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AUDITORS' REPORT TO THE UNITHOLDERS OF
AL WATHEQ ENHANCED MURABAHA FUND -
AN INVESTMENT FUND MANAGED BY CAAM SAUDI FRANSI

Audit Scope

We have audited the accompanying balance sheet of Al Watheg Enhanced Murabaha Fund (the
Fund) - an investment fund managed by Caam Saudi Fransi as of 31 December 2010 and the
related statements of operations, cash flows and changes in net assets for the year then
ended. These financial statements are the responsibility of the Fund's management and have
been prepared by them and submitted to us together with all the information and
explanations which we required. Our responsibility is to express an opinion on these financial
statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the Kingdom of Saudi Arabia. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
inciudes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable degree of assurance to enable us to express an opinion
on the financial statements.

Ungqualified Opinion

In our opinion, the financial statements taken as a whole, present fairly, in all material
respects, the financial position of the Fund as of 31 December 2010 and the results of its
operations, cash flows and changes in its net assets for the year then ended in accordance
with accounting standards generally accepted in the Kingdom of Saudi Arabia.
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The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

BALANCE SHEET
As at 31 December 2010

Notes
ASSETS
Bank balance .
Murabaha placements ' 4
Trading investments : 5

Accrued income

LIABILITIES

Accrued expenses

NET ASSETS

Units in issue

Per unit value

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

2010 2009
SR SR

3,894 2,643
77,377,611 78,786,235
4,126,974 3,588,561
2,640,469 936,764
84,148,948 83,314,203
56,537 45,465
56,537 45,465
84,092,411 83,268,738
81,524 82,477
1,031.5050 1,009.5995
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The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

STATEMENT OF OPERATIONS
For the year ended 31 December 2010

Notes
INVESTMENT INCOME
Special commission income
Trading income, net 6
EXPENSES
Management fees 7
Others
OTHER INCOME
‘Redemption fees 8

NET INCOME FROM OPERATIONS

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

2010
SR

1,730,484

575,813

2,306,297

(504,647)
(34,414)

(539,061)

29,182

1,796,418

17 June 2009
fo
31 December 2009
SR

939,794
133,758
1,073,552
(270,105)
(23,562)

(293,667)

14,997

794,882
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The Al Watheq Enhanced Murabaha Fund -

an Investment Fund managed by Caam Saudi Fransi

STATEMENT OF CASH FLOWS
For the year ended 31 December 2010

OPERATING ACTIVITIES
Net income from operations

Adjustment for:
Movement in unrealized gains on trading investments

Changes in operating assets and liabilities:
Murabaha placements, net
Trading investments, net
Accrued income
Accrued expenses

Net cash from (used in) operating activities

FINANCING ACTIVITIES

Proceeds from units sold

Value of units redeemed

Net cash (used in) from financing activities

INCREASE IN BANK BALANCE

Bank balance at the beginning of the year

BANK BALANCE AT THE END OF THE YEAR / PERIOD

Operational cash flows from special commission income
Special commission income received

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

Notes

17 June 2009
to
2010 31 December 2009
SR SR
1,796,418 794,882
(571,337) (133,588)
1,408,624 (78,786,235)
32,924 (3,454,973)
(1,703,705) (936,764)
11,072 45,465
973,996 (82,471,213)
- 82,973,750
(972,745) (499,894)
(972,745) 82,473,856
1,251 2,643
2,643 -
3,894 2,643
26,779 3,030
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The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

STATEMENT OF CHANGES IN NET ASSETS
For the year ended 31 December 2010

17 June 2009
fo
2010 31 December 2009

SR SR
Net asset value, beginning of year / period 83,268,738 -
CHANGES FROM OPERATIONS
Net income from operations 1,796,418 794 882
CHANGES FROM UNIT TRANSACTIONS*
Proceeds from units sold - 82,973,750
Value of units redeemed (972,745) (499,894)
Net change from unit transactions ‘ (972,745) 82,473,856

NET ASSET VALUE AT THE END OF THE YEAR / PERIOD 84,092,411 83,268,738

* Subscriptions and redemptions of the units are at the net asset value calculated based on the fair value on the date of
transaction.

UNIT TRANSACTIONS

Transactions in units for the period ended 31 December are summarised as follows:

17 June 2009
to

2010 31 December 2009

Units Units
UNITS AT THE BEGINNING OF THE YEAR / PERIOD 82,477 -
Units sold _ o - 82,974
Units redeemed ; - (953) (497)
Net (decrease) increase in units (953) 82477

UNITS AT THE END OF THE YEAR / PERIOD 81,524 82,477

The accompanying notes 1 to 12 form part of these financial statements.
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The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

NOTES TO THE FINANCIAL STATEMENTS
31 December 2010

1 GENERAL

The Al Watheq Enhanced Murabaha Fund (the Fund} is a Shariah compliant close-ended fund with quarterly
redemptions, established pursuant to an agreement (the Agreement) between Caam Saudi Fransi (the Fund
Manager) and investors (the Unitholders).

The investment objectives of the fund are to protect 100% of investors® net invested capital at the maturity
of the fund, i.e. 3 years from inception and to generate a positive return for investors, depending upon the
performance of the Saudi equity market. Any returns generated will be comparable to 3 year Murabaha
returns prevailing at the time of fund launch and may not be compared to the level of potential returns
generated by placing one’s entire investment in the Saudi Equity market, without the benefit of capital
protection. Early redemption prior to the fund’s maturity does not carry capital protection and may result in
loss of capital. :

The Fund is an income accumulation fund, whereby net income is reinvested in the Fund and is not distributed
as dividend on the units. All income is reinvested in the Fund and is reflected in the unit price.

The launch date of the Fund is 10 June 2009 and the fund will mature 3 years later on 10 June 2012,
However, the Fund commenced its operations on 17 June 2009.

The books and records of the Fund are maintained in Saudi Riya! in the Kingdom of Saudi Arabia.

2 REGULATING AUTHORITY

The Fund is governed by the Investment Fund Regulations (the regulations) published by the CMA on 3
Dhul Hijja 1427H (corresponding to 24 December 2006) detailing requirements for all funds operating
within the Kingdom of Saudi Arabia.

The terms and conditions of The Al Watheq Enhanced Murabaha Fund SAR. were approved by CMA on 5
Rabi Awal 1430H {Corresponding to 2nd March 2009)

3 - SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared in accordance with accounting standards generally accepted in the
Kingdom of Saudi Arabia. The significant accounting policies adopted are as follows: -

Accounting convention
The financial statemments are prepared under the historical cost convention modified to include the
measurement at fair value of trading investments.

Revenue recognition

Trading income includes all gains and losses from changes in fair value and related income or expense and
dividends from trading investments. Unrealised gains and losses on the revaluation of investments and realised
gains and losses on the disposal of investments are recognised in the statement of operations.

Realised gains and losses on investments sold are determined on a weighted average cost basis. Special
commission income is recognized on an effective yield basis.

Murabaha placements
Murabaha placements are carried at cost.

Investment valuation
Investments that are bought with the intention of being held to maturity are carried at cost adjusted for any
premium or discount on an effective yield basis, less permanent decline in value.

Investments which are purchased for trading purposes are valued at their market price as at the balance sheet
date.

Investment transactions
Investment transactions are accounted for as of the trade date.
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The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2010

SIGNIFICANT ACCOUNTING POLICIES (Continued)

Zakat and income fax
Zakat and income tax is the obligation of the Unit holders and is not provided for in the accompanying
financial statements.

Expenses

Expenses are recoghized based on the accrual method. Management fees payable monthly in arrears, are
calculated and accrued daily based on the Fund’s net assets value.

MURABAHA PLACEMENTS
2010 2009
SR SR
Murabaha placements with Banque Saudi Fransi: :
Maturity between 1 and 3 months 385,906 485,906
Maturity between 3 and 6 months 853,081 485,906
Maturity between 6 and 9 months 285,906 ) 385,906
Maturity between 9 and 12 months 580,906 645,906
Maturity greater than 12 months 35,271,812 36,782,611
37,377,611 38,786,235
Murabaha placements with Saudi Hollandi Bank:
Maturity greater than 12 months 25,000,000 25,000,000
25,000,000 25,000,000
Murabaha placements with Gulf Investment Bank: ‘
Maturity greater than 12 months 15,000,000 15,000,000
15,000,000 15,000,000
Total Murabaha placements 77377611 78,786,235

The Fund does not have a formal internal grading mechanism. Credit risk is managed and controlled by
monitoring credit exposures, limiting transactions with specific counter-parties, and continually assessing
the creditworthiness of counter-parties. Credit risks are generally managed on the basis of external credit
grading of the counterparty. The credit ratings of the counterparties with which the Fund places deposits are as
set out below:

Counterparty External rating agency 2010 2009
Banque Saudi Fransi Standard and Poor’s (short term) A-1 A-1
Saudi Hollandi Bank Moody’s (short term) P-1 P-1
Gulf Investment Bank Standard and Poor’s (short term) A-2 . A2

TRADING INVESTMENTS

Trading investment, as at 31 December 2010, comprised investment in Al Saffa Saudi Equity Trading Fund,
an investment fund managed by the Fund Manager amounting to SR 4,126,974 (2009: SR 3,588,561). The
average cost of the investment is SR 3,422,049 (2009: SR 3,454,973)




The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi
NOTES TO THE FINANCIAL STATEMENTS (continued)

31 December 2010
6 TRADING INCOME, NET
For the period
Jrom 17 June
2009 to 31
December
2010 2009
SR SR
- Movement in unrealised gain 571,337 133,588
Realised gain 4,476 170
575,813 133,758
7 TRANSACTIONS WITH RELATED PARTIES

The Fund pays a management fee to the Fund Manager calculated at 0.6% (2009: 0.6%) of the Fund’s net
assets accrued quarterly. Additionally, the Fund Manager also charges a subscription fee to the Unitholders
up to 2% of the gross subscriptions to cover administration costs. The subscription fee is directly paid to
the Fund Manager by the Unitholders. Expenses paid by the Fund Manager on behalf of the Fund are
reimbursed from the Fund.

The Fund Manager is the custodian of the Fund’s investments.

The Fund Manager is a subsidiary of Banque Saudi Fransi (the Bank). The Bank acts as the Fund’s banker.
The Fund has murabaha placements with the Bank (see note 4 for outstanding positions as at the yearend).
Special commission income includes income on murabaha placements with the Bank during the year.

The Unitholders’ account at 31 December included the following:

17 une 2009
to
31 December
2010 2009
Units Units
Units held by the employees of the Fund Manager and its

affiliates 122 125

8 REDEMPTION FEES

Redemption fee is calculated at 3% of the value of redemptions based on the number of units redeemed by the
Unitholders at the Net asset value per unit announced at the 15® day of the Jast month of each quarter.




The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2010

9 RISK MANAGEMENT
Credit risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the
other party to incur a financial loss.

The Fund is exposed to credit risk for its bank balance and murabaha placements. The Fund Manager seeks to
limit its credit risk by monitoring credit exposures and setting limits for individual investments.

The table below shows the maximum exposure to credit risk for the components of the balance sheet:

17 June 2009
fo
31 December
2010 2009
SR SR
Bank balance . 3,894 2,643
Murabaha placements 71377,611 78,786,235
Total exposure to credit risk 77,381,505 78,788,878

Special commission rate risk

The Fund is subject to special commission rate risk on its special commission bearing assets, including
money market placements, bank balance and held to maturity investments. The sensitivity of the income is
the effect of the assumed changes in special commission rates, with all other variables held constant, on the
Fund’s income for one year, based on the floating rate financial assets held at 31 December 2010. Since
there are no floating rate financial assets and liabilities at 31 December 2010, the fund is not exposed to
special commission rate risk.

Liguidity risk
Liquidity risk is the risk that the Fund will encounter difficulty in releasing funds to meet commitments
associated with financial liabilities.

The Fund’s terms and conditions provide for the subscriptions and redemptions of units once in every quarter
of the year on the valuation dates specified therein and it is, therefore, exposed to the liquidity risk of meeting
Unit holder redemptions. The Fund’s securities are considered to be readily realisable as they have investments
in murabaha placements, which may be liquidated at any time. The Fund Manager monitors the liquidity
requirements on a regular basis and ensures that sufficient funds are available to meet any commitments as
they arise,

Currency risk
Currency risk is the risk that the value of a financial instrument will fluctuate due to a change in foreign
exchange rates. The Fund views the Saudi Riyal as its functional currency.

As the Fund’s investments are denominated in its functional currency, the Fund is not subject to currency risk.




The Al Watheq Enhanced Murabaha Fund -
an Investment Fund managed by Caam Saudi Fransi

NOTES TO THE FINANCIAL STATEMENTS (continued)
31 December 2010 :

10

11

12

FAIR VALUES OF FINANCIAL ]NSTRU'M:ENTS

Financial instruments comprise financial assets and financial liabilitics. The Fund’s financial assets consist of
bank balances and Murabaha placements. There are no financial liabilities as of the balance sheet date.

Fair value is the amount for which an asset could be exchanged, or a liability settled between knowledgeable
willing parties in an arm’s length transaction. For investments traded in an active market, fair value is
determined by reference to quoted market bid prices.

SUBSEQUENT EVENT

On 30 January 2011 the Capital Market Authority approved the merging of CAAM Saudi Fransi ("the Fund
Manager") with Fransi Tadawul Company ("the affiliated company") which is fully owned by the Banque
Saudi Fransi. The necessary approval has been obtained from the Capital Market Authority to change the name
of Fransi Tadawul Company to Saudi Fransi Capital. The legal formalities for the merger are not yet

completed.

LAST VALUATION DAY

The last valuation day of the year, as per terms and conditions of the fund was 15 December 2010 (20095:
15 December 2009).

The last valuation date for the purpose of preparation of these financial statements was 31 December 2010
(2009: 31 December 2009).
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