 2019 2018
SR SR SR SR
Fund manager  Asset management fees (note
“a” below) (3.824,999)  (2,585,958) (2,881,849) (987.226)
Expenses paid by the Fund
manager on behall of the Fund - - (69,250) -
Board of Board fees to mdependent
directors board members (10,000) (10,000) (15,000) (15,000)
Unitholders Purchase of land and building - 225,000,000 - -
Rental income 43,074,265  27.384.360 18,712,295 8,579,083
Finance lease income 2,423,724 2,434,049 2 -
Recewvable from lessee - - 525,000 262,500

As per the Terms and Conditions of the Fund, the Fund Manager charges a management [ee calculated at an annual
rate of 0.75% of the net asset value of the Fund. This is accrued daily and paid on a semi-annual basis.

During the year 2018, the Fund Board resolved to charge the Management fee based on the Capital base (SAR 510
million) of the Fund instead of net assets of the Fund as long as the NAV is above the Capital base.

The Fund maintained cash with Saudi Fransi Capital at SR 14,622 (31 December 2018: SR 8,995 466). This cash is
deposited in a current account maintained with Banque Saudi Fransi under the name of the Fund manager (Saudi Fransi
Capital).

The Fund holds investments 1in Al Badr Murabaha [F'und which 1s managed by the I'und Manager. As at year-end, the fair
value of the investments is SR 9,536,997 (31 December 2018: SR 5,865,841

The Fund has entered into lease agreements with two of its unit holders and currently all the revenues recognised in the
financial statements are from the said lease agreements.
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16. INCOME FROM INVESTMENT PROPERTIES

For the year

For the year ended
ended 31 December
31 December 2018
2019 {Restated)
SR SR
Lease rental income on investment properties 43,074,265 27,384,360

The operating lease relates to land of Tarbiah Islamiah School, and land and building of Al Rwad International School
which is leased out for a remaining lease term of 24.2 years (31 December 2018: 252 years) and 22.25 vears (31
December 2018: 23.25 years) respectively. The leases provide for tenants to pay the base rent, with provisions for
contractual increases in base rent over the term of the leases.

Future rental commitments (1o be received) at vear end, under the operating leases 15 as [ollows:

31 December

31 Deceinber 2018
2019 (Restuted)
SR SR
Mot later than one year 32,941,053 32,941,053
Later than one year and less than [ive years 143,820,726 138,883,368
Later than five years 826,417,764 864296174

1,003,179,543 1,036,120,595

17. DIVIDEND / DISTRIBUTION

During the year, the Fund has paid dividends amounting to SR 32.64 million (31 December 2018: SR 17.6 million).
The dividend per unit amounted to SR 0.64 per unit (30 December 2018: SR 0.6175 per unit).

Subsequent to the year-end, the Funds® Board has approved, declared and paid dividends amounting to SR 8.16
million (SR0.16 per umt) (31 December 2018: SR 8.16 million (SR 0.16 per umt).

18, ZAKAT

a) Basis for Zakat:
Up to the period ended December 31, 2018, the Fund was not subject to Zakat. However, during the year 2019, the
Fund voluntanly registered as a Zakat-able entity. Zakat 1s payable at 2.5% of higher of the approximate zakat base
and adjusted net income attnbutable to the Saudi Unitholders.

The Fund has computed the provision [or zakat based on the zakat base.
b) Movement of provision for zakat:

31 December 31 December
2019 2018
SR SR

Balance at the opening of the vear = -
Provision for the year 1,529,800 -
Payments during the year -
Balance at the end ol the year 1,529,806 -

¢) Status of annual return and assessments:

The Fund would file the annual return for the year ended 31 December 2019 within the stipulated timelines as
specified under the Zakat regulations issued by General Authority of Zakat and Tax (“GAZT™)
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19. FAIR VALUE OF FINANCIAL INSTRUMENTS

Determination of fair value and fair value hierarchy
The Fund uses the following hierarchy for determining and disclosing the fair value of financial mstruments:

Level 1: quoted market price: financial instruments with quoted unadjusted prices for identical instruments in active
markets.

Level 2: quoted prices in active markets for similar assets and liabilities or other valuation techniques for which all
significant inputs are based on observable market data.

Level 3: valuation techniques for which any significant input is not based on observable market data.

The Fund’s [inancial assets consist of bank balances, [inancial assets held at FVTPL, and net investment i [inance
lease and 1ts financial habihties consist of management fees payable and other habihties.

The following table shows the carrying amount and fair values of financial assets and financial liabilities, including their
levels in the fair value hierarchy for financial instruments are measured at fair value. Tt does not include fair value
information for financial assets and financial liabilities that are not measured at fair value and then carrying amount is a
reasonable approximation of fair value.

Carrying
value lLevel 1 lLevel 2 lLevel 3 Total
31 Decentber 2019 SR
Financial assets at FVTPL 9,530,997 9,536,997 = - 9,530,997
9,536,997 9,536,997 = 2 9,536,997
31 December 2018 SR
Financial assets at FVTPL 5,865,841 5,865,841 = = 5,865,841
5.865.841 5.865.841 s 3 5.865.841

The Fund believes that the fair value of net investment in finance lease is approximately equal to its carrying value. The
Fund also believes that the fair value of all other financial assets and liabilities approximately equal their carrying value.

Durmg the year ended 31 December 2019, there were no translers between Level 1 and Level 2 fair value measurements,
and no transfers into or out of level 3 fair value measurements.

The Fund will monitor the fair value on a regular basis in line with the relevant legislation.
Valuation techniques

When the [air values of items recorded 1n the statement of [inancial position cannot be denved 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 18
required in establishing fair values. The estimates include considerations of liquidity and model inputs related to items
such as credit risk (both own and counterparty), correlation and volatihty. Changes 1n assumptions about these [actors
could affect the reported fair value of items in the statement of financial position and the level where the items are
disclosed in the fair value hierarchy. The models are tested for validity by calibrating to prices from any observable
current market transactions n the same item (without modilication or repackaging) when available. To assess the
significance of a particular input to the entire measurement, the fund performs sensitivity analysis or stress testing
techniques.
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20. EFFECT OF NET ASSET VALUE IF INVESTMENT PROPERTIES ARE FAIR VALUED

In accordance with Article 22 of the Real Estate Investment Funds Regulations issued by CMA in the Kingdom of Saudi
Arabia, the Fund Manager evaluates the Fund’s assets based on an average of two evaluations prepared by mdependent
valuers. As sel oul in the terms and conditions of the FFund, the net asset values declared are based on the market value
obtained. IHowever, m accordance with International Accounting Standards 40 ("IAS 40") the Fund opted to use the cost
method wherein investment properties are carried at cost less accumulated depreciation and impairment, i any, in these
financial statements. Accordingly, the fair value below is disclosed for information purposes and has not been accounted
for in the Fund's books.

The valuation of the investment propertics (the “properties™) is carried out by Olaat Properties Management and
ValuStrat Consulting. These two valuers are licensed by the Saudi Authority for Accredited Valuers (“TAQEEM™). The
Fund Manager has used the average of the two valuations for the purposes of disclosing the fair value of the properties.
The properties were valued taking into consideration of a number of factors, including the area and type of properties,
and valuation techmques using significant unobservable inputs, mcluding the land plus cost method, residual value
method and the discounted cash [low method.

Below is an analysis of the properties fair value versus cost:

31 Decemntber

31 December

2019 2018
{Restaled)

SR SR
Estimated fair value of investment properties 479,858,209 480,017,931
Book value of investment properties (471,871,480) (474,374,296)
istimated [air value 1n excess of book value 7,986,729 5,643,635
Units in issue (numbers) 51,000,000 51,000,000
Value per umt relating to excess of estimated lair value over book
value of investment properties 0.1566 0.1107

Net asset value

31 December

31 December

2019 2018
(Restated)
SR SR
Net asset value as per the financial statements 530,847,090 526,614 464
listimated lair value 1n excess of book value ol
nvestment properties 7,986,729 5,643,635
Net asset value based on fair valuation of
investment properties 538,833,819 532,258,099
Net asset value per unit
Net asset value per unit as per the financial statements 10.4088 10.3258
Estimated fair value in excess of book value of
investment properties 0.1566 0.1107
Net asset value per unit based on fair valuation of
investment properties 10.5654 10.4365

The Fund’s investment in the building of Tarbiah Islamiah School has been classified as a finance lease in accordance
with II'RS as endorsed in KCSA. The lair value ol the net investment in finance lease has been determined based on the
market special commission rates. As of the reporting date, the carrying value of the net investment in finance lease
approximates 1ts fair value.
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21. MATURITY ANALYSIS OF ASSETS AND LIABILITIES

The table below shows an analysis of assets and liabilities according to when they are expected to be recovered or settled
respectively:

Within After

12 months 12 months Total
31 December 2019 SR SR SR
ASSETS
Cash and cash equivalents 14,622 = 14,622
Financial assets held at FVPL 9,536,997 - 9,536,997
Net investment in finance lease 159218 34,679,060 34,838,278
Other assets 530,599 18,712,295 19,242,894
Investment properties, net - 471,871,480 471,871,480
TOTAIL ASSETS 10,241,436 525,262,835 535,504,271
LIABILITIES
Management fees payable 2,881,849 - 2,881,849
Other habilities 245,526 - 245,526
Provision ol zakat 1,529,806 - 1,529,806
TOTAL LIABILITIES 4,657,181 - 4,657,181

Within After

12 months 12 months Tolal
31 December 2018 SR SR SR
ASSETS
Cash and cash equivalents 8,005 466 - 5,905 466
['inancial assets held at F'VPLL 5.865.841 - 5,865,841
Net investment in finance lease 155217  34.838.285 34,993,502
Other assets 266.886 8.579.083 8,845,968
Investment properties, net - 474,374 296 474,374 298
TOTAL ASSETS 15,283,410 517,791,663 533,075,073
LIARILITIES
Management fees payable 987,226 . 987,226
Other liahilities 5,473,383 - 5,473,383
TOTAL LIABILITIES 6,460,609 - 6,460,609
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22. RISK MANAGEMENT

Credil risk

Credit risk is the possibility of non-payment by counterparties and financial institutions through which the Fund
transacts. The Fund is exposed to credit risk on its bank balance and net investment in finance lease. The bank balance
1s maintained with a reputed local bank in the Kingdom of Saudi Arabia. The net investment in finance lease is made
with two unit holders of the Fund for whom no credit rating is available. Cash flows from the lessees are being
received in accordance with the lease with no issues of default. The maximum exposure to the credit risk for the
financial assets is their carrying value.

The following table shows the FFund’s maximum exposure to credit risk for components of the statement of financial
position.

31 December

31 December 2018
2019 (Restated)
SR SR
Cash equivalents 14,622 8,995 466
Net investment in [inance lease 34,838,278 34,993,502
34,852,900 43,988,968

Liquidity risk

Liguidity sk 1s the risk that the Fund may encounter difficulty in generating [unds to meet commitments associated
with financial habihties which comprise of management lees payable and other habihties. The Fund 1s a closed-ended
fund and further to subscribing to the Fund’s units during the offering period, no sales and purchase of units are
permitted, unless specifically approved by the CMA,

The remaining contractual maturities at the reporting date of the Fund’s financial Liabilities consisting of management
fee pavable and other habiliies are all due within 12 months. The undiscounted amount of these {inancial liabilities
approximates their carrying values at the reporting date.

The Fund Manager already has adequate cash and liquid assets to settle its financial liabilities as they fall due and
expects to settle its financial liabilities upon receipt of further amounts from lease rentals.

Market risk

The Fund will be subject to the general conditions of the real estate sector in Saudi Arabia, which itself is influenced
by a variety of factors such as, but not lmited, to the overall macroeconomic growth of the Kingdom, special
commission rates, demand-supply ol land, availabihity ol financing, nvestor sentiment, hquidity, foreign exchange
rate and the legal and regulatory environment.

Currency risk

Currency risk is the risk that the value of a financial instrument may fluctuate due to a change in foreign exchange
rates. The financial instruments of the Fund i.e. bank balances, financial assets held at FVPL, management fee
payable and other liabilities are denominated in Saudi Arabian Riyals. Accordingly, the Fund is not exposed to any
currency risk.
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22. RISK MANAGEMENT (continued)

Markel visk (continued)

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 ansing [rom uncertainties about future prices. The Fund
Manager manages this risk through diversilication ol 1ts mvestment portfolio in terms of industry concentration.

Sensitivity analysis
The table below sets out the elfect on profit or loss of a reasonably possible weakening / strengtheming in the equity

markel price of 5% at reporting date. The esimates are made on an individual investment basis. The analysis assumes
that all other variables, in particular interest and foreign currency rates, remain constant.

31 December 31 December
2019 2018
SR SR
Strengthemng of 5% 465,242 293.292
Weakening of 5% (465,242) (293,292)

Investment property price visk

Investment property price risk is the risk that the tenant may become insolvent causing a significant loss of rental
income and reduction in the value of the associated property. The Fund Manager manages this risk through review of
financial status of all tenants and decides on the appropriate level of security required via rental deposits or guarantee.

Excessive visk concentration

Concentration indicates the relative sensitivity of the Fund’s performance to developments affecting a particular
industry or geographical location. Concentrations of risk arise when a number of financial instruments or contracts are
entered into with the same counterparty, or where a number of counterparties are engaged in similar business
activities, or activities in the same geographical region, or have similar economic features that would cause their
ability to meet contractual obligations to be similarly affected by changes in economic, political or other conditions.
Concentrations of hquidity nisk may anse [rom the repayment terms ol [inancial habilities, sources of borrowing
facihities or reliance on a particular market in which to reahse hquid assets. Concentrations ol loreign exchange nisk
may arise 1f the F'und has a sigmficant net open position 1n a single foreign currency, or aggregate net open posiions
in several currencies that tend to move together. Tn order to avoid excessive concentrations of risk, the Fund’s policies
and procedures include specific guidelines to focus on maintaining a diversified portfolio. The Fund manager is
instructed to reduce exposure to manage excessive risk concentrations when they arise. As the Fund is invested in real
estate in Kingdom of Saudi Arabia there is a concentration of geographical risk.

Special communission rate visk
Special commission rate risk is the risk that the value of financial mstruments will fluctuate due to changes in the
market special commission rates. The Fund is subject to special commission rate risk or future risks on its special

commission bearing assets including net investment in finance lease.

The Fund does not account for any lixed rate special commission bearning [inancial assets at fair value and therelore, a
change n special commission rates at the reporting date would not have any affect on the [inancial statements.
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23. SEGMENT INFORMATION

The Fund is invested into two real estate investments in the Kingdom of Saudi Arabia. As it is invested in a single
industry sector and in a single country, no segment information has been presented.

24. RESTATEMENTS

During the year ended 31 December 2019, the Fund Manager identified that real estate property, (Al Rwad International
School), acquired during the year 2018 was not assessed appropniately at the time of imtial recogrmtion and accordingly
had been wrongly classified the buwilding portion of the property as a [nance lease. The Fund Manager have now taken
mto consideration all the [actors related to acquisition and lease arrangement that existed at the date ol imtial recogmtion.
Accordingly, the Fund Manager has now rectified the error of classification and have restated the financial statements in
accordance with IAS 8.

Following is the reconciliation for impact of restatements on the statement of financial position as of 31 December 2018,

31 December 2018

(Previously
disclosed) Adjustments (As restated)
SR SR SR

ASSETS
Net investment in finance lease 172,581,399 (137,587.897) 34,993 502
Other assets 8,100,184 745,785 8,845,969
Investment properties 337,345,000 137,029,296 474,374,296
Tmpact on Total Assets / Net Assets 518,026,583 187184 518,213,767

Following is the reconciliation for impact of restatements on the statement of comprehensive income for the year ended
31 December 2018.

For the year ended 31 December 2018

”;rf"?‘;m_fj‘;y Adjustments (As restated)
HISCIOSER, SR SR

SR
INCOME
Income from investment properties 24,176,346 3,208,014 27,384,360
Finance lease income 4,820,175 (2,395,126) 2,434,049
Net impact on total income 29,005,521 812,888 29 818,409
Depreciation expense on investment properties - (625,704) (625,704)
Net impact on comprehensive income 29,005,521 187,184 29,192,705

25. LAST VALUATTON DAY
The last valuation day of the year was 31 December 2019 (2018: 31 December 2018).
26. APPROVAL OF THE FINANCIAL STATEMENTS

These financial statements were approved by the Fund Board on 26 March 2020 (corresponding to 2 Shaban 1441H).
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