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INDEPENDENT AUDITOR'S REPORT

TO THE UNITHOLDERS

ALJAZIRA USD MURABAHA FUND
(MANAGED BY ALJAZIRA CAPITAL)
RIYADH, KINGDOM OF SAUDI ARABIA

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Aljazira USD Murabaha Fund (“the Fund”) being
managed by Aljazira Capital Company (the "Fund Manager"), which comprise of the statement of
financial position as at December 31, 2020, and the statement of comprehensive income, statement
of changes in net assets (equity) attributable to the unitholders and statement of cash flows for the
year ended to 31 December 2020 and the notes to the financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying financial statements taken as a whole present fairly, in all material
respects, the financial position of the Fund as at December 31, 2020, and its financial performance
and its cash flows for the year ended to 31 December 2020 in accordance with International Financial
Reporting Standards ("JFRS") that are endorsed in the Kingdom of Saudi Arabia, and other standards
and pronouncements endorsed by the Saudi Organization for Chartered and Professional
Accountants (“SOCPA™),

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing ("ISA") 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 professional code of conduct and
ethics that are endorsed in the Kingdom of Saudi Arabia that are relevant to our audit of the Fund’s
financial statements and we have fulfilled our ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS that are endorsed in the Kingdom of Saudi Arabia and other standards and
pronouncements endorsed by SOCPA and the Fund’s Terms and Condition, and for such internal
control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Fund’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Fund or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund’s financial reporting
process.
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INDEPENDENT AUDITOR'S REPORT

TO THE UNITHOLDERS

ALJAZIRA USD MURABAHA FUND
(MANAGED BY ALJAZIRA CAPITAL)
RIYADH, KINGDOM OF SAUDI ARABIA

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 to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

- Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
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 the management.

- Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Fund’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our audit 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.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

STATEMENT OF FINANCIAL POSITION
As at 31 December 2020
(Amounts in United States Dollars)

31 December

31 December

Notes 2020 2019
ASSETS
Cash and cash equivalents 5,8 5,978,687 154,044
Investments carried at fair value through profit or loss 6 40,219,101 6,481,778
(FVTPL)
Investments carried at amortized cost — Murabaha 7 26,898,625 65,431,909
Receivable against sale of investment 1,275,000 -
TOTAL ASSETS 74,371,413 72,067,731
LIABILITIES
Management fee payable 8 38,902 73,272
Payable to unitholders on account of redemption 7,249,806 51,493
TOTAL LIABILITIES 7,288,708 124,765
NET ASSETS (EQUITY) ATTRIBUTABLE TO 67,082,705 71,942,966
THE UNITHOLDERS
Units in issue (in numbers) 9 645,263 702,989
Net Asset (Equity) Value per unit 103.96 102.34

The accompanying notes 1 to 17 form an integral part of these financial statements.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund

(Managed by Aljazira Capital Company)
STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2020

(Amounts in United States Dollars)

For the period
from 10 February
2019 (Date of

Year ended 31 Commencement) to
Notes December 2020 31 December 2019
Income
Net realized and unrealized gain from investments 8,10 313,367 311,986
carried at FVTPL

Income from investments at amortized cost 7.1 1,189,916 1,527,567
Other income 2,982 -
1,506,265 1,839,553

Expenses
Management fees 8 214,753 174,969
Other expenses 1,218 9,188
215,971 184,157
Net income for the year/period 1,290,294 1,655,396
Other comprehensive income for the year/period - -
Total comprehensive income for the year/period 1,290,294 1,655,396

The accompanying notes 1 to 17 form an integral part of these financial statements.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

STATEMENT OF CHANGES IN NET ASSETS (EQUITY) ATTRIBUTABLE TO THE

UNITHOLDERS
For the year ended 31 December 2020
(Amounts in United States Dollars)

Net assets (Equity) attributable to the Unitholders at
beginning of the year/period

Total comprehensive income for the year/period
Contributions and redemptions by the unitholders

Issuance of units

Redemption of units

Net changes from unit transactions

Net assets (Equity) attributable to the Unitholders at
end of the year/period

The accompanying notes 1 to 17 form an integral part of these financial statements.

For the period from

10 February 2019
(Date of

Year ended 31 Commencement) to

December 2020 31 December 2019
71,942,966 -
1,290,294 1,655,396
107,532,941 129,425,139
(113,683,496) (59,137,569)
(6,150,555) 70,287,570
67,082,705 71,942,966
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

STATEMENT OF CASH FLOWS
For the year ended 31 December 2020
(Amounts in United States Dollars)

Cash flows from operating activities:

Net income for the year

Adjustments for:

- Unrealized gain from investments carried at FVTPL

Net changes in operating assets and liabilities:
Financial assets measured at fair value through profit or

loss
Investments carried at amortized cost - Murabaha
Receivable against sale of investment
Management fee payable
Net cash generated from / (used in) operating
activities

Cash flows from financing activities:
Proceeds from issuance of units

Redemption of units, net off payable*

Net cash generated from financing activities

Net increase in cash and cash equivalents:

Cash and cash equivalents at beginning of the
year/period

Cash and cash equivalents at end of the year/period

*Supplementary Information

Payable to unitholders on account of redemption

Notes

10

The accompanying notes 1 to 17 form an integral part of these financial statements.

For the period
from 10 February
2019 (Date of
Year ended Commencement)
31 December to 31 December
2020 2019
1,290,294 1,655,396
(21,814) (65,427)
1,268,480 1,589,969
(33,715,509) (6,416,350)
38,533,284 (29,227,392)
(1,275,000) -
(34,370) 73,271
4,776,885 (33,980,502)
107,532,941 129,425,139
(106,485,183) (59,086,076)
1,047,758 70,339,063
5,824,643 36,358,561
154,044 -
5,978,687 36,358,561
7,198,313 51,493

(M



ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

1 LEGAL STATUS AND PRINCIPAL ACTIVITIES

Aljazira USD Murabaha Fund (the “Fund”) is an open-ended, Saudi Investment fund established and managed
through an agreement between Aljazira Capital Company — a Saudi Closed Joint Stock Company (the “Fund
Manager”) and the investors (the “unitholders”). The Fund Manager is a wholly owned subsidiary of Bank
Aljazira (the “Bank”). The Capital Market Authority (“CMA”) approval to issue units to public was granted
through its letter no 495/5 dated 4 Rabi Al-Awwal 1440H (corresponding to 12 November 2018). The Fund
commenced its operations on 10 February 2019.

The Fund operates under the terms and conditions contained in its prospectus with the prime objective of
providing the investors with the opportunities to achieve higher profits from Murabaha placements and deposits
with a low risk. The Fund’s net income is reinvested in the Fund, which is reflected in the net assets (equity)
attributable to each unit.

The Fund's Manager and administrator is Aljazira Capital Company. The Fund’s assets are held in the custody
of Northern Trust Securities (the “Custodian”).

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

SUBSCRIPTION / REDEMPTION
Subscription / redemption requests are accepted on all days on which Tadawul is open.

The value of the Fund’s portfolio is determined daily. The net asset value of the Fund for the purpose of purchase
or sale of units is determined by dividing the net assets (fair value of the Fund’s assets minus fund’s liabilities)
of the fund by the total number of outstanding fund units on the following day

2 BASIS OF PREPARATION
The principal accounting policies applied in the preparation of these financial statements are set out below.
2.1. Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRS”) that are endorsed in the Kingdom of Saudi Arabia and other standards and pronouncements endorsed
by the Saudi Organization for Chartered and Professional Accountants (“SOCPA”).

2.2. Basis of measurement

These financial statements have been prepared on a historical cost basis, except for investments that are
measured at fair value.

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

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

2 BASIS OF PREPARATION (CONTINUED)
2.3 Functional and presentation currency

Items included in these financial statements are measured using the currency of the primary economic
environment in which the Fund operates (the “functional currency”). These financial statements are presented
in United States Dollar (USD) which is the Fund’s functional and presentation currency.

Foreign currency transactions are translated into USD using the exchange rates prevailing at the date of
transactions. Foreign currency assets and liabilities are translated into USD using the exchange rates prevailing
at date of the statement of financial position. Foreign exchange gains and losses, if any, arising from translation
are included in the statement of comprehensive income.

3 CRITICAL ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of these financial statements requires management to make judgments, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates. Estimates and underlying assumptions are
reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in which the
estimates are revised and in any future periods affected.

In the process of applying the Fund’s accounting policies, management has made the following estimate and
judgment which is significant to these financial statements:

3.1 Going concern

The Fund's management 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
management is not aware of any material uncertainties that may cast significant doubt on the Fund’s ability to
continue as a going concern. Accordingly, these financial statements have been prepared on a going concern
basis.

3.2 Expected credit loss

In the preparation of the financial statements, management has made certain additional assumptions in the
measurement of Expected Credit Loss (ECL). However, in view of the current uncertainty due to COVID-19,
any future change in the assumptions and key estimates could result in outcomes that could require a material
adjustment to the carrying amounts of the assets or liabilities affected in the future periods. As the situation is
rapidly evolving with future uncertainties, management will continue to assess the impact based on prospective
developments.

A number of significant judgments are also required in applying the accounting requirements for measuring
expected credit loss (ECL), such as:

. Determining criteria for significant increase in credit risk;
. Choosing appropriate models and assumptions for the measurement of ECL;
. Establishing the number and relative weightings of forward-looking scenarios for each type of

product/market and the associated ECL; and

. Establishing group of similar financial assets for the purposes of measuring ECL.

©



ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A number of new amendments to standards, enlisted below, are effective this year but they do not have a material
effect on the Fund’s Financial Statements, except for where referenced below.

4.1

Amendments
to standard

Effective for
annual years
beginning on or
after

Description

New amendments to standards issued and applied effective January 1, 2020

Summary of the amendment

IAS 1 and IAS
8

Definition of material January 1, 2020

The amendments provided a new definition of
material and clarified that materiality will
depend on the nature or magnitude of
information, either individually or in
combination with other information, in the
context of the financial statements.

The amendment clarifies that to be considered
a business, an integrated set of activities and
assets must include, at a minimum, an input
and a substantive process that, together,

IERS 3 Definition of business January 1, 2020 significantly contribute to the ability to create
output. Furthermore, it clarifies that a business
can exist without including all of the inputs and
processes needed to create outputs.

Amendments to references
Revised Conceptual Framework in
IFRS Standards and The revised Conceptual Framework includes

Conceptual " .

updated  definitions and some new concepts, updated definitions and

Framework for o o January 1, 2020 Iy . R

Financial recognition  criteria  for recognition criteria for assets and liabilities

. assets and liabilities and and clarifies some important concepts.

Reporting . .

clarifies some important
concepts.

IFRS 9, IAS 39
and IFRS 7

Interest Rate Benchmark

Reform January 1, 2020

A fundamental review and reform of major
interest rate benchmarks is being undertaken
globally. The International Accounting
Standards Board (“IASB”) is engaged in a
two-phase process of amending its guidance to
assist in a smoother transition away from
IBOR.

IFRS 16

COVID-19-Related

Rent Concessions June 1, 2020

The amendments provide relief to lessees from
applying IFRS 16 guidance on lease
modification accounting for rent concessions
arising as a direct consequence of the Covid-
19 pandemic. The amendment applies to
annual reporting periods beginning on or after
1 June 2020 and earlier application is
permitted.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.1 New standards, amendments and revised IFRS issued but not yet effective

The Fund has not applied the following new and revised IFRSs and amendments to IFRS that have been issued but
are not yet effective.

Effective for
annual years

Amendments beginning on or

to standard Description after Summary of the amendment

These amendments modify specific hedge

accounting requirements to allow hedge

accounting to continue for affected hedges during

the period of uncertainty before the hedged items

IFRS 9. IAS 39 Interest ~ Rate or hedging instruments affected by the current
IFRS 7, iFRS 4 an(i Benchmark January 1, 2021 interest rate benchmarks are amended as a result
IFRS 16 Reform of the on-going interest rate benchmark reforms.
Phase 2 The amendments also introduce new disclosure

requirements to IFRS 7 for hedging relationships
that are subject to the exceptions introduced by
the amendments to IFRS 9.

IAS 37

Onerous Contracts
Cost of Fulfilling January 1, 2022
Contract

The amendments specify that the ‘cost of
fulfilling” a contract comprises the ‘costs that
relate directly to the contract. These amendments
apply to contracts for which the entity has not yet
fulfilled all its obligations at the beginning of the
annual reporting period in which the entity first
applies the amendments.

IFRS 16, IFRS 9,
IAS 41 and IFRS 1

Annual
Improvements to
IFRS  Standards
2018-2020

January 1, 2022

IFRS 16: The amendment removes the illustration
of the reimbursement of leasehold improvements

IFRS 9: The amendment clarifies that in applying
the ‘10 per cent’ test to assess whether to
derecognize a financial liability, an entity
includes only fees paid or received between the
entity (the borrower) and the lender. The
amendment is to be applied prospectively to
modifications and exchanges that occur on or
after the date the entity first applies the
amendment.

IAS 41: The amendment removes the requirement
in IAS 41 for entities to exclude cash flows for
taxation when measuring fair value.

IFRS 1: The amendment provides additional relief
to a subsidiary which becomes a first-time adopter
later than its parent in respect of accounting for
cumulative translation difference.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

4.1 New standards, amendments and revised IFRS issued but not yet effective (continued)

The Fund has not applied the following new and revised IFRSs and amendments to IFRS that have been issued
but are not yet effective.

Effective for
annual years

Amendments beginning on or

to standard Description after Summary of the amendment
The amendments prohibit deducting from the cost
Property,  Plant of an item of property, plant and equipment any

IAS 16

and Equipment:
Proceeds before

Intended Use

January 1, 2022

proceeds from selling items produced before that
asset is available for use. Additionally, the
amendments also clarify the meaning of ‘testing
whether an asset is functioning properly’.

IFRS 3

Reference to the
Conceptual
Framework

January 1, 2022

The amendment as a whole updated IFRS 3 so that
it refers to the 2018 Conceptual Framework
instead of the 1989 Framework.

IAS 1

Classification of
Liabilities as
Current or Non-
current

January 1, 2023

The amendment has clarified what is meant by a
right to defer settlement, that a right to defer must
exist at the end of the reporting period, that
classification is unaffected by the likelihood that
an entity will exercise its deferral right and that
only if an embedded derivative in a convertible
liability is itself an equity instrument the terms of
a liability would not impact its classification

Amendment to
IFRS 10 and IAS
28

Sale or
Contribution of
Assets  between

an Investor and
its Associate or
Joint Venture

N/A

The amendments to IFRS 10 and IAS 28 deal with
situations where there is a sale or contribution of
assets between an investor and its associate or
joint venture. Specifically, the amendments state
that gains or losses resulting from the loss of
control of a subsidiary.

Fund’s Management anticipates that these new standards interpretations and amendments will be adopted in the
Fund’s financial statements as and when they are applicable and adoption of these interpretations and
amendments may have no material impact on the financial statements of the Fund in the period of initial

application.
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ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.2 Cash and Cash Equivalents

Cash and cash equivalents of the Fund comprise balances held with a bank and Murabaha placement with
original maturity of 3 months or less. Cash and cash equivalents are carried at amortized cost in the statement
of financial position.

4.3 Financial instruments
4.3.1 Initial recognition and measurement

Financial assets and financial liabilities are recognized when the entity becomes a party to the contractual
provisions of the instrument.

At initial recognition, the Fund measures a financial asset or financial liability at its fair value plus or minus, in
the case of a financial asset or financial liability not at fair value through profit or loss, transaction costs that are
incremental and directly attributable to the acquisition or issue of the financial asset or financial liability, such
as fees and commissions. Transaction costs of financial assets and financial liabilities carried at fair value
through profit or loss are expensed in the statement of comprehensive income. Immediately after initial
recognition, an expected credit loss allowance (ECL) is recognized for financial assets measured at amortized
cost, as described in Note 3.2, which results in an accounting loss being recognized in the statement of
comprehensive income when an asset is newly originated.

4.3.2. Classification and measurement of financial assets
Classification of financial assets

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

Financial asset at amortized cost

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

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

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

Financial asset at fair value through other comprehensive income (“FVOCI”)

A financial asset is measured at fair value through FVOCI only if it meets both of the following conditions and
is not designated as at FVTPL.

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

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

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

(13)



ALJAZIRA USD MURABAHA FUND

Open-Ended Mutual Fund
(Managed by Aljazira Capital Company)

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.3 Financial instruments
4.3.2. Classification and measurement of financial assets

Financial asset at FVTPL

All financial assets not classified as measured at amortized cost or FVOCI are measure at FVTPL.

The Fund classifies its financial assets either as subsequently measured at amortized cost or measured at fair
value through profit or loss

The Fund classifies its financial assets at amortized cost. The classification requirements for debt instruments
are described below:

Debt instruments

Debt instruments are those instruments that meet the definition of a financial liability form the issuer’s
perspective, such as Murabaha contracts and Sukuks.

Classification and subsequent measurement of debt instruments depend on:
* The Fund’s business model for managing the asset; and
* The cash flow characteristics of the asset.

Based on these factors, the Fund classifies its debt instruments into one of the following three measurement
categories:

Amortized cost. Assets that are held for collection of contractual cash flows where those cash flows represent
solely payments of principal and profit (SPPP), and that are not designated at FVTPL, are measured at

amortized cost. The carrying amount of these assets is adjusted by any expected credit loss allowance recognized
and measured as described in Note 3.2. Profit earned from these financial assets is recognized in the statement
of comprehensive income using the effective profit rate method.

FVTPL: If financial asset's cash flows do not represent solely SPPP or if it not held within the held to collect or
the held to collect and sell business model, or then it is measured at FVTPL.

A gain or loss on a debt investment measured at FVTPL is recognized in the statement of comprehensive income,
within “Net gain / (loss) in investments mandatorily measured at FVTPL”, in the period in which it arises. A
gain or loss from debt instruments that were designated at fair value or which are not held for trading are
presented separately from debt investments that are mandatorily measured at fair value through profit or loss,
within “Net gain / (loss) in investments designated at FVTPL”. Profit earned from these financial assets is
recognized in the statement of comprehensive income using the effective profit rate method.

Business model: The business model reflects how the Fund manages the assets in order to generate cash flows.
That is, whether the Fund’s objective is solely to collect the contractual cash flows from the assets or is to collect

both the contractual cash flows and cash flows arising from the sale of assets. If neither of these is applicable
(e.g., financial assets are held for trading purposes), then the financial assets are classified as part of ‘other’
business model and measured at FVTPL. Factors considered by the Fund in determining the business model for
a group of assets include past experience on how the cash flows for these assets were collected, how the asset’s
performance is internally evaluated and reported to key management personnel, how risks are assessed and
managed and how managers are compensated. Securities held for trading are held principally for the purpose of
selling in the near term or are part of a portfolio of financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit-taking. These securities are classified in ‘other’
business model and measured at FVTPL.
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4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.3 Financial instruments (Continued)

4.3.2. Classification and measurement of financial assets (Continued)

Business model (Continued)

SPPP: Where the business model is to hold assets to collect contractual cash flows or to collect contractual cash
flows and sell, the Fund assesses whether the financial instruments’ cash flows represent solely payment of
principal and profit (the “SPPP” test). In making this assessment, the Fund considers whether the contractual
cash flows are consistent with a basic lending arrangement i.e., profit includes only consideration for the time
value of resources, credit risk, other basic lending risks and a profit margin that is consistent with a basic lending
arrangement. Where the contractual terms introduce exposure to risk or volatility that are inconsistent with a
basic lending arrangement, the related financial asset is classified and measured at fair value through profit or
loss.

Equity instruments

Equity instruments are instruments that meet the definition of equity from the issuer’s perspective; that is,
instruments that do not contain a contractual obligation to pay and that evidence a residual interest in the issuer’s
net assets.

The Fund classifies its financial assets at FVTPL. The Fund subsequently measures all equity investments at fair
value through profit or loss, except where the Fund Manager has elected, at initial recognition, to irrevocably
designate an equity investment at fair value through other

comprehensive income. The Fund’s policy is to designate equity investments as FVOCI when those investments
are held for purposes other than to trade. When this election is used, fair value gains and losses are recognized
in OCI and are not subsequently reclassified to the statement of comprehensive income, including on disposal.
Impairment losses (and reversal of impairment losses) are not reported separately from

other changes in fair value. Dividends, when representing a return on such investments, continue to be recognized
in the statement of comprehensive income when the Fund’s right to receive payments is established.

4.3.3 Derecognition

A financial asset (or, where applicable, a part of a financial asset or a part of a group of similar financial
assets) is derecognized where the rights to receive cash flows from the asset have expired, or the Fund has
transferred its rights to receive cash flows from the asset, or has assumed an obligation to pay the received
cash flows in full without material delay to a third party under a pass-through arrangement and the Fund has:

(a) Transferred substantially all of the risks and rewards of the asset or

(b) Neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset.

When the Fund has transferred its right to receive cash flows from an asset (or has entered into a pass-through
arrangement), and has neither transferred nor retained substantially all of the risks and rewards of the asset nor

transferred control of the asset, the asset is recognized to the extent of the Fund’s continuing involvement in
the asset. In that case, the Fund also recognized an associated liability. The transferred asset and the associated
liability are measured on a basis that reflects the rights and obligations that the Fund has retained. The Fund
recognized a financial liability when the obligation under the liability is discharged, cancelled or expired.
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4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.3 Financial instruments (Continued)
4.3.4. Impairment of financial assets

The Fund recognizes loss allowances for ECLs on financial assets measured at amortized cost and debt
investments measured at FVOCI.

The Fund measures loss allowances at an amount equal to lifetime ECLs, except for the following, which are
measured at 12-month ECLs:

- financial assets that are determined to have low credit risk at the reporting date; and
- other financial assets for which credit risk (i.e., the risk of default occurring over the expected life
of the asset) has not increased significantly since initial recognition

Significant increase in credit risk

When determining whether the credit risk of a financial asset has increased significantly since initial recognition
and when estimating ECLs, the Fund considers reasonable and supportable information that is relevant and
available without undue cost or effort. This includes both quantitative and qualitative information and analysis,
based on the Fund’s historical experience and informed credit assessment and including forward-looking
information.

The Fund assumes that the credit risk on a financial asset has increased significantly if it is more than 30 days
past due. One of the key quantitative indicators used by the Fund is the relative downgrade of the internal
rating of the borrower and thereby the consequent change in the PD

4.3.5 Financial liabilities
The Fund classifies its financial liabilities at amortized cost unless it has designated liabilities at FVTPL.
4.3.6. Trade date accounting

A regular way purchases and sales of financial assets are recognized / derecognized on the trade date (i.e., the
date that the fund commits to purchase or sell the assets). Regular way purchases or sales are purchase or sales
of financial assets that require settlement of assets within the time frame generally established by regulation or
convention in the marketplace.

4.3.7. Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is reported in the statement of financial
position if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there is
an intention to settle on a net basis, or to realize the asset and settle the liability simultaneously.

This is generally not the case with master netting agreements unless one party to the agreement defaults and the
related assets and liabilities are presented gross in the statement of financial position.

4.4 Receivables

Receivables are initially measured at fair value plus incremental direct transaction costs, and subsequently at
their amortized cost using effective commission method. Loss allowance for receivables is always measured at
an amount equal to lifetime expected credit losses.
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4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.5 Redeemable Units
Redeemable units are classified as equity instruments when:

- The redeemable units entitle the holder to a pro rata share of the Fund’s net assets (equity) in the event of
the Fund’s liquidation

- The redeemable units are in the class of instruments that is subordinate to all other classes of instruments

- All redeemable units in the class of instruments that is subordinate to all other classes of instruments have
identical features

- The redeemable units do not include any contractual obligation to deliver cash or another financial asset
other than the holder’s rights to a pro rata share of the Fund’s net assets (equity).

- The total expected cash flows attributable to the redeemable units over the life of the instrument are based
substantially on the profit or loss, the change in the recognized net assets (equity) or the change in the fair
value of the recognized and unrecognized net assets (equity) of the Fund over the life of the instrument.

In addition to the redeemable 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 recognized net assets (equity)
or the change in the fair value of the recognized and unrecognized net assets (equity) of the Fund

- The effect of substantially restricting or fixing the residual return to the redeemable shareholders

The Fund continuously assesses the classification of the redeemable units. If the redeemable units cease to have
all the features, or meet all the conditions set out, to be classified as equity, the Fund will reclassify them as
financial liabilities and measure them at fair value at the date of reclassification, with any differences from the
previous carrying amount recognized in equity. If the redeemable 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 issuance, acquisition and cancellation of redeemable units are accounted for as equity transactions.

- No gain or loss is recognized in the statement of comprehensive income on the purchase, issuance or
cancellation of the Fund’s own equity instruments.

4.6 Accrued expenses and other liabilities

Accrued expenses and other payables are recognized initially at fair value and subsequently measured at
amortized cost using the effective commission rate method.

4.7 Net gain or loss on financial assets and liabilities at FVTPL

Net gains or losses on financial assets and liabilities at FVTPL are changes in the fair value of financial assets
held for trading or designated upon initial recognition as at FVTPL and exclude interest and dividend income
and expenses.

Unrealized gains and losses comprise changes in the fair value of financial instruments for the year and from
reversal of the prior period’s unrealized gains and losses for financial instruments which were realized in the
reporting period. Realized gains and losses on disposals of financial instruments classified as at FVTPL are
calculated using the weighted average cost method. They represent the difference between an instrument’s initial
carrying amount and disposal amount, or cash payments or receipts made on derivative contracts (excluding
payments or receipts on collateral margin accounts for such instruments)
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4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
4.8 Income recognition

Special commission income presented in the statement of comprehensive income comprise commission on
financial assets measured at amortized cost calculated on an effective yield basis.

The ‘effective yield rate’ is the rate that exactly discounts the estimated future cash payments and receipts
through the expected life of the financial instrument:

* to the carrying amount of the financial assets; or
« the amortized cost of the financial liability.

In calculating special commission income, the effective yield rate is applied to the gross carrying amount of the
asset (when the assets are not credit impaired). However, for financial assets that have become credit-impaired
subsequent to initial recognition, special commission income is calculated by applying the effective interest rate
to the amortized cost of the financial asset. If the asset is no longer credit-impaired, then the calculation of special
commission income reverts to the gross basis.

4.9 Dividend income

Dividend income, if any is recognized in the statement of comprehensive income on the date on which the right
to receive the payment for dividend is established. For quoted equity securities, this is usually the ex-dividend
date. Dividend income from equity securities designated as at FVTPL, is recognized in the statement of
comprehensive income in a separate line item

4.10 Transaction costs

Transaction costs are costs incurred to acquire financial assets or liabilities at fair value through profit or loss.
They include fees and commissions paid to agents, advisers, brokers and dealers. Transaction costs, when
incurred, are immediately recognized in statement of comprehensive income as an expense.

4.11 Management fees
Management fee is calculated and payable on the basis as mentioned in terms and conditions of the Fund.
4.12 Other expenses

Other expenses are charged at rates / amounts within limits mentioned in terms and conditions of the Equity
Fund.

4.13 Zakat
Zakat is the obligation of the unitholders and is not provided for in the financial statements.
4.14  Net assets value

The net assets value per unit disclosed in the financial statements is calculated by dividing the net assets of the
Equity Fund by the number of units in issue at the year-end.

4.15 Provisions

Provisions are recognized when the Fund has a present legal or constructive obligation as a result of past events,
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation,
and a reliable estimate of the amount can be made. Provision is not recognized for future operating loss.
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5 CASH AND CASH EQUIVALENTS
As at 31 December

Notes 2020 2019
Cash at Bank 5.1,8 5,978,687 154,044
Murabaha placements with original maturity of 3 months or less - 36,204,517
5,978,687 36,358,561

5.1 Cash at Bank are held in current accounts with Bank Aljazira, a related party (Also see Note 1). The Fund
does not earn profit on these current accounts.

6 INVESTMENTS CARRIED AT FVTPL

These represent investments in mutual funds within the Kingdom of Saudi Arabia:

Name of Fund As at 31 December 2020
Cost Fair Value %
Al-Ahli International Trade Fund 13,308,019 13,337,046 33.16%
Riyad USD Diversified Trade Fund 12,120,566 12,153,088 30.22%
Sunbullah USD Fund 10,539,840 10,555,583 26.24%
HSBC USD dMurabaha Fund 2,447,915 2,457,144 6.11%
Riyad USD Trade Fund 1,715,520 1,716,240 4.27%
Total 40,131,860 40,219,101 100.00%
Name of Fund As at 31 December 2019
Cost Fair value %
AlAhli International Trade Fund 5,845,200 5,909,354 91.17
HSBC USD Murabaha Fund 571,151 572,424 8.83

Total 6,416,351 6,481,778 100%
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7 INVESTMENTS CARRIED AT AMORTIZED COST - MURABAHA

31 December

31 December

2020 2019
MURABAHA PLACEMENTS
Commercial Bank of Dubai 14,398,592 9,478,611
National Bank of Fujairah 6,509,479 9,596,017
United Arab Bank 4,760,567 14,661,885
Ajman Bank 1,229,987 21,021,694
The Saudi Investment Bank - 10,673,702
Total 26,898,625 65,431,909

7.1 The following table represents the movement of investments in Murabaha placements measured at amortized

cost during the year/period:

Note 2020 2019
Carrying amount at the start of year / period 65,431,909 -
Additions during the year / period 71,664,569 151,062,541
Matured during the year / period (109,823,703) (86,416,444)
Murabaha profit recognized in the profit year / period 8 1,189,916 1,527,567
Murabaha profit received during the year / period 8 (1,564,066) (741,755)
Carrying amount at the end of the year / period 26,898,625 65,431,909

7.2. Includes Murabaha placements with original maturity of 3 months or less amounting to SR Nil (2019: SR

36 million) (See Note 5).

7.3 The rate of profit on Murabaha placements ranges from 1.27% to 2.60% per annum and all the Murabaha

placements will be matured within a period of less than 12 months.

7.4 The Fund Manager has performed an ECL assessment for the financial assets carried at amortized cost. An
allowance for impairment over these financial assets was not recognized in the financial statements as the

charge was not material.
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8 RELATED PARTIES TRANSACTIONS AND BALANCES
Management fee and other expenses

For management services, the Fund pays on quarterly basis, the management fees at an annual rate of 15% of
investment return, which does not exceed 0.75% of the annual net asset value of the Fund.

The Fund Manager recovers from the Fund any other expenses incurred on behalf of the Fund such as board
compensation, Shariah supervisory board compensation and other similar charges.

Transactions with related parties

During the year, the Fund entered into the following significant transactions with related parties in the ordinary
course of business. These transactions were carried out on the basis of approved terms and conditions of the
Fund.

For the period
from 10 February
2019 (Date of
Year ended Commencement)
Nature of Nature of 31 December to 31 December
Related parties relationship transaction 2020 2019
Aljazira Capital Fund Manager Management fees 214,753 174,969
Company
Placements made 9,945,977 19,036,965
during the period
o - Matured during the (9,945,977) (19,036,965)
Bank Aljazira Affiliate period
Profit received
during the period (34) 133,369
Profit for the period 34 (133,369)

Certain units of the Fund are subscribed by the Fund Manager, the details of which are as follows:
As at 31 December
2020 2019

(Unit in numbers)

Name of a related party

Fund Manager
Al Jazira Capital - 195,507
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8 RELATED PARTIES TRANSACTIONS AND BALANCES (CONTINUED)

Balances with related parties

As at 31 December

Nature of Nature of
Related parties relationship transaction 2020 2019
Bank Aljazira Affiliate Cash at Bank 5,978,687 154,044
Aljazira Capital The Fund Manager Management fee 38,902 73272
Company payable
9 UNIT TRANSACTIONS
Transactions in units for the year/period are summarized as follows:
2020 2019

Units at beginning of the year / period
Units issued during the year / period
Units redeemed during the year / period
Net change in units

Units at end of the year / period

(Unit in numbers)

702,989 -
1,043,770 1,281,794
(1,101,496) (578,805)
(57,726) 702,989
645,263 702,989

10 NET REALIZED AND UNREALIZED GAIN FROM INVESTMENTS CARRIED AT FVTPL

Unrealized gain on revaluation of investments

Realized gain on disposal of investments

For the period
from 10 February
2019 (Date of
Commencement)
Year ended 31 to 31 December
December 2020 2019
21,814 65,427
291,553 246,559
313,367 311,986
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11 FINANCIAL INSTRUMENTS BY CATEGORY

As at 31 December 2020 Amortized cost FVTPL
Assets as per statement of financial position

Cash and cash equivalents 5,978,687 -
Investments carried at FVTPL - 40,219,101
Investments carried at amortized cost — Murabaha 26,898,625 -
Receivable against sale of investment 1,275,000 -
Total 34,152,312 40,219,101
As at 31 December 2019 Amortized cost FVTPL
Assets as per statement of financial position

Cash and cash equivalents 154,044 -
Investments carried at FVTPL - 6,481,778
Investments carried at amortized cost — Murabaha 65,431,909 -
Total 65,585,953 6,481,778

12 FINANCIAL RISK MANAGEMENT

12.1 Financial risk factors

The objective of the Funds is to safeguard the Fund’s ability to continue as a going concern so that it can continue

to provide optimum returns to its Unit Holders and to ensure reasonable safety to the Unit Holders.

The Fund’s activities expose it to a variety of financial risks: market risk, credit risk, liquidity risk and operational

risk.

The Fund Manager is responsible for identifying and controlling risks. The Fund Board supervises the Fund
Manager and is ultimately responsible for the overall management of the Fund.

Monitoring and controlling risks are primarily set up to be performed based on the limits established by the Fund
Board. The Fund has its Terms and Conditions document that set out its overall business strategies, its tolerance
of risks and its general risk management philosophy and is obliged to take actions to rebalance the portfolio in

line with the investment guidelines.
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12 FINANCIAL RISK MANAGEMENT
12.1 Financial risk factors

The Fund uses different methods to measure and manage the various types of risk to which it is exposed; these
methods are explained below.

(a) Market risk
(i) Foreign exchange risk

Foreign exchange risk is the risk that the value of future cash flows of a financial instrument will fluctuate due
to changes in foreign exchange rates and arises from financial instruments denominated in foreign currency.

The Fund’s investments in equity instruments measured at fair value through profit or loss are not exposed to
any foreign exchange risk because the United States Dollar is fixed against the Saudi Riyal and therefore, there
are no fluctuations between the exchange rates

(ii)  Commission rate risk

Commission rate risk is the risk that the value of the future cash flows of a financial instrument or fair values of
fixed coupon financial instruments will fluctuate due to changes in market commission rates.

The Fund does not have significant cash flow commission rate risk as it does not have any significant amount of
variable rate financial instruments.

(iii)  Price risk
Price risk is the risk that the value of the Fund’s financial instruments will fluctuate as a result of changes in
market prices caused by factors other than foreign currency and commission rate movements.

The price risk arises primarily from uncertainty about the future prices of financial instruments that the Fund
holds. The Fund closely monitors the price movement of its investments in financial instruments. As of the
statement of financial position date, Fund has equity investments in mutual funds.

The effect on the net assets (equity) value (as a result of the change in the fair value of investments as at 31
December 2020 and 31 December 2019) due to a reasonably possible change in equity indices based on the
industry concentration, with all other variables held constants is as follows:

31 December 2020 31 December 2019

Potential Effect on NAV Potential Effect on NAV

reasonable reasonable

change % change %
AlAhli International Trade Fund +/-1% 133,370 +/- 1% 59,094
Riyad USD Diversified Trade Fund +/-1% 121,531 - -
International Trade Finance Fund +/-1% 105,556 +/- 1% 5,724
(USD)
HSBC USD Murabaha Fund +/-1% 24,571 - -
Riyad USD Trade Fund +/-1% 17,162 - -
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12 FINANCIAL RISK MANAGEMENT
12.1 Financial risk factors
(b) Credit risk

The Fund is exposed to credit risk, which is the risk that one party to a financial instrument will cause a financial
loss for the other party by failing to discharge an obligation.

Its Fund’s policy to enter into financial instrument contracts with reputable counterparties. The Fund seeks to
limit its credit risk by monitoring credit exposures, limiting transactions with specific counterparties and
continually assessing the creditworthiness of counterparties. The Fund is exposed to credit risk for its cash and
cash equivalents, investments carried at amortized cost and other receivables. Cash at bank balances are placed
with reputable financial institutions; hence the credit risk is minimal. For other assets, credit risk is also low.

Expected credit loss measurement

The Fund does not have a formal internal grading mechanism. Credit risks are generally managed on the basis
of external credit ratings of counterparties.

Under the general approach of IFRS 9 impairment, the financial assets are classified into three stages. Each stage
indicates the credit quality of the particular financial asset.

Stage 1: includes financial instruments that have not had a significant increase in credit risk since initial
recognition or that have low credit risk at the reporting date. For these assets, 12-month expected credit
losses (‘ECL’) are recognized and profit is calculated on the gross carrying amount of the asset (that is,
without deduction for credit allowance).

Stage 2: includes financial instruments that have had a significant increase in credit risk since initial
recognition (unless they have low credit risk at the reporting date) but that do not have objective evidence
of impairment. For these assets, lifetime ECL are recognized, but profit is still calculated on the gross
carrying amount of the asset.

Stage 3: includes financial instruments that have objective evidence of impairment at the reporting date.
This stage has obligors that already are impaired (defaulted).

One of the key components of IFRS 9 ECL is to determine whether there have been significant increases in
credit risk (SICR) of an entity’s credit exposures since initial recognition. The assessment of significant
deterioration is key in establishing the point of switching between the requirement to measure an allowance
based on 12-month ECL and one that is based on lifetime ECL.

Definition of ‘Default’
The Fund considers a financial asset to be in default when:

e the borrower is unlikely to pay its credit obligations to the Fund in full, without recourse by the Fund to
actions such as realizing security (if any is held); or

e the borrower is past due more than 90 days on any material credit obligation to the Fund. Overdrafts are
considered as being past due once the customer has breached an advised limit or been advised of a limit
smaller than the current amount outstanding.

In assessing whether a borrower is in default. The Fund considers indicators that are:
e qualitative- e.g., breaches of covenant;

e quantitative- e.g., overdue status and non-payment on another obligation of the same issuer to the Fund;
and

e based on data developed internally and obtained from external sources.
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12 FINANCIAL RISK MANAGEMENT (Continued)
12.1  Financial risk factors (Continued)

(b) Credit risk (Continued)

Definition of ‘Default’(Continued)

Inputs into the assessment of whether a financial instrument is in default and their significance may vary over
time to reflect changes in circumstances.

The definition of default largely aligns with that applied by the Fund for regulatory capital purposes. conditions.
To derive PiT PDs, the Fund will annually source macro-economic forecast data for selected variables from
appropriate sources.

Expected credit loss measurement (continued)
Probability of Default (PD)

Through the yearly review of investments in debt instruments, the Fund shall draw a yearly transition matrix to
compute account-based PD over the one-year horizon for the past 5 years. These PDs will be grouped as per
credit ratings. This rating migration shall capture the movement of obligors into default at yearly intervals. An
average default rate of the 5 yearly transition matrices provides the through the cycle PDs. IFRS 9 requires the
use of'a PD that is a “point-in-time’ (PiT PD) estimate reflecting current forecasts of future economic conditions.
To derive PiT PDs, the Fund will annually source macro-economic forecast data for selected variables from
appropriate sources.

Loss Given Default (LGD)

Loss given default is defined as the forecasted economic loss in case of default. LGD computation will be based
on the Fund’s losses on defaulted accounts after the consideration of recovery percentages. IFRS 9 also requires
that LGD be estimated in collaboration with the forward-looking valuation of collaterals based on macro-
economic factors. LGD computation is independent of the assessment of credit quality and thus applied
uniformly across all stages.

For LGD estimation on its non-collateralized portfolio, the Fund shall compute LGD based on actual recoveries
on its defaulted portfolio over a period of at least 5 years prior to the assessment date. Exposure at Default (EAD)

Exposure at default is an estimation of the extent that the Fund may be exposed to an obligor in the event of
default. The estimation of EAD should consider any expected changes in the exposure after the assessment date.
This is of importance in the case of Stage 2 assets where the point of default may be several years in the future.

Discount rate

The Fund will compute effective profit rate at a contractual level. If the computation of the effective profit rate
(at reporting date) is not feasible, the Fund will use the contractual profit (at reporting date) for discounting
purposes.

The Fund Manager has performed an ECL assessment for the financial assets carried at amortized cost. An
allowance for impairment over these financial assets was not recognized in these financial statements as the
amount was not material.
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12 FINANCIAL RISK MANAGEMENT (Continued)
12.1  Financial risk factors (Continued)

(b) Credit risk (Continued)

Credit ratings

The credit quality of the Fund’s bank balance is assessed with reference to external credit ratings which, in all

cases, are above investment-grade rating. The bank balances along with credit ratings are tabulated below:

31 December 31 December

Rating of Financial Institution 2020 2019
Cash and cash equivalents
baa3 5,978,687 154,044
Murabaha placements
bal 20,908,071 19,074,628
baa2 - 10,673,702
bl 4,760,567 14,661,885
Unrated 1,229,987 21,021,694

26,898,625 65,431,909

(©) Liquidity risk

Liquidity risk is the risk that the Fund may not be able to generate sufficient cash resources to settle its
obligations in full as they fall due or can only do so on terms that are materially disadvantageous.

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

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

12.1  Financial risk factors (Continued)

() Liquidity risk

Cash and cash equivalents

Investments carried at FVTPL

Investments carried at amortized cost —

Murabaha
Receivable against sale of investment

TOTAL ASSETS

Management fee payable

Payable to unitholders on account of
redemption

TOTAL LIABILITIES

Cash and cash equivalents
Investments carried at FVTPL

Investments carried at amortized cost —
Murabaha

TOTAL ASSETS

Management fee payable

Payable to unitholders on account of
redemption

TOTAL LIABILITIES

31 December 2020

Less than 1 year More than 1 year Total
5,978,687 - 5,978,687
40,219,101 - 40,219,101
26,898,625 - 26,898,625
1,275,000 - 1,275,000
74,371,413 - 74,371,413
38,902 - 38,902
7,249,806 - 7,249,806
7,288,708 - 7,288,708
31 December 2019
Less than 1 year More than 1 year Total
154,044 - 154,044
6,481,778 - 6,481,778
65,431,909 - 65,431,909
72,067,731 - 72,067,731
73,272 - 73,272
51,493 51,493
124,765 - 124,765
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12 FINANCIAL RISK MANAGEMENT (Continued)
12.1  Financial risk factors (Continued)
(d) Operational risk

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

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

13 FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value for financial instruments traded in active markets is based on quoted market prices at the close of
trading on the financial reporting date. Instruments for which no sales were reported on the valuation day are
valued at the most recent bid price.

An active market is a market in which transactions for the asset or liability take place with sufficient frequency
and volume to provide pricing information on an ongoing basis. The carrying value less impairment provision,
if any, of financial instrument carried at amortized cost are assumed to approximate their fair values.

The fair value hierarchy has the following levels:

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
entity can access at the measurement date;

e Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly; and

e Level 3 inputs are unobservable inputs for the asset or liability.

Fund classifies all of its financial assets, except for those carried at amortized cost, at fair value as level 2.

Fair value
31 December 2020 Level
1 2 3 Total
FINANCIAL ASSET
Investments carried at FVTPL 40,219,101 40,219,101
Fair value
31 December 2019 Level
1 2 3 Total
FINANCIAL ASSET
Investments carried at FVTPL 6,481,778 6,481,778

The above financial assets are measured at fair value at the end of each reporting period. The following table
gives information about how the fair values of these financial assets are determined:

. . . Valuation Significant Relationship and sensitivity
Financial assets / financial . .
s technique(s) and unobservable of unobservable inputs to
liabilities . . .
key input(s) input(s) fair value
Investment carried at FVTPL Net Asset Value N/A N/A
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13 FAIR VALUE OF FINANCIAL INSTRUMENTS

Valuation technique for calculating the fair value of investments under Level 2 comprises of determining the net
asset value per unit of the funds which is based on observable market data.

For assets and liabilities that are measured at fair value on a recurring basis, the Fund identifies transfers between
levels in the hierarchy by re-assessing the categorization (based on the lowest level input that is significant to
the fair value measurement as a whole), and deems transfers to have occurred at the end of the reporting period
during which the change has occurred. During the year, there was no transfer in fair value hierarchy for the
financial assets held at fair value through profit or loss.

Other financial instrument such as, cash at bank balances, this is short-term financial asset whose carrying
amount approximate its fair value, because of its short-term nature and the high credit quality of counterparty.
For all other financial assets and liabilities, the carrying value is an approximation of fair value.

14 SUBSEQUENT EVENTS

Dated March 1, 2021, the CMA announced the approval of amendments to the Investment Funds Regulations
and Glossary of Defined Terms Used in the Regulation (the "Amendments") with an effective date of May 1,
2021. As of the date of approval of these financial statements, the Fund Manager is assessing the Amendments'
impact on the Fund’s financial statements.

15 CHANGES IN FUND’S TERMS AND CONDITIONS

During the year ended 31 December 2020, the Fund Manager has made certain revisions to the terms and
conditions of the Fund. The material change in the terms and conditions include the following:

Title Existing Terms & Conditions Revised Terms & Conditions
Value Added Tax (VAT) 5% 15%

Dealing days Sunday to Wednesday Sunday to Thursday
Redemption days 4 working days 3 working days

16 LAST VALUATION DAY

The last valuation day for the purpose of preparation of these financial statements was 31 December 2020 (2019:
30 December 2019).

17 APPROVAL OF THE FINANCIAL STATEMENTS

These financial statements were approved and authorized for issue by the Fund’s Board on 25 Sha’ban 1442H
corresponding to 07 April 2021G.
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