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INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF

AL HILAL GCC EQUITY FUND

Report on the Audit of the Financial Statements

¥e have audited the financial statements of Al Hilal GCC Equity Fund (the “Fund™), which comprise the
statement of financial position as at 31 December 2017, and the statement of comprehensive income, statement
of changes in net assets attributable to unitholders and statement of 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
vosition of the Fund as at 31 December 2017 and its financial performance and its cash flows for the year then
nded in accordance with International Financial Reporting Standards (“IFRSs™).

Busis for opinion

‘We conducted our audit in accordance with International Standards on Auditing (“ISAs™). 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 International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (the “IESBA Code”) together
with the ethical requirements that are relevant to our audit of the financial statements in the United Arab Emirates,
and we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA
{lode. 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

"he Pund Manager is responsible for the preparation and fair presentation of the financial statements in
weordance with [FRSs, and for such internal control as the Fund Manager determines is necessary to enable the
~reparation of financial statements that are free from material misstatement, whether due to fraud or error.

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

= Fund Advisory Board is responsible for overseeing the Fund’s financial reporting process.

Awditor’s responsibilifies for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free trom

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
sith [SAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
1 are considered material if, individually or in the aggregate, they could reasonably be expected to influence
cconomic decisions of users taken on the basis of these financial statements,




INDEPENDENT AUDITOR’S REPORT TO THE UNITHOLDERS OF

AL HILAL GCC EQUITY FUND continued

Report on the Audit of the Financial Statements continued

Auditors” responsibilities for the audit of the financial statements continued
As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
stepticism 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 intemal control.

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

Conclude on the appropriateness of the Fund Manager’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Fund’s ability to continue as a going concern. [f 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.

Hvaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events n 4
manner that achieves fair presentation.

e communicate with the Fund Advisory Board regarding, among other matters, the planned scope and timing

¥ the audit and significant audit findings, including any significant deficiencies in internal control that we

identify during our audit.

viohammad Mobin Khan
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Al Hilal GCC Equity Fund

STATEMENT OF COMPREHENSIVE INCOME

or the year ended 31 December 2017

INCOME

Net (losses) gains from financial assets at
fair value through profit or loss

Dividend income

Net foreign exchange loss

EXPENSES
Management fees
Shariah purification
Other expenses

{DECREASE) INCREASE IN NET ASSETS
ATTRIBUTABLE TO UNITHOLDERS

I'he attached notes 1 to 12 form part of these tinancial statements.

Notes

2017
AED’'000

(919)
1,258

(30)
309

(730)
(61)
(364)

1,155

_(846)

20106
AED 000

(777}
81
(381

(L077)

1.060



Al Hilal GCC Equity Fund

STATEMENT OF FINANCIAL POSITION
At3] December 2017

2017 2046
Noies AED'"098 AED 00
ASSETS
Bank balances 5 9,336 5732
Financial assets at fair value through profit or loss & 24,901 33.785
Other assets a1 ol 2
3427 39517
LIABILITIES
Amounts due to related parties g 179 194
Other liabilities 7 121 S
300 303
NET ASSETS ATTRIBUTABLE TO UNITHOLDERS 33,978 39.212
Net Asset Value (NAV) per unit, based on outstanding
units of 283,435 (2016: 319,134) 8 119.88 122.37

These financial statements were approved and authorised for issue by the Fund Advisory Board of Al Hilal GCC
Equity Fund on 29 March 2018 and signed on its behalf by:

\\‘

E ¥

tund Advisory Board member Fund Advisqry Rbard momher

I'he attached notes 1 to 12 form part of these financial statements.
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Al Hilal GCC Equity Fund
STATEMENT OF CHANGES IN NET ASSETS ATTRIBUTABLE TO UNITHOLDERS
For the year ended 31 December 2017

Net assety
attributable to

Number unit holders

of units AED 000
At 1 January 2017 319,134 39.212
Redemption of units during the year (35,699) (4,388}
Decrease in net assets attributable to unit holders - - (846)
At 31 December 2017 (note 8) 283.435 33.978
At 1 January 2016 363,900 43270
[ssue of units during the year 2,691 300
Redemption of units during the year (47,457) (5.418)
Increase in net assets attributable to unit holders - 1,060
At 31 December 2016 (note 8) 319,134 39212

‘1Te attached notes 1 to 12 form part of these financial statements.



Al Hilal GCC Equity Fund

STATEMENT OF CASH FLOWS
ior the year ended 31 December 2017

OPERATING ACTIVITIES
{Decrease) increase in net assets from operations

Adjustments for;
MNet losses (gains) from financial assets at
fair value through profit or loss

Working capital changes:
Other assets
Amounts due to related parties
Other liabilities

Cash from operations

Purchase of {inancial assets at fair value
through profit or loss

Proceeds from sale of financial assets at
fair value through profit or loss

Net cash from operating activities
FINANCING ACTIVITIES
Subscription of units

Redemption of units

Idet cash used in financing activities

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

Cash and cash equivalents at 1 January

UASH AND CASH EQUIVALENTS AT 31 DECEMBER

The attached notes 1 to 12 form part of these financial statements.

2017
Notes AED’000

(846)

3 919
73

“n

(15)

10

27

(6.738)

14.703

2016
AED'000

1,060

_(702)

358



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

1 ACTIVITIES

Al Hilal GCC Equity Fund (“the Fund") is an open-ended investment fund established in the United Arab Emirates
("UAE") by Al Hilal Bank - Investment Banking Group (“the Fund Manager") pursuant to resolution no.164/8/94 of
the Board of Directors of the Central Bank of the UAE and approval of the Securities and Commodities Authority
("SCA") of the UAE dated 10 January 2011. The Fund is not a separately incorporated entity and its activities are
managed by the Fund Manager.,

Ihe registered office of the Fund Manager is PO Box 63111, Abu Dhabi, United Arab Emirates. The date of
commencement of the Fund was 6 April 2011.

The Fund aims at achieving capital growth through investment, in compliance with Sharia rules and principles. in
shares of companies traded in the markets of GCC countries. The Fund's investment program is managed by the Fund

Manager. The custodian services are assigned to HSBC Bank Middle East Limited (“the custodian™) and the
administration services are to Apex Fund Services Ltd (“the Fund Administrator™).

2.1 BASIS OF PREPARATION

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as
issued by the International Accounting Standards Board (TASB).

T'he financial statements have been presented in United Arab Emirates Dirhams (AED) which is the functional currency
of the Fund. All values are rounded to the nearest thousand (AED *000) except as otherwise indicated.

"The financial statements are prepared under the historical cost convention except for financial assets at fair value through
profit or loss which are carried at fair value.

22 CHANGES IN ACCOUNTING POLICIES

The accounting policies adopted are consistent with those of the previous financial year except for the following new
and amended standards and interpretation effective as of 1 January 2017.

New and amended standards and interpretations
The following amendments to IFRS are effective as of the beginning of the year:

“ IAS 7 Disclosure Initiative — Amendments to IAS 7;
® IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses — Amendments to IAS 12:
@ TFRS Practice Statement 2: Making Materiality Judgements

Annual Improvements 2014-2016 Cycle
@ IFRS 12 Disclosure of Interests in Other Entities - Clarification of the scope of the disclosure requirements
in IFRS 12

Adoption of the above amended IFRS and improvements to IFRS did not have any significant impact on the financial
statements of the Fund.



Al Hilal GCC Equity Fund
NOTES TO THE FINANCIAL STATEMENTS

31 December 2017

2.3 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

Fhe preparation of financial statements in conformity with the IFRS requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets and
liabilities. These judgments, estimates and assumptions also affect the revenue, expenses and provision as well as fair
value changes.

These judgements, estimates and assumptions may affect the reported amounts in subsequent financial years.
[istimates, judgments and underlying assumptions are continually evaluated and are based on historical experience and
other factors.

Financial assets at fair value through profit or loss
Financial assets at tair value through profit or loss are measured at fair value on the reporting date. For quoted
securities, market prices are readily available.

Iair value estimates are made at specific point in time, based on market conditions and information about the financial
nstruments. These estimates are subjective in nature and involve uncertainties and matter of si gnificant judgment and
therefore, cannot be determined with precision.

24 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Dividend income
Dividend income is recognised in the statement of comprehensive income when the right to receive income is established.
For quoted equity securities this is usually the ex-dividend date.

Net gains/ (losses) from financial assets at fair value through profit or loss

Net gains/ (losses) from financial assets at fair value through profit or loss includes all realised gains / losses and
unrealised fair value changes and foreign exchange differences, but excludes dividend income. Net realised gain/ (loss)
from financial assets at fair value through profit or loss represents the difference between the closing price applicable
on the last revaluation date and their sale / settlement price.

The unrealised gain/ (loss) represents the difference between the carrying amount of a financial instrument at the
beginning of the reporting period, or transaction price when purchased in the current reporting period and its fair value
at the end of the reporting period.

Expenses

All expenses, including the management fees, administration fees, custodian fees, organisational costs and other
operational expenses are recognised in the statement of comprehensive income on an accrual basis.

Redeemable units

*edeemable units are classified as financial liabilities and are measured at the present value of the redemption amouns.
fn accordance with the Fund’s prospectus, the redemption amounts of the redeemable units are based on last published
net assets value. The net assets value includes the Fund's underlying investments, calculated using the closing prices.
On the other hand, in accordance with the Fund's accounting policies, financial assets are measured at a bid price and
1

wancial liabilities are measured at the asking price. The differences in the measurement bases of the Fund's underlying

mvestments and the redemption amounts of the redeemable units have been adjusted through net gain (loss) from
financial assets at fair value through profit and loss.



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTé
31 December 2017

2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Foreign currencies

Transactions in foreign currencies are recorded at rates of exchange ruling at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the statement of financial
position date. Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
the exchange rates as at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign
currency are translated using the exchange rates at the date when the fair value is determined.

Foreign currency exchange differences arising on translation of monetary assets and liabilities are recognised in the
statement of comprehensive income. Foreign currency exchange differences relating to investments at fair value through
profit or loss are included in net gain on investments at fair value through profit or loss.

Financial assets and liabilities
F'inancial instruments include bank balances, financial assets at fair value through profit or loss and certain other assets
and liabilities.

Trade and settlement date accounting

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.c. the date that the Fund
commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the time frame generally established by regulation or convention in the market place.

Recognition and initial measurement

Iinancial assets and liabilities at fair value through profit or loss are recognised initially on the trade date at which the
‘und becomes a party to the contractual provisions of the instrument. Other financial assets and liabilities are
recognised on the date they were originated.

Financial assets and financial liabilities at fair value through profit or loss are measured initially at fair value, with
transaction costs recognised in the statement of comprehensive income.

Subsequent measurement

Subsequent to initial recognition, financial assets at fair value through profit or loss are measured at fair value. Gains
and losses arising from changes in the fair value of financial assets at fair value through profit or loss are recognised
directly in the statement of comprehensive income.

Classification
The Fund has classified financial assets and financial liabilities into the following categories:

Iinancial assets:
® Measured at fair value through profit or loss — Equity investments
® Measured at amortised cost - cash at bank and other assets

Financial liabilities at amortised cost:
® Other liabilities - amounts due to related parties and other liabilities

Derecognition

‘The Fund derecognises a financial asset when the contractual right to the cash flows from the financial asset expires, or
when it transfers the financial asset in a transaction in which substantially all the risks and rewards of the ownership are
transferred or in which the Fund neither transfers nor retains substantially all the risks and rewards of ownership and it
does not retain control on the financial asset. Any interest in transferred financial assets that qualify for derecognition that
is carried or retained by the Fund is recognised as separate asset or liability in the statement of financial position. On
derecognition of financial asset, the difference between the carrying amount of the asset (or the carrying amount allocated
to the portion of the asset transferred), and consideration received (including any new asset obtained less any new liability
assumed) is recognised in the statement of comprehensive income.

T'he Fund derecognises a financial liability when its contractual obligations are discharged or cancelled or expired.



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Financial assets and liabilities continued

Sering

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when, and
only when, the Fund has a legal right to set off the recognised amounts and it intends either to settle on a net basis or to
realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRSs, for example, for gains and losses
arising from a group of similar transactions, such as gains and losses from financial instruments at fair value through
profit or loss.

Amortised cost measurement

‘The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is measured at
initial recognition, minus principal repayments, plus or minus the cumulative amortisation using the effective profit
method of any difference between the initial amount recognised and the maturity amount, minus any reduction for
1 rment.

1T effective profit rate is the rate that exactly discounts the estimated future cash payments and receipts through the
expected life of the financial asset or liability (or, when appropriate, a shorter period) to the carrying amount of the
linamcial asset or liability. When calculating the effective profit rate, the Fund estimates future cash flows considering all
contractual terms of the financial instrument, but not future credit losses.

Impairment and uncollectibility of financial assets

An assessment is made at each reporting date to determine whether there is an objective evidence that a specific
financial asset may be impaired. If such evidence exists, any impairment loss is recognised in the statement of
comprehensive income. For assets carried at cost, impairment is the difference between cost and the present value of
future cash flows discounted at the current market rate of return for a similar financial asset.

Fuair 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

fo sell the asset or transfer the liability takes place either:

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

"The principal or the most advantageous market must be accessible to by the Fund.
When available, the Fund measures the fair value of an instrument using quoted bid prices in an active market for that
mstrument. A market is regarded as active if quoted prices are readily and regularly available and represent actual and

regularly occurring market transactions on an arm's length basis.

[ best evidence of the fair value of a financial instrument at initial recognition is the transaction price, i.e. the fair value
of the consideration given or received.

Asscts are measured at a bid price and liabilities are measured at an asking price.

All changes in fair value are recognised in the statement of comprehensive income as net gain or loss from financial
insiruments at fair value through profit or loss.



31 December 2017

2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Cash and cash equivalents
Cash and cash equivalents for the purpose of statement of cash flows comprise balances with banks.

Net asset value per unit
The net asset value per unit is calculated by dividing the net assets included in the statement of financial position by
closing number of units outstanding at year end.

Provisions

A provision is recognised if, as a result of a past event, the Fund has a present legal or constructive obligation that can be
estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation. Where
the effect of time value of money is material, provisions are determined by discounting the expected future cash flows,
that reflects current market assessments of the time value of money and, where appropriate, the risks specific to the

liability.
23 STANDARD ISSUED BUT NOT YET EFFECTIVE

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Fund’s financial
statements are disclosed below. The Fund intends to adopt these standards, if applicable, when they become effective:

® IFRS 2 Classification and Measurement of Share-based Payment Transactions — Amendments to IFRS 2

» Amendments to IFRS 4: Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts

' IFRS 9 Financial Instruments

s Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor and its Associate
or Joint Venture

2 IFRS 15 Revenue from Contracts with Customers

IFRS 16 Leases

B [FRS 17 Insurance Contracts

s Amendments to IAS 40: Transfers of Investment Property

o IFRS 22 Foreign Currency Transactions and Advance Consideration

[FRIC 23 Uncertainty over Income Tax Treatments.

Annual Improvements 2014-2016 Cycle

) IFRS 1 First-time adoption of International Financial Reporting Standards - Deletion of short-term

exemptions for first time adopters

» 1AS 28 Investments in Associates and Joint Ventures — Clarification that measuring investees at fair value
through profit or loss is an investment-by-investment choice

2 IFRS 3 Business Combinations - Previously held interests in a joint operation

L

s [FRS 11 Joint Arrangements - Previously held interests in a joint operation
8 [IAS 12 Income Taxes - Income tax consequences of payments on financial instruments classified as equity
# IAS 23 Borrowing Costs - Borrowing costs eligible for capitalisation

[FRS 9 Financial Instruments

Ihe International Accounting Standard Board issued the final version of IFRS 9 Financial Instruments in July 2014,
which replaces TAS 39 Financial Instruments: Recognition and measurement and all previous versions of IFRS 9. The
revised standard brings together all three aspects of the accounting for financial instruments project: classification and
measurement. impairment and hedge accounting. The final version of IFRS 9 is effective for annual periods beginning
onor after | January 2018, with early application permitted.

F'he Fund 18 in the process of assessing the impact of the new standards and amendments on its financial statements.

11



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS_
31 December 2017

3 NET (L.OSSES) GAINS FROM FINANCTAL ASSETS AT FAIR VALUE
THROUGH PROFIT OR LOSS
2017 2016
AED’000 AED 000
Unrealised (losses) gains from financial assets at
fair value through profit or loss (527) 3,174
Realised losses from financial assets at
fair value through profit or loss 392 (2.472)
_(919) 702
4 OTHER EXPENSES
2017 2016
AED’000 AED 000
Legal and professional fees 45 98
lndex provider fees 44 44
Administration, statutory reporting and
other service fees 118 116
Cusiody fees 94 117
Uthers 63 .6
— 364 381
5 CASH AND CASH EQUIVALENTS

For the purpose of the statement of cash flows, cash and cash equivalents comprise of the following:

2017 2016

AED’000 AED 000

iank balances _9.336 5,732
G FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

2017 2016

AED000 AED 000

Investment in listed equities 24,901 33,785

Atithe reporting date, the fair value of these investments was arrived at using market value of the investments.



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

7 OTHER LIABILITIES
2017 2016
AED’000 AED 000
Professional fees 43 42
Other payables 18 s S
- 121 111
8 NET ASSET VALUE

Net Asset Value per share is calculated by dividing the net assets included in the statement of financial position by the
number of units outstanding at the year-end as follows:

2017 2016
Net asset attributable to unit holders (4ED'000) _33.978 39.212
Number of units outstanding 283.435 319,134
Net asset value per unit (4ED) _119.88 _122.87

The initial offering of units was at a price of AED 100 per unit (par value). Subsequent to the initial offering, the
subscription and redemption price for units is based on the Net Assets Value (NAV) per unit on every Wednesday of
ach week,

9 RELATED PARTY BALANCES AND TRANSACTIONS

Related parties comprise members of the Fund Advisory Board, the Sharia Supervisory Board, the Fund Manager
and those entities over which the Fund, members of the Fund Advisory Board, the Sharia Supervisory Board and the
#und Manager can exercise control or significant influence or be controlled or significantly influenced by such entities
including the funds that are managed by the Fund Manager. In the ordinary course of business, the Fund renders and
receives services from such related parties at agreed rates, terms and conditions set out by the Fund Manager.

Terms and conditions
Key ferms and conditions are shown below:

T y
SEIPIC 2
Sunking:

Uhe Fund Manager provides banking services at rates agreed with the Fund.
Others:

I'he Fund Manager is entitled to fund management fees of 2% of net assets value attributable to unit holders (2016: 2%)
as set out in the Funds' term sheet.

13



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

9 RELATED PARTY BALANCES AND TRANSACTIONS continued

Transactions with related parties included in the statement of comprehensive income are as follows:

2017 2016
AED’000 AED 000
Management fees ___730 LT77
2017 2016
AED’000 AED 006

Balances with related parties at the reporting dates are shown below:
Mumber of units held by related parties (in thousands) 200 - 200
Total value of redeemable units held by related parties 23.976 24.574
Bank balances _9,336 5732

Lue to related parties
Investment management fees payable

to the Fund Manager . 179 _ 194

Compensation of key management personnel
‘The Fund is managed by the Fund Manager and there are no key management personnel of the Fund.

10 FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair values
Carrving amounts of all the financial assets and liabilities approximated their fair values at the statement of financial

position date.

Fair value hierarchy
As at 31 December 2017 and 2016, the Fund held the following financial instruments measured at fair value:

31 December
2017 Level 1 Level 2 Level 3
AED’000 AED 000 AED 000 AED 000

i'inancial assets
Financial assets at fair value

through profit or loss 24,901 24,901 - -

31 December
2016 Level 1 Level 2 Level 3
AED 000 AED 000 AED 000 AED 000

Financial assets
Financial assets at fair value
through profit or loss 33,785 33,785 _ - =

14



Al Hilal GCC Equity Fund
NOTES TO THE FINANCIAL STATEMENTS

31 December 2017

10 FAIR VALUES OF FINANCIAL INSTRUMENTS continued

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

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

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

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

During the vear ended 31 December 2017 and 2016, there were no transfers between or into Level 1, Level 2 and Level
3 fair value measurements.

11 FINANCTAL RISK MANAGEMENT AND OBJECTIVES
RISK MANAGEMENT FRAMEWORK

Ihie Fund’s principal financial liabilities consist of amounts due to related parties, other payables and net assets
attributable to unitholders. The Fund has financial assets such as financial assets at fair value through profit or loss and
bank balances. The Fund’s financial assets and liabilities arise directly from its operations.

‘he Fund Advisory Board has the overall responsibility for the establishment and oversight of the Fund's risk
management framework. The Fund is managed by the Fund Manager on the basis of the Fund’s investment objectives
and guidelines, subject to the supervision of the Fund Advisory Board, on a day to day basis. The Fund Advisory
Board reviews the activities and performance of the Fund (including Fund’s investment strategies as set out in the
mvestment guidelines) and makes appropriate recommendations to the Fund Manager.

Lhe und’s risk management policies are established to identify and analyse the risks faced by the Fund, set appropriate
cisk limits and controls, and monitor risks and adherence to limits. Risk management policies and systems are reviewed
regularly, on an ongoing basis, to reflect changes in market conditions, products and services offered.

"The main risks arising from the Fund’s financial instruments are as follows:

i Liquidity risk;

2 Credit risk;

3. Operational risk; and
1. Market risk.

ihe Fund Manager reviews and agrees policies for managing each of these risks which are summarised below:

Liguidity risk
Liquidity risk is the risk that the Fund will be unable to meet its funding requirements. It arises principally due to
rclated parties and unit holders redeeming their units.

The Fund’s liquidity risk is managed on a daily basis by the Fund Manager in accordance with the policies and
procedures in place by having sufficient liquidity to meet its liabilities including anticipated redemptions of units, as
and when due, without incurring unacceptable loses or risking damages to the Fund’s reputation. Under normal
operating conditions, up to twenty-five percent (25%) of the Assets may at any time be held in the form of cash and -
or other short-term investments deemed appropriate by the Fund Manager in its sole discretion. Cash will be invested
in a Shariah-compliant manner. Under non-normal operating conditions, including events such as providing liquidity
for client transactions or during periods of excessive market volatility, cash and / or other short-term investments may
comprise greater than twenty-five percent (25%) but no more than seventy percent (70%) of the assets.

15



Al Hilal GCC Equity Fund

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

8] FINANCIAL RISK MANAGEMENT AND OBJECTIVES continued

Liquidity risk continued
The table below summarises the liquidity profile of the Fund’s liabilities based on contractual maturities determined on
the basis of the remaining period at the statement of financial position date to the contractual maturity date.

T'he maturity profile of assets and liabilities at 31 December 2017 is as follows:

Upto  From three From one
three months to yearto Unspecified
months one year Sive years maturity Total
AED000 AED'000 AED'000 AED’000 AED000

Asseis
Bank balances 9,336 - - - 9,336
assels 41 - " ” 41

FRt !

‘inancial assets at

tair value through profit or loss - - - 24,901 24.901
Toral 92377 T e 24.901 34,278
Linbilities and Net Agsets
Amounts due to related parties 179 - R - 179
Uther labilities 121 - - - 121
Net assets attributable to unitholders - - - 33,978 33.978
Total 300 o S 33.978 34.278

The maturity profile of assets and liabilities at 31 December 2016 was as follows:

Upto  From three From one
three months to yearto  Unspecified
months one year five years Maturity Tota!

AED 000 AED 000 AED 000 AED000 AED 000

Assety

Bank balances 5,732 - - - 3.732
Financial assets at

iair value through profit or loss _ - ) - - 33,785 33.785
Total 5,732 N — 33,785 39517
Liabilities and Net Assets
Amounts due to related parties 194 E - - 194
Other liabilities 111 - - E 111
Nei assets attributable to unitholders - - ) - 39.212 39.212
Cobal _305 - - 39212 39517

CUredit risk

{redit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. It arises from bank balances and financial assets at fair value through profit or loss. The
vund Manager attempts to control credit risk by monitoring credit exposures, limiting transactions with specific
counterparties, and continually assessing the creditworthiness of counterparties. The maximum credit risk is limited
o amounts appearing on the statement of financial position.
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11 FINANCIAL RISK MANAGEMENT AND OBJECTIVES continued

Credit risk continued

Where the credit risk is not in accordance with the investment policy or guidelines of the Fund, the Fund Manager is
obliged to rebalance the portfolio as soon as is reasonably practicable after each determination that the portfolio is not
in compliance with the stated investment parameters. As of now the Fund’s concentration matrix reflecting
diversification is as follows:

Setilement risk
The Fund’s activities may give rise to risk at the time of settlement of transactions. Settlement risk is the risk of loss
due to the failure of an entity to honour its obligations to deliver cash, securities or other assets as contractually agreed.

For the majority of transactions, the Fund mitigates this risk by conducting settlements through a broker to ensure thai
a trade is settled only when both parties have fulfilled their contractual settlement obligations.

Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls
fail to perform, operational risks can cause damage to reputation, have legal or regulatory implications, or lead to
financial loss. The Fund cannot expect to eliminate all operational risks, but through a control framework and by
monitoring and responding to potential risks, the Fund is able to manage the risks. Controls include effective
seeregation of duties, access, authorisation and reconciliation procedures, staff education and assessment processes.

e Fund's objective is to manage operational risk to balance limiting of financial losses and damage to its reputation
whilst achieving its investment objective of generating returns to investors.

Uhe primary responsibility for the development and implementation of controls over operational risk rests with the
Fund Manager. This responsibility is supported by the development of overall standards for the management of
operational risk, which encompasses the controls and processes at the service providers and the establishment of
service levels with the service providers, in the following areas:

s Requirements for appropriate segregation of duties between various functions, roles and responsibilities

» Requirements for the reconciliation and monitoring of transactions

s Compliance with regulatory and other legal requirements

w Documentation of controls and procedures

e Requirements for the periodic assessment of operational risks faced, and the adequacy of controls and
procedures to address the risks identified

® Contingency plans

@ Ethical and business standards

s Risk mitigation, including insurance where this is effective.
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i1 FINANCTAL RISK MANAGEMENT AND OBJECTIVES continued

Operational risk continued

Compliance with policies and procedures is supported by periodic reviews undertaken by the Fund Manager's Audit
and Compliance Division. The results of these reviews are discussed with the management, with summaries submitted
to the Audit Committee and senior management of the Fund Manager.

The Fund Manager's assessment over the adequacy of the controls and processes in place at the service providers with
respect to operational risks is carried out via regular discussions with the service providers.

Substantially all of the securities of the Fund are held with reputable brokers. Bankruptcy or insolvency of the
custodians may cause the Fund's rights with respect to the securities held by the custodian to be delayed or limited.
[he Fund Manager monitors the credit ratings, internal control and financial position of its custodians on a periodic

DASIS,

Market risk

Iarket risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices,
whether those changes are caused by factors specific to the individual security, or its issuer, or factors affecting ail
securities traded in the market.

The Fund is exposed to market risk with respect to its investments. The Fund limits market risk by maintaining a
diversitied portfolio of equities based on Islamic Sharia Rules and Principles, listed in Dubai, Abu Dhabi and other
Arab equities markets. The Fund’s market risk is managed on a daily basis by the Fund Manager in accordance with
the policies and procedures in place. The Fund's overall market positions are monitored by the Fund Advisory Board
on periodic basis. In addition, the Fund actively monitors the key factors that affect stock and bond market movemeni.
including analysis of the operational and financial performance of investees. Market risk arise as a result of following
EXPOSUTES:

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.
The Fund has set limits on positions by currency. Positions are monitored on a daily basis and hedging strategics are
used io ensure positions are maintained within established limits.

The exchange rate of AED and most of GCC currencies, in which the Fund invests, is pegged against US Dollar and
hence the Fund's exposure to currency risk is limited to that extent.

since the majority of the assets and liabilities are in AED or in foreign currencies pegged with the AED, the
management estimates that any reasonable possible changes in exchange rates would not have a significant impact on
tie Fund's financial statements.

b 31 December 2017 and 2016, the effect of the assumed changes in exchange rates on equity is insignificant.

ST
ALl

Other price risk

Other price risk is the risk that the fair value of the financial instrument will fluctuate as a result of changes in market
prices (other than those arising from currency risk), whether caused by factors specific to an individual investment, its
issuer or all factors affecting all instruments traded in the market. As the majority of the Fund's financial instruments
are carried at fair value with fair value changes recognised in the statement of comprehensive income, all changes in
market conditions will directly affect net investment income.

Price risk is managed by the Fund Manager by constructing a diversified portfolio of instruments, in different industry

sectors and traded on different markets. Under normal circumstances the Fund invests in the trading instruments in
accordance with the investment guidelines.
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it FINANCIAL RISK MANAGEMENT AND OBJECTIVES continued
Market risk continued

Other price risk continued
As per the prospectus of the Fund, the policy for concentration of its investment porttolio profile is as follows:

® The Fund will hold no more than 65 equity securities at any point in time.

® The Fund manager may invest up to 10% of assets in listed equity securities in the index, without regard to
traditional weighting techniques such as market capitalisation weighting or index benchmarking.

s No more than 30% of the assets may at any time be held in equity securities in any one Industry Classification
Benchmark ("ICB") super sector in the index as defined by Dow Jones.

° No more than 55% of the assets may be held in equities from Kingdom of Saudi Arabia. No more than 45%

of the assets may be held in equities from any other country represented in the index.
Where the market risk is not in accordance with the investment policy or guidelines of the Fund, the Fund Manager
is obliged to rebalance the portfolio as soon as is reasonably practicable after each determination that the portfolio

is not in compliance with the stated investment parameters,

The distribution of the Fund’s financial assets by geographic region is as follows:

2017 2016
% %
(reographic region
Saudi Arabia 55.77 4997
UAE 22.73 23.40
Kuwait 13.98 10.44
Oatar 5.08 8.83
Uman 2.44 7.36
The distribution of the Fund’s financial assets by sector / industry is as follows:
Seetor/Industiy
{onsumer Staples 13.79 18.18
Telecommunication 13.79 1515
[ndustrials 10.34 15.15
fnancialy 10.34 12.12
Consumer Discretionary 345 9.09
Materials - 13.05
Others 48.29 27.28

thie Fund had the following individual significant exposure in its portfolio of investments at fair value through profit or
HR L

2017 2016

% "f-,‘_,

Saudi Basic Industries 8.49 10.32
Qatar Industries 3.69 7.55
Emirates Telecom Group 6.92 7.16
Aramex PJSC 6.37 6.53
saudi Telecom 2.61 4.90
Al Rajhi Bank 2.91 4.77
Omian Telecommunications 1.04 4.34

[he Fund estimates the future reasonably possible market price fluctuations for equity investments on an individual
investment basis,
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i1 FINANCIAL RISK MANAGEMENT AND OBJECTIVES continued

Warket risk continued

Other price risk continued

The table below sets out the sensitivity analysis and its effect on the Fund's statement of comprehensive income and
net assets attributable to unit holders of a reasonably possible strengthening in the individual equity market prices of
[% at 31 December. The analysis assumes that all other variables, in particular profit and foreign currency rates

remain constant.

2017 2016
Effect in AED thousand
Financial assets at fair value through profit or loss __249 _ 338
Effect in % of net assets
Financial assets at fair value through profit or loss 0.73% 0.86%

As a result of adverse market movement of 5%, the net asset value of the Fund is expected to decline by AED 1,699
thousand (2016: AED 1,961 thousand).

A weakening of market prices would have resulted in an equal but opposite effect to the amounts shown above.

Capital management

Ihe Fund'’s capital is represented by the number of units outstanding. The primary objective of the Fund's capital
management is to ensure that it maintains healthy capital ratios in order to support its business and maximize
imitholders value.

The Fund aims to deliver this objective mainly through investing in a balanced portfolio as per the Fund’s investment
guidelines while maintaining sufficient liquidity to meet unit holders’ redemptions. The Fund has complied with the
externally imposed requirements,

2 CONTINGENT LIABILITIES

‘he Fund has no significant contingent liabilities at the reporting date.



