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Executive summary
The executive summary below is to be used in conjunction with the valuation report to which it forms part and is
subject to the assumptions, caveats and bases of valuation stated herein and should not be read in isolation.

Location

The property is located on Madinah Road within the Salamah district of Jeddah, which is
perceived to be a good location in central Jeddah. The property has a frontage of
approximately 100 meters on Madinah Road to the east along with a frontage to the north,
west and south onto secondary roads. It lies within a high-density populated area where the
prevailing land use is mainly of residential apartment buildings.
The King Abdulaziz International Airport is located some 6 km to the north of the property.
The sea is situated some 5 km to the west.

Description

The property comprises a good quality office building with ancillary retail. It was built in 2013
and contains 8 retail units on the ground floor and 116 office units situated across the upper
13 floors.
The property’s construction takes the form of a reinforced concrete frame with grey and blue
exterior cladding. There are approximately 400 car parking spaces situated across the
basement and mezzanine floors.
The retail units on the ground floor benefit from good road frontage, all of which have double
ceiling heights that allow for mezzanine accommodation.
The office floors are accessed from the rear of the property through a dedicated lobby with
six passenger lifts and one service lift. Internally the common areas have been well
maintained to a good condition.

Areas

The property has a total net leasable area (NLA) of 29,921 sq m, of which 5,710 sq m is
zoned for retail use and 24,002 sq m is zoned for office use. The rest of the NLA comprises
storage space, telecommunication antennas, sign board, etc. The land plot, which the
property is built on, extends to 7,682 sq m according to the copy of the land title deed that
was provided to us.

Tenure

Assumed freehold

Planning

The client has provided us with the property’s building permit, which indicates that the site
has permission for a commercial development. We would advise your legal advisors to verify
this.

Valuation
considerations

● We have valued the property subject to the head lease that is currently in place. The head
lease is for a 5-year term with a fixed rental income of SAR 23,100,000 per annum without
annual escalation. After expiry of the head lease, we have assumed that the head lease
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Executive summary cont.
is not renewed and the building then becomes available for let on a multi tenanted basis,
and is leased to third parties on market based lease terms.
● The lot size is such that this asset would prove attractive in the market given the two
distinct asset classes of retail and offices.
● We have assessed the market value of the property using a discounted cash flow
approach, where we have modelled the cash flows generated under the head lease for
the contracted lease term of 5 years and upon expiration, we have assumed the building
would be leased based on our assumptions of Market Rent, with allowances being made
for deduction of operating expenses, leasing fees and property management fees. Our
Estimated Rental Value for the property as at the valuation date is SAR 25,359,738 per
annum (assuming 100% occupancy). We have assumed 2% annual inflation in our cash
flows and adopted an 8.25% exit yield reflecting a 10.25% discount rate.
● The property benefits from good road frontage along Madinah Road and provides flexible,
well laid out retail accommodation on the ground floor. Three of the retail units are sublet
to brands such as Tajeer Group, Salama Insurance Company and Tim Hortons.
● The common area is in good and serviceable condition. Additionally, there may be
opportunities to rentalise part of this space in the future.
● We understand that the municipality requires a parking ratio of 1 parking bay per 70 sq
m of office space and 1 parking bay per 55 sq m of retail space which equates to a total
requirement of 443 bays. The existing car parking ratio for the office space is relatively
poor with c. 400 spots available, which is c 43 spaces short of the municipality standard.
● Visitors currently use a vacant land opposite to the subject site for parking. This may
cause inconvenience to tenants should the land be developed in the future. It may also
appear to be less attractive to a number of potential buyers / investors, as lettability of the
building could be adversely impacted – parking is one of the key factors that tenants look
for when considering taking space in an office building.
Valuation date

31 December 2020

Market Value

We are of the opinion that the Market Value of the freehold interest in the Property which is
identified as Salama Building on Madinah Road in Jeddah, KSA, subject to the signed Head
Lease and the assumptions and the caveats detailed herein, as at the valuation date is:
SAR 244,000,000
(Two Hundred and Forty Four Million Saudi Arabian Riyals)
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Executive summary cont.
Valuation
Analysis

Item

Unit

Assumption

Head Lease

Entire building

5 years

Passing rent

SAR per annum

23,100,000

ERV

SAR per annum

25,359,738

Office NLA

sq m

24,002

Retail NLA

sq m

5,710

Estimated Office Market
Rent (after the Head
Lease expiry)

SAR / sq m per annum

650 to 790

Estimated Retail Market
Rent (after the Head
Lease expiry)

SAR / sq m per annum

1,388

%

10%

Telecommunications
Tower income

SAR per annum

35,000

Insurance

SAR per annum

156,135

SAR / sq m per annum

90

Yield

%

8.25%

Growth

%

2.00%

Discount Rate

%

10.25%

Service Charge

Operating Costs (after
expiry of the Head
Lease)

Valuation date
Material
Uncertainty

31st December 2020
The outbreak of COVID-19, declared by the World Health Organisation as a “Global
Pandemic” on the 11th March 2020, has and continues to impact many aspects of daily life
and the global economy – with some real estate markets having experienced lower levels of
transactional activity and liquidity. Travel, movement and operational restrictions have been
implemented by many countries. In some cases, “lockdowns” have been applied to varying
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Executive summary cont.
degrees and to reflect further “waves” of COVID-19; although these may imply a new stage
of the crisis, they are not unprecedented in the same way as the initial impact.
The pandemic and the measures taken to tackle COVID-19 continue to affect economies
and real estate marketsglobally. Nevertheless, as at the valuation date property markets are
mostly functioning again, with transaction volumes and other relevant evidence at returning
to levels where an adequate quantum of market evidence exists upon which to base opinions
of value.
In respect of the subject Property, as at the valuation date we continue to be faced with an
unprecedented set of circumstances caused by COVID-19 and an absence of relevant /
sufficient market evidence on which to base our judgements. Our valuation is therefore
reported as being subject to ‘material valuation uncertainty’ as set out in VPS 3 and VPGA
10 of the RICS Valuation – Global Standards. Consequently, in respect of these valuations
less certainty – and a higher degree of caution – should be attached to our valuation than
would normally be the case.
For the avoidance of doubt this explanatory note above, including the ‘material valuation
uncertainty’ declaration, does not mean that the valuation cannot be relied upon. Rather, this
explanatory note has been included to ensure transparency and to provide further insight as
to the market context under which the valuation opinion was prepared. In recognition of the
potential for market conditions to move rapidly in response to changes in the control or future
spread of COVID-19 we highlight the importance of the valuation date.
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1

Instructions

Engagement of Knight Frank Spain Saudi Arabia Real Estate Valuations Company
1.1

We refer to our Terms of Engagement and General Terms of Business dated 05
December 2019, which was returned to us on the 30th December 2019, to provide a
valuation report on a mixed-use commercial property on Madinah Road, Jeddah
identified as “Salama Building” (“the property”). Copies of these documents are
attached at Appendix 1.

1.2

This valuation has been carried out in accordance with our General Terms of Business
for Valuations (“General Terms of Business”).

Client

1.3

Our client for this instruction is NCB Capital, acting as manager on behalf of Al-Ahli
REIT Fund, a real estate investment traded fund in the Saudi Stock Exchange
(Tadawul).

Valuation
standards

1.4

This valuation has been undertaken in accordance with RICS Valuation – Global
Standards 2020, incorporating the International Valuations Standards (IVS).
References to “the Red Book” refer to either or both of these documents, as applicable.
The valuation also undertaken in accordance with the Saudi Authority for Accredited
Valuers (Taqeem).

Purpose of
valuation

1.5

You have confirmed that this valuation report is required for REIT reporting to the Saudi
Capital Market Authority (CMA) for the semi-annual reporting of the market value (MV)
in accordance with Taqeem regulations.

Conflict of
interest

1.6

We confirm that we do not have any material connection or involvement, giving rise to
a conflict of interest and are providing an objective and unbiased valuation. We
disclose, however, that we have valued the same asset for the Fund prior to its
acquisition.

1.7

We are acting as External Valuers, as defined in the Red Book.

Responsibility
to third parties

1.8

Our valuation report is only for the use of our Client and no liability is accepted to any
third party for the whole or any part of its contents.

Disclosure &
publication

1.9

Neither the whole nor any part of this valuation nor any reference thereto may be
included in any published document, circular or statement nor published in any way
without our prior written approval of the form or context in which it may appear.

Limitations on
liability

1.10 No claim arising out of or in connection with this valuation report may be brought
against any member, employee, partner or consultant of Knight Frank Spain Saudi
Arabia Real Estate Valuations Company (”Knight Frank”). Those individuals will not
have a personal duty of care to any party and any claim for losses must be brought
against Knight Frank.

Instructions

1.11 Knight Frank’s total liability for any direct loss or damage caused by negligence or
breach of contract in relation to this instruction and valuation report is limited to the
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amount specified in the Terms of Engagement letter, a copy of which is attached. We
do not accept liability for any indirect or consequential loss (such as loss of profits).
1.12 The above provisions shall not exclude or limit our liability in respect of fraud or for
death or personal injury caused by our negligence or for any other liability to the extent
that such liability may not be excluded or limited as a matter of law.
Expertise

1.13 The valuer, on behalf of Knight Frank, with the responsibility for this report Faissal
Habassi, MRICS. We confirm that the valuer meets the requirements of the Red Book,
having sufficient current knowledge of the particular market and the skills and
understanding to undertake the valuation competently. We also confirm that the valuer
is a member of the Saudi Authority of Accredited Valuers (TAQEEM).

Vetting

1.14 This report has been vetted as part of Knight Frank’s quality assurance procedures.
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Scope of enquiries & investigations
Inspection

1.15 We were instructed to carry out an internal inspection of the property. Our inspection
of the property was undertaken on 08 December 2020 by Ibrahim Alrashed, Analyst.

Investigations

1.16 The extent of enquiries/investigations made is set out in our General Terms of
Business. In carrying out this instruction we have undertaken verbal / web based
enquiries referred to in the relevant sections of this report. We have relied upon this
information as being accurate and complete.

Information
provided

1.17 In this report we have been provided with information the Client. We have relied upon
this information as being materially correct in all aspects.
1.18 In particular, we detail the following:
● Information relating to the extent of the property
● Project summary
● Copy of the title deed
● Copy of the Building Permit
● Head Lease (in Arabic)
1.19 In the absence of any documents or information provided, we have had to rely solely
upon our own enquiries as outlined in this report. Any assumptions resulting from the
lack of information are also set out in the relevant section of this report.

Valuation bases
1.20 In accordance with your instructions, we have provided opinions of value on the
following bases:Market Value
(MV)

1.21 The Market Value of the freehold interest in the property in its current physical
condition, subject to the head lease.

Valuation date

1.22 The valuation date is 31 December 2020.
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2

The property

Location
2.1

The property is located on Madinah Road within the Salamah district, which is
perceived to be a good location in central Jeddah. The property has a frontage of
approximately 100 meters on Madinah Road to the east along with a frontage to the
north, west and south onto secondary roads. It lies within an area that is dominated by
high-density population where the prevailing use is comprised predominantly of
residential apartment buildings.
Access to the city centre is achieved via Madinah Road which is an arterial route
running north south while Hira Street is situated a short distance to the north which
affords access to the city in an east west direction.
The King Abdulaziz International Airport is located some 6 km to the north from the
property. The sea is situated some 5 km to the west.

2.2

The Google Earth image below shows the macro location of the property.

Subject Property

Source: Google Earth

2.3

The Google Earth image below shows the micro location of the property.
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Subject Property

Source: Google Earth

Site
Site area

2.4

We have not been provided with the property’s affection plan (krooki). However, we
understand that the property occupies a broadly rectangular site of approximately
7,682 sq m.

2.5

The property comprises a good quality office building with ancillary retail. It was built
in 2013 and contains 8 retail units on the ground floor and 116 office units situated
across the upper 13 floors.

Description
General

The property’s construction takes the form of a reinforced concrete frame with grey
and blue exterior cladding. There are approximately 400 car parking spaces situated
across the basement and mezzanine floors.
The retail units on the ground floor benefit from good road frontage, all of which have
double ceiling heights that allow for mezzanine accommodation.
The office floors are accessed from the rear of the property through a dedicated lobby
with six passenger lifts and one service lift. Internally the common area is in good
condition.
2.6

Below is a selection of photos of the property taken during our inspection on 08
December 2020:
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Areas

2.7

The Client has provided us with the breakdown of the Net Leasable Areas (NLA) of
the property, a summary of which is provided below.
● The NLA of the retail units is 5,710 sq m
● The NLA of the office units is 24,002 sq m
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● The rest of the NLA is comprised of storage space, telecommunications antennas,
sign board, etc.
Measurement

2.8

As agreed with the client, we have relied upon the areas provided to us by NCB Capital
and have assumed that they have been prepared in accordance with local market
practice and regulations. No further verification has been undertaken. We have not
undertaken a measurement survey of the property.

2.9

In accordance with the General Terms of Business, no tests have been undertaken on
any of the services.

Services

2.10 We have assumed for the purposes of this valuation that mains gas, water, electricity,
drainage and telecommunications are all available to the property.
2.11 We have not tested the services and utilities available to the property; however, for the
purpose of this report we assume that they have sufficient capacity to service its
current use. We have not accounted for any costs in improving such services and
utilities within our valuation. Should this prove not to be the case, we reserve the right
to amend our valuation.

Legal title deed
2.12 We have been advised that Al Ahli REIT Fund (1) owns the property and were provided
with a copy of the updated title deed with the following details:
Item

Description

Number

320212024018

Date

4 August 2019

Area

7,682 sq m

Note

Ownership transferred to Sundoq Tamkeen Real Estate
Company which is the SPV of the Fund

Price

SAR 255,000,000

Source: Client
2.13 For the purposes of this valuation report we have assumed that the property is held
100% on a freehold basis free from any encumbrances and third party interests.
Covenants

2.14 We have assumed that the property is not subject to any unusual or onerous
covenants, restrictions, encumbrances or outgoings.
2.15 These assumptions should be verified by your legal advisors. If they prove incorrect,
any variation may have a material impact on value and should be referred back to us
for further comment.
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Tenancies
2.16 The property is subject to a head lease. We set out the salient terms below:
Item

Description

Lease Start Date

04 August 2019

Landlord

Al Ahli REIT Fund (1)

Tenant

Confidential

Term

5 years from 04 August 2019

Break option

None

Rent

Fixed rent of SAR 23,100,000 per annum
paid semi-annually in arrears

Repair

The tenant covenants to keep the premises
in good and substantial repair and condition.

Alienation

Subject to the lessor’s prior written approval,
the lessee shall be entitled to sublease the
property.

Source: Client

Condition
Scope of
inspection

2.17 As stated in the General Terms of Business attached, we have not undertaken a
building or site survey of the property.
2.18 At the date of inspection, the building appeared to be in a generally reasonable state
of repair commensurate with its age and use. No urgent or significant defects or items
of disrepair were noted which would be likely to give rise to substantial expenditure in
the foreseeable future or which fall outside the scope of the normal annual
maintenance programme.

Ground
conditions

2.19 We have not been provided with a copy of a ground condition report for the site. We
have assumed that there are no adverse ground or soil conditions and that the load
bearing qualities of the site are sufficient to support the building constructed thereon.

Environmental considerations
Contamination

2.20 As stated in the General Terms of Business, investigations into environmental matters
would usually be commissioned from suitably qualified environmental specialists.
Knight Frank is not qualified to undertake scientific investigations of sites or buildings
to establish the existence or otherwise of any environmental contamination, nor do
we undertake searches of public archives to seek evidence of past activities which
might identify potential for contamination.
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Planning
Planning Permit 2.21 The client has provided us with a copy of the property’s planning consent from which
we understand the following:
Parking (sq m)
Basement

Commercial (sq m)

7,682

Services Floor

6,558.1

Ground Floor

0

4,486.5

Mezzanine
1st

0

2,192.5

2

nd

0

3,484

3

rd

0

2,703

0

25,385.69

14,240.1

37,621.69

Recurring Floor
Total
Source: Client

Highways and access
Highways

2.22 We have assumed that there are no current highway proposals in the immediate
vicinity likely to have a detrimental effect upon the property within the foreseeable
future.

Access

2.23 In reporting our opinion of value, we have assumed that there are no third party
interests between the boundary of the property and the adopted highways and that
accordingly the property has unfettered vehicular and pedestrian access.
2.24 We have assumed that there are no issues relating to visibility displays, which may
impact upon the use of the property.
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3

Market Analysis

Investment Overview
Property
Investment
Transaction
Overview

3.1

There have been a higher frequency of published commercial investment transactions
in the Kingdom of Saudi Arabia recently due to the publication of acquisitions on
Tadawul of the assets acquired by listed REITS. Other than the REITS, the market is
still rather opaque, meaning it is difficult to fully analyse reported transactions. The
table below sets out some transactions from commercial buildings that have transacted
over recent times across the Kingdom - these thus allow us to understand the
investment parameters that investors considering commercial real estate investment
in the KSA market are willing to pay.
Property Transaction Overview
Asset

Location

Use

BUA (sq m)

Initial Yield

Dinar Commercial
Building

Jeddah

Offices

14,900

8.00%

Public Prosecution
Building

Jeddah

Offices

14,575

8.73%

Alrawdah Business
Centre

Jeddah

Mixed Use /
Offices

13,335

8.50%

Khaldiyah Business
Centre

Jeddah

Mixed Use /
Offices

19,671

8.30%

Office Building

Jeddah

Mixed Use /
Offices

7,343

9.00%

Bn Two Centre

Jeddah

Mixed Use /
Offices

21,305

9.94%

Alnokhba Centre

Jeddah

Mixed Use /
Offices

15,712

9.94%

Zahran Business
Centre

Jeddah

Office

106,687

8.00%

3.2

Last year saw the overall real estate market become more uncertain as the Kingdom
grappled with its budget deficit and continued low oil prices. Other macro factors such
as the ongoing Brexit issue and Fed hikes led certain parties to take a “wait and see”
approach. As a result, many have been observing the performance of REITS as a
barometer for market sentiment regarding the real estate sector.

3.3

In formulating our capitalisation yield we have had regard to the points in the SWOT
analysis above but also to the following:


The quality of construction and the fact that the building is 7 years old
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The amenities provided are market standard



Demand and supply dynamics of that asset class in Jeddah



Accessibility and visibility as the property is located on Madinah Road



Opportunities for income growth



Location – both macro (by city) and micro (by road / frontage=100 meters on
Madinah Road)

The capitulation yield is determined by the rate which recently traded property have
sold, which is then adjusted to allow for differences between the comparable evidence
and subject property. We have applied a capitalisation rate of 8.25% and a discount
rate of 10.25%.

SWOT Analysis
Strengths

Weaknesses

● Head Lease – 5 years of steady income

● Lack of parking spaces for visitors where
they currently park on a vacant land plot
next to the subject property.

● Very good visibility and access on
Madinah Road.
● Additional income received from telecom
towers.

● General signs of the building appearing to
age.

Opportunities

Threats

● Tenant renegotiating leases to be longterm, with rental uplifts thus enhancing
Head Lease attractiveness.

● The vacant land opposite the subject
property is being used as parking for
visitors, if this plot is developed, there will
be a parking issue at the property.
● General movement of Government
entities and business to Riyadh could
cause demand for offices in Jeddah to
slow down further.
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4 Valuation
Methodology

Investment
method

4.1

Our valuation has been undertaken using appropriate valuation methodology and our
professional judgement.

4.2

Our calculation of the Market Value of the Property has been carried out using the
comparative and investment methods. In undertaking our valuation of the property,
we have made our assessment on the basis of a collation and analysis of rental and
sales transactions for similar properties. With the benefit of such transactions we have
then applied these to the property, taking into account size, location, terms, covenant
and other material factors and adopting an appropriate capitalisation yield.

4.3

We have capitalised the head lease contracted rent for the contracted term and have
reverted to multi tenanted let up of the building upon expiry.

4.4

For the estimation of the market rent after the expiry of the head lease, we have had
regard to comparable offices in close proximity to the property. In the table and
corresponding map below, we show our comparable evidence.

Table of Comparable Office Rents:
Ref.

Building

Construction
Year

Condition

Grade

Occupancy

Asking Rent
(SAR psm pa)

Service
Charge

1

Sumou Tower Jeddah

2013

Fitted

B

75%

700

10%

2

Elite Al Shatea

2012

Fitted

B

70%

600

10%

3

Tahliya Centre

2010

Fitted

B

80%

850

10%

4

Al Mukmal Tower

2010

Fitted

B

100%

850

10%

Source: Knight Frank Research
Table of Comparable Retail Rents:
Ref.

Location

Construction
Year

Condition

Area (sq m)

Asking Rent
(SAR psm pa)

5

Madinah Road, Rawdah District

2005

Not Renovated

1,800

1,000

6

Madinah Road, Bawadi District

2013

Not Renovated

700

1,143

7

Madinah Road, Salamh District

2012

Not Renovated

190

842

8

Madinah Road, Fasialiah District

2101

Not Renovated

80

875

Source: Knight Frank Research
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Map of Comparables

Subject Property

Source: Google Earth
4.5

As shown above, rents in comparable offices range from SAR 600 to SAR 850 per sq
m per annum varying upon location, specification and quality. The rents stated in the
table above are subject to a service charge.

4.6

At the higher end of the range is space in Sumou Tower, which completed in 2013 and
offers grade B fitted space for SAR 700 per sq m per annum. Sumou Tower has two
retail showrooms on the ground floor along King Abdul-Aziz Road.
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Elite Al Shatea features a mix of retail and office space. Completed in 2012, the
building is a fitted grade B space for SAR 600 per sq m per annum, which is subject to
a 10% service charge.
Comparable three, Tahliya Centre saw a drop in occupancy of c. 5% since 2019. It is
fitted and is subject to a 10% service charge.
At 100% occupancy, comparable four (Al Mukmal Tower) has the highest occupancy
in our table of comparables. Al Mukmal Tower completed in 2010 and commands SAR
850 per sq m per annum plus service charge.
Estimated
Rental Values

4.7

We set out our Estimated Rental Values (ERV), which are inclusive of service charge
below:
Estimated Rental Values
Floor

Type

Unit

ERV

1st - 3rd

Office

SAR per sq m / pa

648

4th - 8th

Office

SAR per sq m / pa

694

9th - 11th

Office

SAR per sq m / pa

740

12th and
13th

Office

SAR per sq m / pa

786

-

Retail

SAR per sq m / pa

1,388

-

Storage

SAR per annum

7,400

-

Telecom Tower

SAR per annum

32,375

Valuation Assumptions
Operating Costs 4.8
(after the Head
Lease)

Upon expiry of the head lease we have allowed for operating costs of SAR 90 per sq
m pa for general maintenance, lift service, security, cleaning and insurance, water and
electricity power for the common areas.

Service Charges 4.9

Our opinion of Market Rent assumes a 10% service charge, which has been factored
in our estimated rental value.

Market Rent

4.10 The estimated Market Rent for the property is SAR 25,359,738 per annum as at the
valuation date. This amount is reflected with market growth at 2% in our valuation
model after the expiry of the Head Lease.
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Valuation Summary
Item

Unit

Assumption

Office NLA

sq m

24,002

Retail NLA

sq m

5,710

SAR / sq m per annum

650 to 790

%

10%

SAR / sq m per annum

1,388

Estimated Office Market Rent
Service Charge
Estimated Retail Market Rent
Telecommunications Tower
income

SAR per annum

Rent Passing

SAR per annum

23,100,000

Market Rent (100% occupancy)

SAR per annum

25,359,738

SAR / sq m per annum

90

Operating Costs

35,000

Property Management Fee and
Marketing

Percent of Revenue

Sinking Fund

Percent of Revenue

1.00%

Yield

%

8.25%

Growth

%

2.00%

Discount Rate

%

10.25%

Market Value

SAR

244,000,000

1.00%

Valuation Considerations
Subject
Property

4.11 ● We have valued the property subject to the head lease that is currently in place.
The head lease is for a 5-year term with a fixed rental income of SAR 23,100,000
without annual escalation. After expiry of the head lease, we have assumed the
property reverts to the owner who will then be responsible for management and
leasing the building up on a multi tenanted basis
● The lot size is such that this asset would prove attractive in the market given the
two distinct asset classes of retail and offices.
● We have assessed the market value of the property using a discounted cash flow
approach, where we have modelled the head lease for the contracted term of 5
years, and upon expiry, we have assumed the lease is not renewed, and the
freeholder becomes direct landlord over the sitting sub tenants, leasing the building
thereafter at our assumption of Market Rent upon allowing for deduction of
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operating expenses. Our Estimated Rental Value for the property is SAR
25,359,738 per annum (assuming 100% occupancy). We have assumed 2%
annual inflation in our cash flows and adopted an 8.25% exit yield reflecting a
10.25% discount rate.
● The property benefits from good road frontage along Madinah Road and provides
flexible, well laid out retail accommodation on the ground floor. The three of the
retail units are leased to a number of strong brands such as Tajeer Group, Salama
Insurance Company and Tim Hortons.
● The common area is in good and serviceable condition. Additionally, there may be
opportunities to rentalise part of this space in the future.
● We understand that the municipality requires a parking ratio of 1 parking bay per
70 sq m of office space and 1 parking bay per 55 sq m of retail space which equates
to a requirement of 443 parking bays. The existing car parking ratio for the office
space is relatively poor with c. 400 spots available, which is c 43 spaces short of
the municipality standard.
● Visitors currently use a vacant land opposite to the subject site for parking. This
may cause inconvenience to tenants should the land be developed in the future. It
may also appear to be less attractive to a number of potential buyers / investors.
The property benefits from good road frontage along Madinah Road and provides
flexible, well laid out retail accommodation on the ground floor. Four of the five
retail units are leased to a number of strong brands such as Tajeer Group, Salama
Insurance Company and Tim Hortons. The rents that are currently being charged
for the retail space are slightly below market, allowing the opportunity for some
modest reversionary increase at review / expiry.

Valuation Bases
Market Value

4.12 Market Value is defined within RICS Valuation – Professional Standards as:
“The estimated amount for which an asset or liability should exchange on the valuation
date between a willing buyer and a willing seller in an arm’s length transaction after
proper marketing and where the parties had each acted knowledgeably, prudently and
without compulsion.”

Valuation date
Valuation date

4.13 The valuation date is 31 December 2020.

Market Value
Assumptions

4.14 Our valuation is necessarily based on a number of assumptions which have been
drawn to your attention in our General Terms of Business, Terms of Engagement
Letter and within this report.

Market Value

4.15 We are of the opinion that the Market Value of the freehold interest in the Property
which is identified as Salama Building on Madinah Road in Jeddah, KSA, subject to
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the signed Head Lease and the assumptions and the caveats detailed herein, as at
the valuation date is:
SAR 244,000,000
(Two Hundred and Forty Four Million Saudi Arabian Riyals)
Material
Uncertainty

4.16 The outbreak of COVID-19, declared by the World Health Organisation as a “Global
Pandemic” on the 11th March 2020, has and continues to impact many aspects of
daily life and the global economy – with some real estate markets having experienced
lower levels of transactional activity and liquidity. Travel, movement and operational
restrictions have been implemented by many countries. In some cases, “lockdowns”
have been applied to varying degrees and to reflect further “waves” of COVID-19;
although these may imply a new stage of the crisis, they are not unprecedented in the
same way as the initial impact.
The pandemic and the measures taken to tackle COVID-19 continue to affect
economies and real estate markets globally. Nevertheless, as at the valuation date
property markets are mostly functioning again, with transaction volumes and other
relevant evidence at returning to levels where an adequate quantum of market
evidence exists upon which to base opinions of value.
In respect of the subject Property, as at the valuation date we continue to be faced
with an unprecedented set of circumstances caused by COVID-19 and an absence of
relevant / sufficient market evidence on which to base our judgements. Our valuation
is therefore reported as being subject to ‘material valuation uncertainty’ as set out in
VPS 3 and VPGA 10 of the RICS Valuation – Global Standards. Consequently, in
respect of these valuations less certainty – and a higher degree of caution – should
be attached to our valuation than would normally be the case.
For the avoidance of doubt this explanatory note, including the ‘material valuation
uncertainty’ declaration, does not mean that the valuation cannot be relied upon.
Rather, this explanatory note has been included to ensure transparency and to
provide further insight as to the market context under which the valuation opinion was
prepared. In recognition of the potential for market conditions to move rapidly in
response to changes in the control or future spread of COVID-19 we highlight the
importance of the valuation date.
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5

Signature
Reviewed (but not undertaken by):

Faissal Habassi, MRICS

Stephen Flanagan, MRICS

RICS Registered Valuer

RICS Registered Valuer

Manager - Valuation & Advisory KSA

Taqeem No. 1220001318

For and on behalf of

Head of Valuation & Advisory MENA

Knight Frank Spain Saudi Arabia Real

For and on behalf of

Estate Valuations Company

Knight Frank Spain Saudi Arabia Real
Estate Valuations Company
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Appendix 1 - Instruction documentation (signed TOE)
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Appendix 2 - KSA Economic Overview
KSA

Saudi Arabia GDP Growth, 2011 - 2023


According to provisional full year data published by General Authority for
Statistics (GaStat), the Saudi Arabia’s GDP grew by 0.3 percent in 2019
compared to growth of 2.4 percent year-on-year in 2018.



As expected, GDP growth was lifted by non-oil sector. However, Saudi Arabia’s
lower yearly oil output as a result of the OPEC agreement, meant oil sector
GDP declined in 2019, resulting in an overall contraction of GDP growth.



According to the IMF estimates, Saudi Arabia’s GDP growth is expected to
remain on a positive trajectory, averaging 2.3 percent over the five years
forecast period.



With this rate of economic growth, Saudi Arabia will remain below the average
growth rate of c. 5 percent which was recorded between 2011 and 2015. The
most challenging aspect of the long term economic growth will be in bolstering
the non-oil private sector as any significant decline in oil prices and oil
production from current levels can be a drag on headline GDP growth.
Forecast

Source: Knight Frank Research, Macrobond
Saudi Arabia Oil & Non-Oil GDP and GDP Growth


Non-oil GDP growth has been gradually accelerating since 2016, reaching 3.3
percent in 2019, the highest level of growth since 2015. The non-oil economy
is benefiting from the spillovers of oil price recovery and the ongoing reforms
plan aimed at restructuring the economy and decreasing its reliance on the
hydrocarbon sector.



Both the Vision 2030 and the National Transformation Plan (NTP) are set to
remain a central element of economic policy over the coming years and provide
further support to the expansion of the non-oil sector.
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Source: Knight Frank Research, Macrobond
Saudi Arabia, Purchasing Manager Index (PMI)


The Purchasing Manager Index (PMI) – a non-oil tracker - The Saudi Arabia
PMI plunged to a record low of 42.4 in March 2020 from 52.5 in February, since
the survey began in August 2009 as travel and social restrictions aimed at
stopping the spread of the virus affected business.



Al fall in business activity, new orders and stocks of purchases were listed as
the main factors weighing on the Saudi PMI. However, employment numbers
dropped only slightly in March, which contrasted with the steep falls in output,
new work and business confidence.

Source: Knight Frank Research, Macrobond
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Saudi Arabia, Central Government Budget


In December 2016, Saudi Arabia has launched the Fiscal Balance Program
2017-2020, which represents a medium-term fiscal planning mechanism to
sustain the status of public finances and achieve a balanced budget by
maximising non-oil government revenues and improving government spending
efficiency. This has helped the fiscal deficit to gradually narrow from a record
level of 17.2 percent of GDP in 2016 to an estimated 1.9 percent of GDP
according to the IMF. A fiscal balance is targeted to be achieved by 2023.



Fiscal consolidation measures in view of strengthening non-oil revenues have
so far included the introduction of VAT starting January 2018, the
implementation of an expatriate levy in the form of a fee on dependents starting
from July 2017, and the introduction of an excise tax on certain commodities
such as soft drinks, energy drinks and tobacco products. In early 2019, Saudi
Arabia has extended the scope of the excise tax to include additional types of
beverages and smoking products.

Source: Knight Frank Research, Macrobond
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Saudi Arabia Crude Oil Production and Price


The Kingdom’s total oil production has increased to 10.31 mb/day in 2018
versus 9.96 mb/day in 2017. The OPEC’s yearly basket price rebounded to an
average of USD 69.5 in 2018 from its lowest point in a decade of USD 40.76 in
2016. In 2017 and 2018, there was a significant riecovery in oil prices partly
explained by the agreements on production cuts in an attempt to steady the
market.

Source: Knight Frank Research, Macrobond
Saudi Arabia Consumer Confidence Index by Thomson Reuters / IPSOS


The Thomson Reuters / IPSOS Consumer Confidence Index for Saudi Arabia
significantly improved in 2019 and heading into 2020, hitting a level of 65.1 in
March 2020, reaching its highest level ever. The index is driven by the
aggregation of four weighted sub-indices namely: current conditions, perceived
economic expectations, perceived investment climate and current job security.



In parallel with the improvement in consumer confidence, we have seen private
sector loan growth regaining momentum. The recovery in banks’ lending to the
private sector in 2018 and heading into 2020 is seen as crucial in driving
consumer spending and demand for real estate in the short to medium term.
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Source: Knight Frank Research, Macrobond
Saudi Arabia Consumer Price Index, YoY Change %


Following a rise in inflation in 2018 as a result of the introduction of VAT,
inflation rates have fallen into negative territory in 2019. The latest CPI reading
was measured at -0.18 percent YoY in December 2019, compared to a rate of
-0.58 percent in the previous month. The most important categories in the
consumer price index for Saudi Arabia are food and beverage (22 percent of
total weight); Housing, water, electricity, gas and other fuels (21 percent);
Transport (10 percent); Furnishings, household equipment and routine
household (9 percent); and Clothing and footwear, and Communication (8
percent each).



Following the introduction of VAT and the revision of subsidies in 2018,
inflationary pressures and weak consumer sentiment have impacted consumer
spending. We see a change in the situation with the recent improvement in
consumer confidence and the price deflation which will likely translate into
higher consumer spending and a regain of appetite for real estate purchases.
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Source: Knight Frank Research, Macrobond
Saudi Arabia Population Segmentation by Province - 2017


Saudi Arabia accounts for over 50 percent of the total population of the GCC
and is largely more populous than any other GCC country. According to official
statistics, the population count was registered at 32.6 million in 2017.



The population segmentation by regions for 2017 shows that nearly 65 percent
of the population of the Kingdom is concentrated in three provinces namely
Makkah Al Mokarramah, Riyadh, and the Eastern Province which account for
26 percent, 25 percent and 15 percent of the country’s population respectively.
Beyond the year 2017, the breakdown of the KSA population by region is not
available.
12%%
5%2%
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2%
3%
7%

Al-Riyadh
25%

15%
4%
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Makkah AlMokarramah
Al-Madinah AlMonawarah
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7%
Aseer

Source: Knight Frank Research, GASTAT
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Saudi Arabia Population Forecasts


According to official statistics, the population of Saudi Arabia is estimated to
have reached 33.4 million in the first half of 2018 and 34.2 million in the first
half of 2019. The Saudi/Non-Saudi breakdown of the population for 2018
stands at 20.8 million/12.6 million according to the same source.



Based on the IMF forecasts, the population of Saudi Arabia is expected to grow
at a constant 2 percent annual growth rate from 2019 onwards, reaching 36.7
million in 2023. A large and growing population, albeit at a slower pace than
previous years, will continue to drive demand for goods and services in the
short to medium term.



Saudi Arabia’s population is dominated by Saudi nationals, accounting for 63
percent of the population. This implies that aggregate demand for products and
services does not primarily stem from the expatriate workforce.

Source: Knight Frank Research, IMF
Total Number of Households


Total number of households in Saudi Arabia is estimated at roughly 6.2 million
in 2019 according to Oxford Economics. The yearly average growth in number
of household is set to slow to 1.5 percent per annum between 2019 and 2028
according to Oxford Economics down from 2.7 percent between 2008 and
2019.



The average household size in Saudi Arabia stood at 5.48 individuals in 2019
according to Oxford Economics. While the average household size for Saudi
households stands just over 6.0, the average household size for non-Saudis is
closer to 4 individuals. The overall average household size is set to slightly
decrease over the next years reaching 5.45 in 2028.
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Regarding the local population, it was not unusual historically for generations
of the same family to be living in a sizeable family home. The younger
generation now exhibits a desire to move away from multi-generational
household structure. Over the next decades, falling household sizes will
underpin demand for higher density development which provides smaller and
more efficient units.

Source: Knight Frank Research/ Macrobond, Oxford Economics
Population by Age, Nationality, and Gender - 2018


The population pyramid of Saudi Arabia that depicts the age structure of the
Saudi and Non-Saudi population based on the preliminary 2018 data, highlights
the fact that approximately 39.2 percent of the population were aged between
0 and 25 years, about 57.5 percent were aged between 25 and 64 years and
3.2 percent were aged above 65 years.



When looking at the age structure of the Saudi population, the share of the
population aged between 0 and 25 years rises to 49 percent, highlighting the
young demographic profile of the Saudi population, a key driver to consumer
market growth.



It is expected that population dynamics are expected to shift in Saudi Arabia
over the next decades, which will entail a significant increase in the population
over 40. The over 60s age cohorts are expected to increase by 3 times between
2018 and 2035. Despite these changing demographic profile, Saudi Arabia will
remain amongst the youngest countries in the GCC in 2030.
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Source: Knight Frank Research, Macrobond

Labour Force and Unemployment Rate, Non Saudis


The employment market has been at the forefront of the economic agenda
particularly as Saudi Arabia rolls out the Saudization plan aimed at boosting
national employment in the private sector, placing a special focus on youth and
women participation in the workforce.



So far, this has entailed the introduction of levies on expats in the form of fees
on dependants and the implementation of a plan restricting employment in
certain sectors to Saudi nationals.



According to the latest Q3 2019 Labour Survey, total employed persons
(excluding employees in the security and military sectors and non-registered in
the records of GOSI and MCS) reached 12.9 million in Q3 19 as compared to
13.8 million in Q1 2017. This decline in total employment figures can be
explained by the expat outflows from the workforce resulting from Saudization
policies.
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Labour Force and Unemployment Rate, Saudis


Recent official statistics reveal that the unemployment rate among Saudis has
slightly edged down. According to the Q3 2019 Labor Market Survey, the official
rate of unemployment among Saudis fell to 12.03 percent. This was down from
12.3 percent in Q2 2019 and represents the lowest rate of unemployment since
Q4 2016.
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Source: Knight Frank Research, Macrobond

KSA Employment by Economic Activity (Saudis, 2018)
In 2018, the trade sector accounted for the largest share (23 percent) of
employment among Saudis in Saudi Arabia. This is followed by collective and social
services (22 percent) and by the construction sector (21 percent).
In 2018, a large share of the non-Saudi workforce was employed within the
construction sector (41 percent). This is followed by the trade sector which employs
25 percent of the non-Saudi workforce.
Given Saudi Arabia’s decision to gradually restrict certain retail jobs to nationals,
we should expect to see an increase in the share of Saudis employed within the
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wholesale and retail trade sectors over the coming years. A total of 43 professions
in the retail sector will be restricted to nationals.
In the shorter term, Saudization policies are resulting in higher costs for most
businesses as the average wage for Saudis is significantly higher than the average
wage for non-Saudis. Saudi wages have increased by c. 4 percent since the
beginning of 2017, outpacing inflation, a reflection of how Saudization is affecting
local economic conditions.
On the upside we have seen a very encouraging rise in the Saudi female labour
force participation rate to 24.3 in the second quarter of 2019 compared to 22.4
percent a year earlier. The inclusion of women in the workforce, is incentivising
employment, increasing household income and pushing toward greater productivity
in the workforce.

6% 3% 4%

10%

11%

21%
22%

23%
Post and telecommunications
Construction
Collective and social services
Mining and quarrying

Manufacturing
Trade
Finance, insurance and real estate
Other sectors

Valuation report │ Salama Building, Madinah Road, Jeddah, KSA │KF Ref: KFV422-2020
Prepared on behalf of NCB Capital │ Date of issue: 10 February 2021

Page 37

KSA Employment by Economic Activity (Non-Saudis, 2018)
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Source: Knight Frank Research, Labour survey Q4 18
Employment YoY Change%


Employment growth in Saudi Arabia is set to decelerate to 1.3 percent per
annum between 2020 and 2023 down from 4.6 percent between 2008 and 2019
according to Oxford Economics estimates.



Total employment declined by -6.34 percent in 2018 due to outflows of
expatriates from the workforce. However, this trend has reversed in 2019 where
total employment increased marginally by 1.31 percent.



Employment growth is expected to remain supported by the various initiatives
aimed at boosting youth, women and Saudi nationals’ participation in the
workforce, in the short to medium term this will be balanced by rising pressures
on the expat labour market resulting from the impact of government fees and
Saudization plans on non-Saudi employment figure.
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Source: Oxford Economics, Macrobond
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Jeddah – Existing Demand Generators
Red Sea Mall

● It covers approximately 242,200 square meters of built area
with the "Elaf Jeddah" hotel attached to the mall.
● The mall has the "biggest indoor water fountain" and the
largest glass covered area in Saudi Arabia.

King Abdullah Sports City
● The stadium lies approximately 15 kilometres inland from the
Corniche, 20 kilometres from the Red Sea Mall, 35 kilometres
from the King Fahd Fountain, and 40 kilometres from Al-Balad
old town.
● In addition to the main 60,000-seat soccer stadium, the
complex includes a 10,000-seat multi-sports hall, an outdoor
1,000-seat athletic stadium, additional indoor training fields,
and parking for 45,000 vehicles

King Abdul-Aziz University
● King AbdulAziz University includes two separate campuses
(one for females and one for males) as per the requirements
of the Islamic Shar’ia Law.
● Each of the campuses is equipped with academic, cultural,
sports and recreational facilities, as well as a large library,
which is supplied with the most advanced technologies to
serve students and the teaching staff.

Al Balad Historical District
● Al Balad was founded in the 7th century and historically
served as the center of Jeddah.
● Al Balad was nominated by Saudi Commission for Toursim
and Antiquites to be listed in UNESCO's World Heritage site,
which was accepted on 2014.
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Jeddah Corniche
● The corniche features a coastal road, recreation area,
pavilions and large-scale civic sculptures - as well as King
Fahd's Fountain, the highest fountain in the world.
● The established area is well equipped, with many facilities
including restaurants, retail outlets, hotels, aquarium, cultural
center, water dancing fountain, blossoming gardens and
fountains.

Jeddah International Exhibition & Conference Centre (JIECC)
● Jeddah International Exhibition and Convention Center (also
known as Jeddah Center for Forums & Events) is a multipurpose venue, located in one of the leading commercial hubs
of Saudi Arabia.
● The venue covers 40,000 square metres and provides 10,000
square metres of indoor event area, a large exhibition hall, a
business centre and dining options.

Haya Jeddah Festival

● Haya Jeddah, considered the largest shopping festival in
Saudi Arabia, promotes the city’s position as a welcoming and
accessible family destination.

Fakieh Aquarium
● The only aquarium for the public in Saudi Arabia and offers
education and entertainment by presenting the wonders of the
underwater environment of the Red Sea and marvels brought
from other seas and oceans around the world.
● With more than 200 species including Sharks, Groupas, StingRays, Napoleon Wrasse, Sea Horses and Moray Eels amongst
others, the Fakieh Aquarium aims to continue expanding the
aquarium, offering a unique dolphin swimming experience,
which was started in 2019.
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Haramain High Speed Railway
● The 450km high speed rail link connects the cities of Makkah,
Jeddah and Madinah.
● The project has been running tests since Q3 2016 and
opened to the public officially in October 2018.
● The line is projected to carry around 165,000 passengers per
day at full operational capacity.

Jeddah– Upcoming Major Developments
Prince Sultan Cultural Centre
● The Cultural Centre will be the focal point of the Cultural City,
providing a range of cultural and artistic activities and
programmes.
● The Centre will be designed to include a 2,000 seat Auditorium
for performing arts, conventions, exhibitions, interactive
experiences and gallery space.

Jeddah Economic City
● Jeddah Economic City, previously known as Kingdom City, is a
5,202,570 square metre (56,000,000 square feet) (2 square
mile) project approved for construction in Jeddah, Saudi Arabia.
● The centerpiece of the development will be Jeddah Tower,
planned to be the tallest building in the world upon its
completion. Jeddah Economic City is a three-phase project. We
understand that Jeddah Tower is included in phase 1 of
construction, earmarked for completion by 2021.

Heart of Jeddah
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● Heart of Jeddah is a new community in central Jeddah, Saudi
Arabia. The site is a redevelopment of an abandoned air field
and is surrounded by newly developed residential communities
and retail establishments. Immediately adjacent to the site is
King Abdelaziz University.
● Derived from the historical development patterns of Jeddah, the
Souk features a number of small, low-rise mixed-use buildings.

King Abdullah Economic City
● King Abdullah Economic City (KAEC) has defined its
credentials in the past few years as a major social and
economic growth driver in the Kingdom.
● The Economic City, the 168 million square metres development
on the Red Sea coast, energises the economy through diverse
components including a port, industrial zone, and residential
projects.
● KAEC will have a station on the Haramain high-speed railway
connecting Makkah and Medina.
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Appendix 3 - Cash Flows
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