FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

FINANCIAL STATEMENTS FOR
THE YEAR ENDED DECEMBER 31, 2017 AND
INDEPENDENT AUDITORS' REPORT



FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017

Independent auditors’ report

Balance sheet

Income statement

Statement of cash flows

Statement of changes in shareholders’ equity

Notes to the financial statements



pwc

Independent auditors’ report to the shareholders of Falcom Financial Services (A Saudi Closed Joint

Stock Company)

Report on the audit of the financial statements

Our opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Falcom
Financial Services (the “Company”) as at December 31, 201 7, and its financial performance and its cash
flows for the year then ended in accordance with accounting standards generally accepted in Saudi Arabia.

What we have audited
The Company's financial statements comprise:

the balance sheet as at December 31, 2017:

the income statement for the year then ended:

the statement of cash flows for the year then ended:

the statement of changes in shareholders’ equity for the year then ended; and

the notes to the financial statements, which include the summary of significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing as endorsed in the Kingdom
of Saudi Arabia. Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Company in accordance with the code of professional conduct and ethics,
endorsed in the Kingdom of Saudi Arabia, that are relevant to our audit of the financial statements and we
have fulfilled our other ethical responsibilities in accordance with these requirements.

Responsibilities of management and those charged with governance for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting standards generally accepted in Saudi Arabia appropriate to the circumstances of the
Company and the applicable requirements of the Regulation for Companies and the Company's By-laws, and
for such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

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

Those charged with governance are responsible for overseeing the Company's financial reporting process.

PricewaterhouseCoopers, License No. 25,
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Independent auditors’ report to the shareholders of Falcom Financial Services (A Saudi Closed Joint
Stock Company) (continued)

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with International Standards on Auditing, that are endorsed in the Kingdom of Saudi Arabia, wil!
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with International Standards on Auditing, that are endorsed in the Kingdom
of Saudi Arabia, we exercise professional judgment and maintain professional scepticism 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 Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

* Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company'’s ability to continue as a going concem. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditors’ 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 auditors’ report.
However, future events or conditions may cause the Company to cease to continue as a going concern.

* Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

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

PricewateﬁlouseCoopers
S
r
By:

Omar M. Al Sagga
License Number 369

March 25, 2018



FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

BALANCE SHEET
(Al amounts in Saudi Riyals thousands unless otherwise stated)

December 31,

ASSETS Notes 2017 2016
CURRENT ASSETS
Cash and cash equivalents 4 115,508 253,052
Investments 5 1,378 369
Islamic financing receivables 6 - 524,454
Margin lending and murabaha financing 7 82,499 123,948
Due from related parties 8 49,942 7,796
Prepaid expenses and accrued income g 6,095 28,126
Other receivables 10 3,333 6,799
258,755 944,544
NON-CURRENT ASSETS
Investments 5 54,318 275,343
Islamic financing receivables 6 - 1,064,432
Intangible assets - 5,255
Property and equipment, net 1" 67,002 106,964
Capital work in progress 12 - 41,827
Goodwill 13 - 120,573
121,320 1,614,394
TOTAL ASSETS 380,075 2,558,938
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
Borrowing 14 105,867 476,969
Accounts payable and accruals 15 3,253 32,137
Provision for zakat 16 - 93,323
109,120 602,429
NON-CURRENT LIABILITIES
Borrowings 14 - 554,566
Employees’ termination benefits 17 6,881 14,847
6,881 569,413
Total liabilities 116,001 1,171,842
SHAREHOLDERS’ EQUITY
Share capital 18 250,000 1,050,000
Statutory reserve 19 25,119 24,960
Other reserves 21 (8,250) (16,245)
(Accumulated losses) / Retained earnings (2,795) 163,275
Total shareholders’ equity 264,074 1,211,990
Non-controlling interest - 175,106
Total shareholders’ equity and non-controlling interest 264,074 1,387,096
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 380,075 2,558,938

Contingencies and commitments 28

The notes on pages 6 to 27 form an integral part of these financial statements.




FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

INCOME STATEMENT
(Al amounts in Saudi Riyals s thousands unless otherwise stated)

Notes
CONTINUING OPERATIONS
REVENUES:
Commission on brokerage services
Management and subscription fee from mutual funds
Advisory services income
Loss from investments, net 22

EXPENSES:

Salaries and related benefits

Finance cost 8
Impairment on avaitable for sales investments

Other general and administrative expenses 23

Loss from operations
Other income 24

Loss before zakat
Zakat 16

Net loss for the year from continuing operations

DISCONTINUED OPERATIONS
Share in net income of associates and subsidiaries 1.1,5, 30
Net income for the year

Loss per share:
Loss from operations - (SR) 20
Net income for the year - (SR) 20

The notes on pages 6 to 27 form an integral part of these financial statements.

Year ended December 31,

2017 2016
13,876 21,067
11,697 15,232
13,003 1,416

(305) (8,506)
38,361 29,209

(27,777) (35,531)
(9,009) (5.796)

(11,064) (48,699)

(11,851) (20,987)

(59,701)  (111,013)

(21,340) (81,804)

3,077 3,774

(18,263) (78,030)

- (6,528)

(18,263) (84,558)

19,852 89,753
1,589 5,195
(0.05) (0.08)

0.06 0.00




FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

STATEMENT OF CASH FLOWS

(All amounts in Saudi Riyals thousands unless otherwise stated)

Cash flows from operating activities:

Net income for the year

Adjustments for non-cash items:
Depreciation
Amortization of intangible
Provision for impairment
Gain on sale of property and equipment
Share in net loss of associates and subsidiaries
Loss from investments, net
Provision for employees’ termination benefits
Finance cost

Changes in operating assets and liabilities:
Investments held for trading
Islamic financing receivable
Margin lending and murabaha financing
Due from related parties
Prepaid expenses and accrued income
Other receivables
Accounts payable and accruals

Employee termination benefits paid

Zakat paid

Net cash generated from from operating activities

Cash flows from investing activities:
Additions to property and equipment

Additions to capital work in progress

Available for sale investments

Additions to intangible assets

Proceeds from sale of property and equipment

Proceed from sale of available for sale investments

Short-term deposit

Net cash generating / (used in) from investing activities

Cash flows from financing activities:
Proceeds from borrowings

Repayment of borrowings

Finance costs paid

Dividend paid

Net cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental non-cash information:

Changes in fair value of available for sale investments

Foreign currency translation differences
Transfer of investments to Falcom Holding

Transfer of capital work in progress to Falcom Holding
Transfer of employees’ termination benefits to Falcom Holding

Transfer of share capital to Falcom Holding

Year ended December 31,

Notes 2017 2016
1,589 63,897

23 2,418 5,444
23 63 316
11,064 79,464
- (19)

5 (19,852) 6,606
305 -

17 1,683 4,129
9,009 5,795

(1,942) 3,024

. 85,279
41,449 (991)
(10,107) (365)

(1,090) 23,358

134 45,856

(3,245) 8,864

17 (3,107) (4,074)
16 (5,756) (8,097)
22,615 318,486

1 (333) (35,271)
12 . (112)
5 (1,365) 54,424
. (2,944)

. 16

22,067 10,432

- (45,917)
20,369 (19,372)

669,006 850,899

(615,436)  (1,044,222)

(7,988) (5,795)

32 (52,500) -
(6,918) (199,118)

36,066 99,996

32,442 93,222

4 68,508 193,218
5-a (2,962) (24,901)
21 i (23)
30.1 (903,897) -
30.1 (41,827) -
(2,437) -

905,000 -

The notes on pages 6 to 27 form an integral part of these financial statements.
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FALCOM FINANCIAL SERVICES

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2017

(All amounts in Saudi Riyals thousands unless otherwise stated)

1.

GENERAL INFORMATION

Falcom Financial Services (the “Company”), a closed joint stock company, incorporated in Kingdom of
Saudi Arabia was formed pursuant to the Ministerial Resolution No. 2631 dated 10 Ramadan 1427H
(corresponding to October 3, 2006). The Company operates under Commercial Registration
No. 1010226584, dated 4 Dhu Al Hijjah 1427H (corresponding to December 25, 2006) in Riyadh,
through its three branches in the Kingdom of Saudi Arabia.

The Company has the following branches in the Kingdom Saudi Arabia and the results, assets and
liabilities, of these branches are included in these financial statements.

S.No  Commercial Registration Number Date (Hijri) City
1 2051062669 24/9/1437 Khaobar
2 2250066119 24/9/1437 Al Ahsaa
3 4030290109 24/9/1437 Jeddah

The address of the Company’s Head Office is as follows:

Falcom Financial Services
P.O. Box 884

Riyadh 11421

Kingdom of Saudi Arabia

The Company obtained license (number 37-06020) from the Capital Market Authority ("CMA") to perform
the following securities related activities:

Act as principal and agent and provide cover,

Manage and establish mutual funds and portfolios,

Provide arranging services,

Provide advisory services, and

Provide custodial services for the purposes attributable to mutual funds and management of
portfolios and brokerage for international equity.

P

1.1 Discontinued operations:

During the year, the shareholders of the Company resolved to transfer the long-term investments and
certain other assets to Faicom Holding Company (“FHC") as part of the restructuring scheme under the
comman control entities. Accordingly, the balances were transferred at net book value as of March 31,
2017. For further details, please see note 30 of these financial statements.

The accompanying consolidated financial statements include the financial statements of the Company
for the full year and the results of its foliowing subsidiaries collectively (the “Group”) till March 31, 2017

Ownership percentage

Subsidiary name Country as at December 31
2017 2016

Nayifat Finance Company (1) Saudi Arabia 0% 75.86%

Falcom Financial Service and Partners SAOC (2) Oman 0% 99.99%

(1) Nayifat Finance Company ("Nayifat’) was registered as a Closed Joint Stock Company under
Commercial Registration (“CR”) Number 1010176451 issued in Riyadh on 9 JumadThani 1431H
(corresponding to May 23, 2010). In accordance with the Law of Supervision of Finance Companies, the
Saudi Arabian Monetary Authority (SAMA) granted Nayifat a license to operate as a financing company.

(2) During 2008, the Company established a subsidiary in the Sultanate of Oman under the name
Falcom Financial Service and Partners SAQOC (Omani closed joint stock company), in which of the
Company has an ownership interest of 99.99% and the remaining 0.01% held by Company's two other
shareholders resulting in an effective ownership interest of 100%. The subsidiary is registered under
Commercial Registration number 1041405 dated 15 Muharram 1429H (corresponding to March 11,
2008).



FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017
(Al amounts in Saudi Riyals thousands unless otherwise stated)

Also, the Company had an investment in a subsidiary under the name of Boursa Café which was
established on 13 Safar 1430H (corresponding to February 9, 2009) with a share capital of SR 50,000.
Boursa Café is a limited liability company which aims to start and operate cafes, restaurants and hotels
and buying and acquiring real estates for the benefit of the Company, as well as, managing commercial
agencies. The Company owns 90% shares in Boursa Café and the remaining share are owned by a
related party Boursa Café accounts were not consolidated into the accompanying financial statements
as they were insignificant to the consolidated accounts and due to the fact that Boursa Café did not
commence its operations yet. Accordingly, the investment in Boursa Café is carried at cost under
“Investments in associates and an unconsolidated subsidiary” (see Note 5).

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all years presented, unless otherwise stated.

2.1 Basis of preparation

The accompanying financial statements have been prepared under the historical cost convention
on the accrual basis of accounting, as modified by revaluation of available-of-sale investments
and held for trading investments at fair value and investment in associates at equity method, and
in compliance with accounting standards promulgated by Saudi Organization for Certified Public
Accountants (*SOCPA").

2.2 Basis of consolidation

Subsidiaries are entities over which the Company has the power to govern the financial and
operating policies to obtain economic benefit generally accompanying a sharehoiding of more
than one half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Company
controls another entity. Subsidiaries are consolidated from the date on which control is transferred
to the Group. They are de-consolidated from the date that control ceases. Immaterial subsidiaries
which have not commenced operations are carried at cost.

The purchase method of accounting is used to account for the acquisition of subsidiaries. The
cost of an acquisition is measured as the fair value of the assets given or liabilities incurred or
assumed at the date of acquisition, plus costs directly attributable to the acquisition. The excess
of the cost of acquisition over the fair value of the Company's share of the identifiable net assets
acquired is recorded as goodwill. Goodwill arising from acquisition of subsidiaries, is tested
annually for impairment and carried at cost, net of any impairment losses, if any. Impairment
losses recognized on goodwill are not reversible.

Inter-company transactions, balances and unrealized gains on transactions between group
companies are eliminated. Unrealized iosses are also eliminated. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies adopted
by the Company.

23 Cash and cash equivalents

Cash and cash equivalents include cash in hand and at banks and other short-term highly liquid
investments with maturities of three months or less from the purchase date.

2.4 Investments

All investment securities are initially recognized at cost being the fair value of the consideration
given including acquisition expenses associated with the investment.

Premiums are amortized and discounts accreted using the effective yield method and are taken to
dividends and profit from investments.

For securities traded in organized financial markets, fair value is determined by reference to
exchange quoted market bid prices at the close of business as of the balance sheet date. Fair
value of managed assets and investments in mutual funds are determined by reference to
declared net asset values.

Equity investments in an entity in which the Company holds less than 20% of its total
shareholding for which fair value is not available or cannot be reasonably determined are held at
cost minus other-than-temporary declining losses.

8



FALCOM FINANCIAL SERVICES

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2017

{All amounts in Saudi Riyals thousands unless otherwise stated)

25

The subsequent reporting values for each class of investment are determined as follows:

Held for trading

Investments classified as held for trading are acquired principally for the purpose of selling or
repurchasing in short-term.

After initial recognition, held for trading investments are measured at fair value and any unrealized
gain or loss arising from a change in its fair value is recognized in the income statement.

Available for sale

Available for sale investments are those intended to be held for an unspecified period of time,
which may be sold in response to needs for liquidity or changes in commission rates, exchange
rates or equity prices.

Investments which are classified as “available for sale” are subsequently measured at fair value.
Any unrealized gain or loss arising from a change in its fair value is recognized directly in “other
reserves” under shareholders’ equity. A decline in value determined to be other than temporary is
recognized in the income statement when arises. On derecognition, any cumulative gain or loss
previously recognized in shareholders’ equity is recognized and charged to the income statement.
Equity investments classified under available for sale investments whose fair value cannot be
reliably measured are carried at cost.

Associates

Associates are entities over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. Investments in
associates are accounted for using the equity method of accounting and are initially recognized at
cost.

The Company's share of its associates’ post-acquisition income or losses is recognized in the
income statement, and its share of post-acquisition movements in reserves is recognized in
reserves. The cumulative post-acquisition movements are adjusted against the carrying amount of
the investment. When the Company’s share of losses in an associate equals or exceeds its
interest in the associate, including any other unsecured receivables, the Company does not
recognize further losses, unless it has incurred obligations or made payments on behalf of the
associate.

Unrealized gains on transactions between the Company and its associates are eliminated to the
extent of the Company's interest in the associates. Unrealized losses are also eliminated unless
the transaction provides evidence of an impairment of the asset transferred.

Islamic financing receivables

Islamic financing receivables comprising of Tawarruqg, Murabaha and ljarah originated by the
Company, are initially recognized at fair value including transaction costs when cash is advanced
to customers. Subsequently these financial assets are measured at amortized cost. For
presentation purposes, the unearned finance income and provision for impairment is deducted
from gross receivables.

Tawarruq

A contract whereby the Company sells a commodity or an asset to its customer on a deferred
payment basis. The selling price by Company comprises the cost plus an agreed profit margin.
The customer sells the same commodity or an asset to a third party at market price to raise the
needed cash.

Murabaha

A contract whereby the Company sells to customers a commodity or an asset, which the
Company has purchased and acquired, based on a promise received from the customer to buy.
The selling price comprises the cost plus an agreed profit margin.



FALCOM FINANCIAL SERVICES

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2017

(All amounts in Saudi Riyals thousands unless otherwise stated)

2.6

2.7

2.8

29

2.10

ljara

ljara is an agreement whereby the Company, acting as a lessor, purchases or constructs an asset
for lease according to the customer (lessee) request, based on his promise to lease the asset for
an agreed rent and for a specific period. ljarah could end by transferring the ownership of the
leased asset to the lessee. ljara Islamic financing receivables represent net investment in assets
leased for period, which either approximates or covers major part of the estimated useful lives of
such assets. The documentation includes a separate undertaking from the Company to sell the
leased assets to the lessee upon maturity of the lease.

Margin lending and murabaha financing

Margin iending and murabaha financing are recognized when cash is advanced to the borrowers.
They are derecognized when either the borrower settles their obligations, or the balance is sold or
written-off, or substantially all the risks and rewards of ownership are transferred to other party.

Margin lending and murabaha financing are measured at the amount advanced to the customers,
including related transaction costs less any provision for credit losses, if any. A provision against
credit losses is established when there is objective evidence that the Company will not be able to
collect all amounts due according to the original terms. All margin lending and murabaha
financing as of December 31, 2017 are maturing within one year.

Investment property

Investment property is potentially held to earn rentals or for capital appreciation rather than for
use in the Company purposes. Investment property is carried at cost less accumulated
depreciation, if any, except for land which is carried at cost.

Gains and losses on disposals are determined by comparing proceeds with carrying amount and
are included in income statement,

Investment management services

The Company offers investment services to its customers which include management of certain
investment funds. The Company's share of these funds is included in availabie for sale
investments.

Assets held in trust or in a fiduciary capacity, if any, are not treated as assets of the Company
and, accordingly, are not included in the financial statements.

Settlement date accounting

All regular-way purchases and sales of financial assets are recognized and derecognized on the
setttement date, i.e. the date the asset is delivered to/or received from the counter party. The
Company accounts for any change in fair value between the trade date and the settlement date in
the same way as it accounts for the acquired asset. Regular-way purchases or sales are
purchases or sales of financial assets that require delivery within the time frame generally
established by regulation or convention in the market place.

De-recognition of financial instruments

A financial asset (or a part of a financial asset, or a part of a group of similar financial assets) is
derecognised, when the contractual rights to the cash flows from the financial asset expire. In
instances where the Company is assessed to have transferred a financial asset, the asset is
derecognized if the Company has transferred substantially ali the risks and rewards of ownership.
Where the Company has neither transferred nor retained substantially all the risks and rewards of
ownership, the financial asset is derecognised only if the Company has not retained control of the
financial asset. The Company recognizes separately as assets or liabilities any rights and
obligations created or retained in the process. A financial liability (or a part of a financial liability)
can only be derecognised when it is extinguished, that is when the obligation specified in the
contract is either discharged, cancelled or expires.

10



FALCOM FINANCIAL SERVICES

(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2017

(Al amounts in Saudi Riyals thousands unless otherwise stated)

2.11

2,12

Impairment of financial and non-financial assets

Held at amortized cost

At each reporting date, the Company assesses whether there is objective evidence that financiat
assets at amortized cost are impaired. A financial asset or a group of financial assets is impaired
when objective evidence demonstrates that a loss event has occurred after the initial recognition
of the asset(s) and that the loss event has an impact on the future cash flows of the asset(s) that
can be estimated reliably.

Objective evidence that financial assets are impaired primarily includes:

- default or delinquency by the counter-party;
- indications that a counter-party will enter bankruptcy or under significant financial difficuities; or
- restructuring of receivables on terms that the Company would not consider otherwise.

All “individually significant receivables are assessed for specific impairment based on the
difference between the carrying amount and the present value of estimated future cash flows
discounted at the asset's original effective interest rate. Other financial assets with similar
characteristics of credit risk are collectively assessed for impairment based on probability of
default calculated on historical trend and other factors.

Impairment losses and subsequent changes therein are recognized in income statement.

Financial assets are written-off only in circumstances where there are no realistic prospects of
recovery.

Held as available for sale

For equity investments held as available for sale, impairment assessment is based on significant
and prolonged decline in the “fair value below their cost” for securities individually and other than
temporary decline is recorded as an impairment loss. Impairment losses cannot be reversed
through the income statement as long as the asset continues to be recognized. Therefore, any
increase in fair value after impairment has been recorded can only be recognized in equity. On
derecognition, any cumulative gain or loss previously recognized in equity is transferred to the
income statement for the year.

Non-financial assets

Non-financial assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognized for
the amount by which the carrying amount of the asset exceeds its recoverable amount which is
the higher of an asset's fair value less cost to sell and value in use. For the purpose of assessing
impairment, assets are grouped at lowest levels for which there are separately identifiable cash
flows (cash-generating units). Non-current assets, other than goodwill, that suffered impairment
are reviewed for possible reversal of impairment at each reporting date. Where an impairment
loss subsequently reverses, the carrying amount of the asset or cash-generating unit is increased
to the revised estimate of its recoverable amount, but the increased carrying amount should not
exceed the carrying amount that would have been determined, had no impairment loss been
recognized for the assets or cash-generating unit in prior years. A reversal of an impairment loss
is recognized as income immediately in the income statement.

Foreign currency translations
(a) Functional and presentation currency

These financial statements are presented in Saudi Riyals (SR) which is the functional and
currency of the Company.

{b) Transactions and balances
Foreign currency transactions are translated into Saudi Riyals using the exchange rates prevailing
at the dates of the transactions. Foreign exchange gains and losses resulting from the settiement

of such transactions and from the translation at the year-end exchange rates of monetary assets
and liabilities denominated in foreign currencies are recognized in the income statement.
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213

214

2.15

(c) Subsidiary

The results and financial position of subsidiaries having reporting currency other than Saudi
Riyais is translated into Saudi Riyals as follows:

() assets and liabilities for each balance sheet presented are translated at the closing
exchange rate at the date of that balance sheet;

(i) income and expenses for each income statement is translated at average exchange rates;
and

(i) components of the equity accounts are translated at the exchange rates in effect at the
dates the related items originated.

Cumulative adjustments resulting from the transiations of the financial statements of a foreign
subsidiary into Saudi Riyals are reported as a separate component of equity under "other
reserves".

Dividends received from an associate are translated at the exchange rate in effect at the
transaction date and related currency translation difference is realized in the income statement.

When investment in a subsidiary is partially disposed-off or sold, currency translation differences
that were recorded in equity are recognized in the income statement as part of the gain or loss on
disposal or sale.

Property and equipment
Property and equipment is stated at cost less accumulated depreciation. Depreciation on assets

is charged to the income statement, using the straight-line method, to allocate the costs of the
related assets to their residual values over the following estimated useful lives:

Buildings and freehold improvements 3-40 years

Leasehold improvements (useful life or lease term which ever is shorter)
Furniture and fixtures 4-5 years

Motor vehicles 4 years

Computers hardware 4 years

Gains and losses on disposals are determined by comparing proceeds with carrying amount and
are included in income statement.

Maintenance and normal repairs, which do not materially extend the estimated useful life of an
asset, are charged to the income statement as and when incurred. Major renewals and
improvements, if any, are capitalized and the assets so replaced are retired.

Intangibie assets

Software acquired by the Group is measured at cost less accumulated amortization and any
accumulated impairment losses. Subsequent expenditure on software assets is capitalized only
when it increases the future economic benefits embodied in the specific asset to which it relates.
All other expenditure is expensed as incurred.

Amortization is calculated over the cost of the asset, or other amount substituted for cost, less its
residual value. Software is amortized on a straight-line basis in profit or loss over its estimated
useful life, from the date on which it is available for use since this most closely reflects the
expected pattern of consumption of the future economic benefits embodied in the asset. The
estimated useful life of software for the current and comparative periods is three years.
Amortization methods, useful lives and residual values are reviewed at each reporting date and
adjusted if appropriate.

Bank financing and related cost
Bank financing is recognized initially at fair value, net of transactions costs. Bank financing is
subsequently carried at amortized cost; any difference between the proceeds (net of transaction

cost) and the redemption value is recognized in the income statement over the period of the
financing using the effective commission method.
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General and specific financing cost directly attributable to the acquisition, construction or
production of qualifying assets, which are assets that necessarily take a substantial period of time
to get ready for their intended use or sale, are added to the cost of those assets, until such time
as the assets are substantially ready for their intended use or sale.

All other financing costs are recognized in income statement in the period in which they are
incurred.

Accounts payable and accruals

Liabilities are recognized for amounts to be paid for goods and services received, whether or not
billed to the Company.

Zakat

The Company is subject to zakat in accordance with the regulations of zakat and Income Tax.
Provision for zakat is charged to the income statement. Additional amounts payable, if any, at the
finalization of final assessments are accounted for when such amounts are determined.

The Company withholds taxes, if any, on certain transactions with non-resident parties in the
Kingdom of Saudi Arabia as required under the Tax Law.

Foreign subsidiaries are subject to income taxes in its country of domicile. Such income taxes, if
any, are charged to the income statement.

Employees’ termination benefits

Employees' termination benefits required by Saudi Labor and Workman Law are accrued by the
Company charged to the income statement. The liability is calculated at the current value of the
vested benefits to which the employee is entitled, should the employee leave at the balance sheet
date. Termination payments are based on employees’ final salaries and allowances and their
cumulative years of service, as stated in the laws of Saudi Arabia.

The foreign subsidiary provide currently for employees’ termination and other benefits as required
under the laws of its country of domicile.

Provisions

Provisions are recognized when; the Company has a present legal or constructive obligation as a
result of a past event; it is probable that an outflow of resources will be required to settle the
obligation; and the amount can be reliably estimated.

Revenue recognition

Income from Islamic financing receivables is recognized in the income statement using the
effective yield method, using the applicable effective profit rate (“EPR"), on the outstanding
balance over the term of the contract.

The calculation of the EPR includes transaction costs and fees and commission income received
that are an integral part of the EPR. Transaction costs include incremental costs that are directly
attributable to the acquisition of the financial asset.

Fees, commission and other income are recognized on accrual basis as the services are
rendered.

Portfolio and other management advisory and service fees are recognized based on the
applicable service contracts, usually on a time-proportionate basis. Fee received on asset
management and other similar services that are provided over an extended period of time, are
recognized over the period when the service is being provided.

Dividends are recognized when declared.

Investments return from Murabaha contracts or short-term deposits is recognized based on the
effective rate of return during the contract period.
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2.21 Repossessed assets held for sale

The Company, in the ordinary course of business, acquires real estate or other assets against
settlement of due financing receivables. Such assets are considered as assets held for sale and
are initially recorded at the lower of receivable value or the current fair value of the related assets,
less any costs to sell, at the time of possession. No depreciation is charged on such assets.

Subsequent to initial recognition, any subsequent write down to fair value, less cost to sell, is
charged to the income statement. Any subsequent gain in the fair value less cost to sell of these
assets to the extent this does not exceed the cumulative write down is recognized as income

together with any gain/loss on disposal.

222 Operating leases

Operating lease expenses are directly charged to income statement during the lease period.

Lease revenue is recognized based on accrual basis according to lease terms.

2.23 Dividends

Dividends are recorded in the financial statements in the period in which they are approved by the

shareholders of the Group.
2.24 Segment information

a) Business segment
A business segment is group of assets, operations or entities:
()  engaged in revenue producing activities;

(i) results of its operations are continuously analyzed by management in order to make

decisions related to resource allocation and performance assessment; and

(iii) financial information is separately available.

3. CRITICAL ACCOUNTING ESTIMATES AND ADJUSTMENTS

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

management has used estimates, assumptions or exercised judgments are as follows:

1- Provision for impairment.
2- Provision for zakat — note 16.

4. CASH AND CASH EQUIVALENTS

Note 2017 2016
Cash in hand 24 87
Cash at banks 33,412 193,131
Short term deposits with maturity date less than 3 months 35,072 -
Cash and cash equivalents 68,508 193,218
Short term deposits with maturity date more than 3 months 4.1 47,000 59,834
Total 115,508 253,052

4.1 This include Zero (2016: SR 8.5 million) held with a local bank as a non-commission bearing
deposit and SR 46 million (2016: SR 46 million) in relation to a bank guarantee (see note 16).
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5.

INVESTMENTS

Note 2017 2016
Current
Investments held for trading - in quoted shares 1,378 369
Non-current
Available for sale investments 5-a 54,318 78,401
Investment in associates and unconsolidated subsidiary 5-b - 51,342
Investment property 5-c - 145,600
Total non-current 54,318 275,343
a) Available for sale investments

2017 2016

Investment in quoted shares 37,795 46,483
Investment in mutual funds 16,523 31,918
Total 54,318 78,401
Movement in available for sale investments is as follows:

Note 2017 2016
January 1 78,401 168,158
Additions 1,365 54,424
Disposals (21,808) (119,280)
Transfer to FHC (678) -
Changes in fair value 21 (2,962) (24,901)
December 31 54,318 78,401

b) Investment in associates and unconsolidated subsidiary

2017 2016
Countryof  Ownership Ownership
Name incorporation percentage Amount percentage Amount
Al Amthal Financing Company Saudi Arabia 0% - 20% 50,390
FAL Industrial City Company Saudi Arabia 0% - 37.50% 899
Wefal Real Estate Company (did
not commence operations yet) Saudi Arabia 0% - 15% 8
Boursa Cafe Company (did not
commence operations yet) Saudi Arabia 0% - 90% 45
= —21.342
Movement in investment in associates and unconsolidated subsidiary balance was as follows:
2017 2016
January 1 51,342 57,948
Additions - -
Share in net income / (loss) from discontinued operations 19,852 (6,606)
Transfer to FHC (71,194) -
December 31 - 51,342

¢) Investment property

Investment property represents parcel of land acquired for earning income or capital gain. Such land is
jointly owned by Falcom Holding Company and a related party. The Company's share in land is
registered in the name of a related party who has provided a declaration of the Company’s holding in the
land. Legal formalities to register the Company’s share in the land in its name were in process as at
December 31, 2017 (Also see note 12),

The balance was transferred to Falcom Holding Company. Also see Note 30.

15



FALCOM FINANCIAL SERVICES
(A Saudi Closed Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2017
(All amounts in Saudi Riyals thousands unless otherwise stated)

6.  ISLAMIC FINANCING RECEIVABLES

Note 2017 2016
Current portion 30.2 - 524,454
Non-current portion 30.2 - 1,064,432
Total - 1,588,886

6.1 The business activities of the Group are in the Kingdom of Saudi Arabia and primarily
represent Tawarruq Consumer Islamic financing (“Consumer”).

2017 2016
Gross receivables - 2,336,715
Unearned finance income - (718,189)
- 1,618,526
Deferred initial direct costs - 24,617
Impairment provision - {54,257)
- 1,588,886
Analysis of credit quality of Islamic financing receivables is as follows:
2017 2016
Performing - 1,419,273
Non performing - past due and impaired - 199,263
- 1,618,526
6.2 Movement in impairment provision was as follows:
2017 2016
January 1 54,257 63,355
Charge for the year 11,514 30,765
Write-off during the year - (29,863)
Transferred to FHC (65,771) -
December 31 - 54,257
7. MARGIN LENDING AND MURABAHA FINANCING
Note 2017 2016
Margin lending 7.1 43,655 101,430
Murabaha financing 7.2 38,844 22,518
82,499 123,948

7.1 The Company provides margin lending facilities to certain clients for dealing in the local stock
market through the Company. The Company has the option to liquidate the client's investment portfolio
to ensure repayment of the lending amount. Such lending does not bear any commission charges.

7.2 The Company provides Murabaha financing to acquire shares for a limited period through the

Company. The Company has the option to liquidate the client's investments portfolio to ensure
repayment of the Murabaha amount. Such financing bears a pre-agreed profit margin.
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8. SIGNIFICANT RELATED PARTY MATTERS

a) Significant related party transactions during the year from continuing operations were as follows:

Note 2017 2016
Dividend declared and paid to shareholders 52,500 -
Management fees from mutual funds 11,614 15,076
Key management compensation 5,985 8,294
Bonus to key management personnei - 1,160
Financial charges (*) 9,009 5,796
Directors’ remunerations 234 1,785
Mutual fund subscription fees 83 156
Expenses charged to the FHC 4,653 -
Rental income 24 1,216 1,864
Security 390 1,334
Advertising and brochures 296 197
Rent expense 500 500

(*) During 2017 and 2016, Falcom Murabaha Saudi Riyal Fund, a fund managed by the Company,
placed a murabaha deposit with the Company bearing a commission at average rate of 5.8%
(2016: 5%).

For assets transferred to Falcom Holding Company during the year, please refer to Note 30 of these
financial statements.

b) Related party balances as of December 31 were as follows:

Note 2017 2016

Receivables from Falcom Murabaha Fund 63 7,796
Receivable from FHC 49,879 -
49,942 7,796

Accrued management fee 9.1 4,198 3,124
Borrowing — Murabaha deposits 14 105,867 51,157

Balances related to directors and key management personnel, at December 31 were as follows:

2017 2016
Employee loans 125 1,512
Accrued Directors’ remunerations 100 1,556
Employees termination benefits 2,869 4,384

Key management personnel are those persons, including a non-executive director, having authority and
responsibility for planning, directing and controlling the activities at the Company level.

9. PREPAID EXPENSES AND ACCRUED INCOME

Note 2017 2016
Commission and fees receivables 9.1 4,775 3,583
Repossessed assets held for sale - real estate - 20,669
Prepaid expenses 1,320 3,874
Total 6,095 28,126

9.1 This include SR 4.2 million (2016: SR 3.1 million) accrued management fee due from related parties.
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10. OTHER RECEIVABLES

Loans to employees

Advances and accounts receivable

Other assets
Total

11.  PROPERTY AND EQUIPMENT

017

Cost:

January 1, 2017
Additions

Disposals

Transfer (Note 30.2)
December 31, 2017

Accumulated
depreciation:

January 1, 2017

Additions

Disposals

Transfer (Note 30.2)

December 31, 2017

Net book value at:
December 31, 2017

201

Cost:

January 1, 2016
Additions

Disposals
December 31, 2016

Accumulated
depreciation:

January 1, 2016

Additions

Disposals

December 31, 2016

Net book value at:
December 31, 2016

The Company also holds com
SR 13,108) and written down

2017 2016
2,082 2,817
951 3,576
300 406
3,333 6,799
Land,
buildings
and Computers
freehold Furniture hardware
improve- Leasehold and Motor and
ments improvements fixtures vehicles Software Total
108,239 6,805 18,012 114 26,770 159,940
- - 83 - 250 333
(32,439) (6,099) (5.120) 303) (43,961)
75,800 706 12,975 114 26,717 116,312
9,631 2,782 15,411 86 25,066 52,976
1,394 176 249 12 650 2,481
- (2,675) (3,154) (12) (306) (6,147)
11,026 283 12,506 86 25,410 49,310
64,775 423 469 28 1,307 67,002
Land,
buildings
and Computers
freehold Furniture hardware
improve- Leasehold and Motor and
ments improvements  fixtures vehicles  Software Total
76,675 16,172 17,403 114 25,164 135,528
31,564 974 1,113 - 1,620 35,271
- (10,341) (504) - (14) (10,859)
108,239 6,805 18,012 114 26,770 159,940
8,231 10,811 14,752 70 24,525 58,389
1,400 2,312 1,162 16 554 6,444
- (10,341) (503) - (13) (10,857)
9,631 2,782 15,411 86 25,066 52,976
98,608 4,023 2,601 28 1,704 106,964

value amountin

the year amounts to SR 63 (2016: SR 60).
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12,

13.

14.

CAPITAL WORK IN PROGRESS

Note 2017 2016
January 1 41,827 41,715
Additions during the year - 112
Transfer to FHC 30.1 (41,827) -
December 31 - 41,827

During 2010, Faicom Holding Company and other related parties signed an agreement with FAL
Industrial City Company, the “Developer”, and an associate company, to develop a special industrial city
within the Kingdom of Saudi Arabia on a land owned by the Company and the related parties, whereby
the Developer will charge all direct and indirect costs and expenses attributable to development of the
industrial city plus management fee of 7.5% of such costs and expenses to the land owners in
proportion to their ownership percentage in the land, in which the Company owns 12.53% (2016:
12.53%).

Capital work in progress principally represents the Company's share in the costs and expenses charged
by the Developer. The land under development is presented under the investment account within the
item investment property which amounted to SR Nil as of December 31,2017 (2016: SR 145.6 million)
as the balance was transferred to FHC (see Note 5-¢ and note 30).

For assets transferred to Falcom Holding Company during the year, please refer to Note 30 of these
financial statements.

GOODWILL

Note 2017 2016
Nayifat Finance Company (NFC) 30.2 - 120,573
BORROWINGS

Note 2017 2016
Short term borrowings 8 105,867 51,157
Long term borrowings 14.1 980,378

105,867 1,031,535

14.1 The details of long term borrowings were as follows:

2017 2016

Current portion of financing 106,390 480,923

Unamortized deferred charges - current portion (523 (3,954

105,867 476,969

Non-current portion of financing - 658,899
Unamortized deferred charges - non-current portion - 4,33
- 554,56

Total 105,867 1,031,535

As of December 31, 2016, the Company had long-term financing facilities with banks to finance current
and long term funding needs, primarily to finance Islamic finance receivables, amounting to SR 1.25
billion of which SR 989 million was utilized. These facilities were repayable in 36 to 48 monthly
instalments. The financing bear commission charges at prevailing market rates. These facilities were
denominated in Saudi Riyal and secured by assignment of Islamic financing receivables.

As of December 31, 2016, the Company assigned Islamic financing receivables amounting SR 1.25
billion to commercial banks for obtaining bank financing. The key covenants related to bank financing
were to maintain gearing ratio, debt to receivable ratio and certain restriction on dividend pay-out. The
Company was in compliance with these covenants as at balance sheet date.

For liabilities transferred to Faicom Holding Company during the year, please refer to Note 30 of these
financial statements.
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15.

16.

17.

ACCOUNTS PAYABLE AND ACCRUALS

Note 2017 2016
Accrued employees cost - 14,931
Accrued expenses 1,238 5,275
Accrued finance cost - 2,963
Accounts payable 1,666 2,571
Other 15.1 349 6,397
Total 3,253 32,137

15.1 In 2018, the balance was including unidentified collections amounting to SR 5.7 million.

ZAKAT

2017 2016
January 1 93,323 73,496
Provision for the year 671 27,924
Payments during the year (5,495) (8,097)
Transferred to FHC (88,499) -
December 31 - 93,323

The Zakat return will be submitted on consolidated basis at FHC level and as per the agreement with the
FHC any zakat charge related to the Company will be absorbed by FHC.

Status of assessments

The Company has submitted its zakat declarations with the General Authority of Zakat and Tax
("GAZT") up to the year ended December 31, 2016 and has received zakat assessments for the years
ended December 31, 2007 to 2011. In those assessments, additional zakat claims were raised:
computed mainly due to disallowing the deduction of investments from the zakat base. The Company
has appealed against such assessments at the Higher Appeal Committee following the ruling issued by
the preliminary appeal committee earlier, which upheld GAZT’s decision. As part of the appeal process,
a bank guarantee in the same amount has been submitted to GAZT.

EMPLOYEES’ TERMINATION BENEFITS

2017 2016
January 1 14,847 14,792
Provision for the year 1,683 4,129
Payments during the year (3,107) (4,074)
Transfer to FHC (6,542) -
December 31 6,881 14,847
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18. SHARE CAPITAL

The authorized and paid-in capital of the Company as of December 31, 2017 is SR 250 million (2016:

SR 1.05 billion) divided into 25 million shares {2016: 105 million shares) of SR 10 each.

During 2017, The Company increased its share capital by 105 million through a transfer from retained
earnings after getting the required approvals from the shareholders and regulators. Thereafter, the
Company decided to decrease its share capital by SR 905 million after getting the required approvals
from shareholders and regulators. The updated Commercial Registration reflecting the current share

capital was obtained on August 27, 2017.

The list of shareholders as of December 31, 2017 was as follows:

Share
Percen Number of capital in
Name of shareholder tage shares Saudi Riyal
Faicom Holding Company 99.99% 24,997,500 249,975,000
Fahd Bin Mohamed Bin Saleh Alathel 0.01% 2,500 25,000
100% 25,000,000 250,000,000

19. STATUTORY RESERVE

In accordance with the Regulations for Companies in Saudi Arabia, the Company is required to set
aside a statutory reserve, after absorption of accumulated losses, by the appropriation of 10% of net
income until the reserve equals 30% (2016: 30%) of the share capital. This reserve is not available for
distribution. Accordingly, the Company has transferred 10%of its net income for the year to the statutory

reserve account.

20. EARNINGS PER SHARE

Earnings per share were calculated by dividing income from operations and net income for the year by
the weighted average of the shares outstanding during the year of 450 thousand shares (2016: 105

million shares).

21. OTHER RESERVES

Unrealized
loss from Currency
Note investments translation Total
2017
January 1 (16,243) (2) (16,245)
Changes in fair value of available for sale
investments 5 (2,962) - (2,962)
Impairment of available for sale investments 11,064 - 11,064
Transfer to FHC (107) - (107)
(8,248) (2) (8,250)
2016
January 1 (40,041) 21 (40,020)
Changes in fair value of available for sale
investments 5 (24,901) - (24,901)
Impairment of available for sale investments 48,699 - 48,699
Currency translation differences - (23) 23
(16,243) (2) (16,245)
22, LOSS FROM INVESTMENTS, NET
2017 2016
Realized gain / (loss) from investments 259 (8,506)
Unrealized loss on held for trading investments (564) -
(305) (8,506)
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23.

24,

25,

26.

GENERAL AND ADMINISTRATIVE EXPENSES

Note 2017 2016
Utilities and communication expenses 4,928 6,810
Rent and premises related expenses 996 4,351
Professional charges 768 1,800
Legal and governmental expenses 171 569
Depreciation 11 2,418 3,308
Amortization 11 63 60
Insurance 368 368
Security and others cost 385 1,334
Marketing expenses 910 528
Other expenses 844 1,859
11,851 20,987

OTHER INCOME
2017 2016
Gain on sale of property and equipment - 19
Rental income 1,216 2,631
Other 1,861 1,124
3,077 3,774

CUSTOMERS' ACCOUNTS

These comprise the accounts of brokerage customers in local and international shares maintained with
Banque Saudi Faransi amounting to SR 169 million at December 31, 2017 (2016: SR 257 million).
These accounts are not included in these financial statements in accordance with Article (71) of
“Authorized Persons” by laws issued by the Capital Market Authority Board's resolution No. 1-83-2005
dated 21/6/1426H corresponding to June 28, 2005 and pursuant to the Capital Market Authority
regulations enacted by Royal Decree No. M/30 dated 2/6/1424H.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Financial instruments carried on the balance sheet include cash and cash equivalents, investments,
Islamic financing receivables, accounts payable and accruals, bank financing and other current assets
and liabilities. The particular recognition methods adopted are disclosed in the individual policy
statements associated with each item.

Financial assets and liability are offset and net amounts reported in the financial statements, when there
is a legally enforceable right to set off the recognized amounts and intention is either to settle on a net
basis, or to realize the asset and liability simultaneously.

26.1 Credit risk is the risk that one party of a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss. The maximum exposure to credit risk is equal to the
carrying amount of financial assets. Management analyses credit risk in the following categories:

Islamic financing receivables (IFR)

IFR is exposed to significant credit risk. The Company has established procedures to manage credit
exposure including evaluation of credit worthiness, formal credit approvals, assigning credit limits, and
obtaining collateral such as personal guarantees. The overall underwriting decision is based on the
following key parameters:

Dual credit score i.e. Saudi Credit Bureau (*SIMAH") and Application scoring system.

Minimum income level and maximum Debt Burden of the borrower.

Loan repayment history with other financial institutions sourced from SIMAH.

Salary certificate from the employer and last three months bank statement where the customer’s
monthly salary is credited.

e o o o
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