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AlAhli Diversified Saudi Riyal Fund
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NCB Capital Company, Saudi Arabia

Tower B, King Saud Road, P.O. Box 22216, Riyadh 11495
Tel: +966 920000232

Website: www.alahlicapital.com

Sub-Manager / Investment Adviser
None

Investment Activities

During the first half of 2018, the Fund focused on Murabaha
investments with local and GCC banks. The Fund strategy was
conservative given its investments objectives. The Fund
underperformed its benchmark because of the increase in 1
month SIBOR by 42% in the first six month of the year going
from 1.69125 to 2.40625.

Performance
Fund Performance 0.87%
Benchmark Performance 1.03%

The Fund underperformed the benchmark by 16 bps.

Terms & Conditions Material Changes

- Updating the fund offering documents to include: Information
Memorandum, Terms and Conditions, and Summary of Key
Information in line with the requirements of the amended
Investment Funds Regulations.

- Appointment of AlBilad Capital as the fund custodian.

Investments in other Investment Funds

The Fund management fee is 0.75% of NAV. Management fees
charged by investments in AlAhli Saudi Riyal Trade Fund have
been rebated.

Special Commission
No special commissions were received during the period.

Fund Manager Investment

The Fund manager investments in the Fund is 3.70% of its
units.

Financial Statements
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ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

1. THE FUND AND ITS ACTIVITIES

AlAnhli Diversified Saudi Riyal Fund ("the Fund") is a Shariah compliant open-ended investment fund,
managed by NCB Capital Company (“the Fund Manager"), a subsidiary of The National Commercial
Bank (the "Bank™), for the benefit of the Fund's Unitholders. The Fund is established under Article 30 of
the Investment Fund Regulations (the Regulations) issued by the Capital Market Authority (CMA).

As defined in Capital Market Authority's Regulation No. 2-83-2005 dated 21 Jumada Awal 1426H (28
June 2005) the Fund Manager conducts the following securities’ activities:

a) Dealing;
b) Arranging;
C) Managing;
d) Advising;
e) Custody;

The Fund offers investors the opportunity to participate in trade transactions which conform to Shariah
principles, invest in Sukuks and other mutual funds or instrument that comply with Islamic Shariah
investment principles.

The terms and conditions of the Fund were originally approved by the Saudi Arabian Monetary Authority
(SAMA) and subsequently endorsed by the CMA through its letter dated 16 December 2008. The
Fundcommenced its operations on 1 October 2003.

The Fund is governed by the Regulations pursuant to resolution number 1-219-2006 dated 3 Dhul Hijja
1427H (corresponding to 24 December 2006) as amended by the Resolution No. 1/61/2016 of Board of
the CMA dated 16 Sha’ban 1437H (corresponding to 23 May 2016) which provided detailed requirements
for all funds within the Kingdom of Saudi Arabia.

The results for the six months period ended 30 June 2018 are not necessarily indicative of the results that
may be expected for the financial year ending 31 December 2018.

2. BASIS OF ACCOUNTING

These condensed interim financial statements of the Fund have been prepared in accordance with
International Financial Reporting Standards for Interim Financial Reporting (“IAS 34”) as endorsed in
the Kingdom of Saudi Arabia and to comply with the applicable provisions of the Investment Funds
Regulations issued by Capital Market Authority, the Fund’s terms and conditions and the Information
Memorandum.

For all periods up to and including the year ended 31 December 2017, the Fund prepared its financial
statements in accordance with generally accepted accounting standards in the Kingdom of Saudi Arabia
promulgated by Saudi Organisation for Certified Public Accountants (SOCPA) (“previous GAAP™). The
condensed interim financial statements for the six months period ended 30 June 2018 are the first interim
financial statements of the Fund prepared in accordance with International Financial Reporting Standards
(IFRS) and IFRS 1 First-time Adoption of International Financial Reporting Standards has been applied.

An explanation of how the transition to IFRSs has affected the reported financial position, financial
performance and cash flows of the Fund is provided in note 14.




ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

3. BASIS OF MEASUREMENT

The condensed interim financial statements have been prepared on a historical cost convention using
accrual basis of accounting and going concern concept except for investments measured at fair value
through profit or loss (“FVTPL”) which are recorded 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 condensed statement of financial position. Instead,
assets and liabilities are presented in order of their liquidity.

4.  EUNCTIONAL AND PRESENTATION CURRENCY

Items included in the condensed interim financial statements are measured using the currency of the
primary economic environment in which the Fund operates (the “functional currency”). These condensed
interim financial statements are presented in Saudi Arabian Riyal (“SAR”) which is the Fund’s functional
and presentation currency.

5. CHANGES IN FUND’S TERMS AND CONDITIONS

During the period ended 30 June 2018, the Fund Manager has made certain revisions to the terms and
conditions of the Fund. The main change in the terms and conditions relate to appointment of AlBilad
Capital as an independent custodian.

The changes was notified to CMA through a letter dated 27 February 2018 and was notified by the Fund

manager to the unitholders through a letter dated 27 February 2018. The revised terms and conditions
became effective from 11 March 2018.

6. CRITICAL ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the condensed interim 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
recognised in the period in which the estimates are revised and in any future periods affected.

a)  Fair value estimation

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

» In the principal market for the asset or liability, or

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

The 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.

The Fund has classified the fair value hierarchy of FVTPL investments as Level 2.
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ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

6. CRITICAL ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS
(continued)

b)  Assumptions and estimation uncertainties

Measurement of the expected credit loss allowance

The measurement of the expected credit loss allowance for financial assets measured at amortised
cost is an area that requires the use of complex models and significant assumptions about future
economic conditions and credit behavior.

A number of significant judgments are also required in applying the accounting requirements for

measuring expected credit loss (ECL), such as:

o Determining criteria for significant increase in credit risk;

e Choosing appropriate models and assumptions for the measurement of ECL;

e Establishing the number and relative weightings of forward-looking scenarios for each type of
product/market and the associated ECL; and

e Establishing Fund of similar financial assets for the purposes of measuring ECL.

Explanation of the inputs, assumptions and estimation techniques used in measuring ECL is further
detailed in Note 13.1.2, which also sets out key sensitivities of the ECL to changes in these elements.

7. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these condensed interim financial
statements are set out below. These policies have been consistently applied to all the periods presented,
unless otherwise stated. Where policies are applicable only after or before 1 January 2018, those policies
have been particularly specified.

7.1 Cash and cash equivalents

Cash and cash equivalents include cash at bank and short-term, highly liquid investments that are readily
convertible to known amounts of cash and which are subject to an insignificant risk of changes in value.
Cash and cash equivalents include bank balances.

7.2 Receivables

Receivables are initially recognised when they are originated. Receivable without a significant financing
component is initially measured at the transaction price and subsequently at their amortised cost using
effective commission rate method. Loss allowance for receivables is always measured at an amount equal
to lifetime expected credit losses. Receivable without a significant financing component is initially
measured at the transaction price.




ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

7.  SIGNIFICANT ACCOUNTING POLICIES (continued)

7.3 Financial Instrument
Financial instrument comprise financial assets and financial liabilities.

Financial assets consist of cash and cash equivalents, investments and dividend receivable. Financial
liabilities consists of other payables.

7.3.1 Policy under previous GAAP

The accounting guidance in respect of the initial recognition of financial assets and liabilities is consistent
between previous GAAP and IFRS 9. This is as follows:

a) Initial recognition and measurement

Financial assets and financial liabilities are recognised when the entity becomes a party to the contractual
provisions of the instrument. The Fund records investments in Murabahas, sukuks and funds on
‘settlement date’ basis.

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 condensed statement of
comprehensive income. Immediately after initial recognition, financial assets are measured subsequently
at cost less impairment for financial assets measured at amortised cost and at fair value for financial assets
held at fair value. The change in the amount on subsequent measurement is recognised in the condensed
statement of comprehensive income.

b)  Classification
For financial periods ended 31 December 2017, the Fund classified financial assets as follows:

Held for trading
Investments classified as held for trading, are acquired principally for the purpose of selling or

repurchasing in the short term. Securities which are held for trading are subsequently measured at fair
value and any gain or loss arising from a change in fair value is included in the condensed statement of
comprehensive income in the period in which it arises.

After initial recognition, held for trading investments are measured at fair value and any change in the
fair value is recognized in the condensed statement of comprehensive income for the period in which it
arises.

Held to maturity investments (HTM)

Investments having fixed or determinable payments and fixed maturity that the management has the
positive intention and ability to hold to maturity are classified as held to maturity. HTM investments are
initially recognised at fair value including direct and incremental transaction costs and subsequently
measured at amortised cost, less provision for impairment in their value. Amortised cost is calculated by
taking into account any discount or premium on acquisition using the effective commission rate method.
Any gain or loss on such investments is recognized in the condensed statement of comprehensive income.




ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

7.  SIGNIFICANT ACCOUNTING POLICIES (continued)

7.3 Financial Instrument (continued)
7.3.2 Accounting policies under IFRS 9 (continued)

The Fund has adopted IFRS 9 ‘Financial Instruments’ as issued by the International Accounting
Standards Board (IASB) in July 2014 with a date of transition of 1 January 2018, which resulted in
changes in accounting policies and adjustments to the amounts previously recognised in the financial
statements.

As permitted by the transitional provisions of IFRS 9 and IFRS 1 (Note 14 (a)), the Fund elected not to
restate comparative figures. Any adjustments to the carrying amounts of financial assets and liabilities at
the date of transition were recognised in the opening retained earnings of the current period.

a) Classification of financial assets and Reconciliation of condensed statement of financial position
balances from previous GAAP to IFRS 9

The Fund performed a detailed analysis of its business models for managing financial assets and analysis
of their cash flow characteristics.

The following table reconciles the carrying amounts of financial assets, from their previous classification
and measurement category in accordance with previous GAAP to their new measurement categories upon
transition to IFRS 9 on 1 January 2018. There were no changes to the classification and measurement of
financial liabilities

Previous
GAAP IFRS 9
carrying carrying
amount 31 amount
December 1 January
2017 Reclassifications Remeasurements 2018

Amortised cost

Held to maturity investments 7124535 (7,124,535) - -

(HTM)

Investments measured at . 7.124.535

amortised cost T (2959) 7,121,576
Held for trading investments 707,500 (707,500) - -
Investments measured at FVTPL - 707,500 - 707,500

The total remeasurement loss relating to ECL allowance of SAR 2.9 million was recognised in opening
reserves at 1 January 2018.
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ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

7.  SIGNIFICANT ACCOUNTING POLICIES (continued)

7.3 Financial Instrument (continued)
7.3.2 Accounting policies under IFRS 9 (continued)
b)  Measurement methods

Effective commission rate

The effective commission rate is the rate that exactly discounts estimated future cash receipts or payments
through the expected life of the financial asset or financial liability to the gross carrying amount of a
financial asset (i.e. its amortised cost before any impairment allowance) or to the amortised cost of a
financial liability. The calculation does not consider expected credit losses and includes transaction costs,
premiums or discounts and fees paid or received that are integral to the effective commission rate, such
as origination fees.

When the Fund revises the estimates of future cash flows, the carrying amount of the respective financial
assets or financial liability is adjusted to reflect the new estimate discounted using the original effective
commission rate. Any changes are recognised in the condensed statement of comprehensive income.

c¢) Classification of financial assets

The classification requirements for equity and debt instruments are described below:

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 equity.

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. When this election is used, fair value gains and losses are
recognised in OCI and are not subsequently reclassified to the condensed 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 recognised in the condensed statement of comprehensive income when the Fund’s right to
receive payments is established.

An investment may be designated as FVTPL by the management if it eliminates or significantly reduces a
measurement or recognition inconsistency (sometimes referred to as “an accounting mismatch™) that would
otherwise arise from measuring assets or liabilities or recognizing the gains and losses on different bases;
or a group of financial assets, financial liabilities or both is managed and its performance is evaluated on a
fair value basis, in accordance with a documented risk management or investment strategy, and information
about the fund is provided internally on that basis to the Fund’s key management personnel.
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ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

7.  SIGNIFICANT ACCOUNTING POLICIES (continued)

7.3 Financial Instrument (continued)
7.3.2 Accounting policies under IFRS 9 (continued)
c) Classification of financial assets (continued)

Debt instruments

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

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.

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 Fund 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.

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.

The Fund reclassifies debt investments when and only when its business model for managing those assets
changes. The reclassification takes place from the start of the first reporting period following the change.
Such changes are expected to be very infrequent and none occurred during the period.

Amortised 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 amortised cost. The carrying amount of these assets is adjusted by any expected credit loss
allowance recognised and measured as described in Note 13.1.2. Profit earned from these financial assets
is recognised in the condensed statement of comprehensive income using the effective commission rate
method.
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ALAHLI DIVERSIFIED SAUDI RIYAL FUND
(Managed by NCB Capital Company)

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS (unaudited)
For the six months period ended 30 June 2018
Expressed in Saudi Arabian Riyals ‘000 (unless otherwise stated)

7.  SIGNIFICANT ACCOUNTING POLICIES (continued)

7.3 Financial Instrument (continued)
7.3.2 Accounting policies under IFRS 9 (continued)
d) Impairment of financial assets

IFRS 9 replaces the 'incurred loss' model in previous GAAP with an 'expected credit loss' model
(“ECL").The Fund assesses on a forward-looking basis the expected credit losses (“ECL”) associated
with its debt instrument assets carried at amortised cost. The allowance is based on the ECLs associated
with the probability of default in the next twelve months unless there has been a significant increase in
credit risk since origination.

7.4 Derecognition

Financial assets, or a portion thereof, are derecognised when the contractual rights to receive the cash
flows from the assets have expired, or when they have been transferred and either (i) the Fund transfers
substantially all the risks and rewards of ownership, or (ii) the Fund neither transfers nor retains
substantially all the risks and rewards of ownership and the Fund has not retained control. On
derecognition of a financial assets the difference between the carrying amount of the asset and the
consideration received is recognized in the condensed statement of comprehensive income.

7.5 Financial liabilities

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

7.6 Offsetting

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

7.7  Accrued expenses and other payables

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

7.8 Provisions

A provision is recognised 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 recognised for future
operating loss.
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