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1. Management information
A. Fund Name
B. Fund Manager

Name
Address

C. Fund Sub-Manager (if any)
Name
Address
D. Custodian
Name
Address

Responsibilities

HSBC Saudi Freestyle Equity Fund
HSBC Saudi Arabia
HSBC Building 7267, Olaya Street (Al-Murooj
District)
Riyadh 12283-2255,
Kingdom of Saudi Arabia.
Phone: 920022688
Fax: +96612992385
Website: www.hsbcsaudi.com
None
Albilad Capital
Albilad Capital, Main Office
King Fahd Road P.O. Box 140, Riyadh 11411
Kingdom of Saudi Arabia.
Phone: 920003636
Fax: 966112906299
Website: www.albilad-capital.com







E. Certified Accountant
Name
Address
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Safeguarding the Fund’s assets
Safeguarding all necessary documents that
support the performance of its contractual
obligations towards the fund.
Depositing the revenue cash amounts of
the Fund in the account of the fund.
Managing the cash transaction of the Fund,
including deducting the investment
amounts and the expenses of the Fund
according to Terms and Conditions of the
Fund
The custodian shall be liable for holding and
safeguarding the Fund’s assets for the
benefit of unit holders

KPMG Al Fawzan & Al Sadhan Company
KPMG Building, Salahuddin Al Ayoubi Road
P.O. Box 92876 Riyadh 11663
Kingdom of Saudi Arabia
Tel.: +96612914350

2. Fund Information
A. Investment Objectives and
Policies
The Fund is an open investment fund that aims at achieving capital growth in the
medium to long term by investing in an investment portfolio consisting of shares of
companies listed on the Saudi stock market and compliant with Sharia standards and
approved by the Fund Oversight Committee. The Fund’s management is focusing on
selecting and managing a small number of equities in a manner that is managed in a
flexible manner with the aim of achieving returns for investors without correlating
with an index or the relative weights of market indexes. The Fund manager can also
invest excess cash flow in the fund in short-term cash instruments and compliant with
Shariah standards, in order to improve the Fund’s return. The Fund shall fully comply
with the investment directives - if any - issued by the Fund's Board, as well as the legal
directives issued by the Fund's oversight committee
B. Policy of Income and Distribution
Profits will not be distributed, instead, they will be added to Fund assets, so that the
income and dividends are reinvested to increase the unit value.
C. Fund Performance
•

Fund Performance during the Past Three Years (Saudi Riyal)
2017

2018

2019

Net assets value of the Fund at
the end of the year
Net holdings value of the unit as
at the end of the year
Highest holdings value of the unit

344,986,661

355,400,254

324,700,450

16.3015

18.1358

22.0873

17.1635

19.1789

22.0873

Lowest holdings value of the unit

15.6751

16.2581

18.0848

Number of units issued at the end
of the year

21,162,824

9,596,665

14,700,798

-

-

-

1.70%

2.03%

1.85%

Distributed profit value for each
unit
(if any)
Expenses rates
•

Fund Returns
One year

Fund Return

Fund Return
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Three years

21.79%

Five years

34.08%

-0.61%

2010 2011

2012

2013

2014

2015

2016

N/A

22.03%

51.64%

20.09%

-22.25%

-4.66% -1.04%

N/A

2017

2018

2019

11.25%

21.79%

•

value of Services and Commissions

Type of expenses or commission
Subscription fees
Fund management fees
(Including value added tax)

Value in Saudi Riyal

Rate of Fund assets average

142.075.15

up to 2% of subscription fee

5,918,192.05

1.78%

Custodian fees

68,905.28

0.021%

Administrative services fees

82,764.71

0.025%

Certified accountant fees
Independent board members
compensations
Regulatory fees

15,879.46

0.005%

10,082.14

0.003%

6,427.41

0.002%

Index license fee

7,145.78

0.002%

-

-

Sharia purification fees

17,276.46

0.0052%

Transaction charges

553,397.17

0.17%

Borrowing fees

D. Any Material Changes Affect Fund Performance
No material changes affected Fund performance during the year 2019.
F. Any Changes Fund’s Terms and Conditions during the Period
Date
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Fund name

27 Jan 2019G

HSBC Saudi Freestyle Equity
Fund

26 May 2019G

HSBC Saudi Freestyle Equity
Fund

7 Aug 2019G

HSBC Saudi Freestyle Equity
Fund

Change

− Resignation of Fund Board
member H.E. Mr. Ihsan Abbas
Bafakih, - independent member
− Adjustment of the expenses and
fees of the fund
− Addition of the term operating
expenses
− Addition
of
the
term
administrative manager
− Modification of the name of the
fund information summary on
the cover page according to the
requirements of the investment
funds regulations
− Removal of the unit owner's
declaration from some fund
documents
− Resignation of Mr. Majed Najm
from his position on the Fund's
Board.
− Assigning of Fund Board member
Mr.
Abdul
Rahman
AlMedaimegh—
independent
member

G. Any Pricing or Evaluation Errors during the Period
None

3. Fund Manager

A. Investment Activities of the Period
The fund reduced its exposure to the petrochemical sector, mainly due to low
product prices and margins, which led to decrease of sector profits. In addition, the
fund made profits in the banking sector, after the strong performance of the banking
sector index during the year. The fund has also increased its exposure in the energy,
consumer and retail services sectors due to the high evaluation of such sectors.
B. Irregularities of Investment
Restrictions
None.
C. Report on the Performance of Investment Fund during the Period
During the year 2019, the Standard & Poor's Saudi stocks index compliant with
Sharia increased by almost 12.35%. The year 2019 witnessed an important event for
the Saudi market, as the market completed its joining the MSCI Emerging Markets
Index. On the other hand, the year 2019 was characterized by fluctuations, as the
Saudi market index reached the highest point during the year 9,361.96, while the
year closed at 8,389.23.
By the end of 2019, the performance of the fund increased by 21.79%,
outperforming the benchmark index by approximately 9.44%.
D. Any Additional Information that Might Enable Unit Holders to Make
Informed Decisions that are Based on Sufficient Information about the
Fund during the Period
There is no additional information to be disclosed except that stated in this
report, Fund’s Terms and Conditions, and the Fund’s financial statement.
However, investors need to read and understand the Fund’s Terms and
Conditions and all related documents and/or obtain advice from their own
legal, tax, and/or investment advisors before taking any investment
decision.
E. Percentage of Management Fees Calculated on the Fund itself and other
funds that the Fund is investing in (if the fund is substantially investing
in other investment funds)
None
F.Special Commission Received by Fund Manager during the Period
The fund manager receives reports and research issued through the dealer
who performs the operations through which it is available to all the dealer's
customers, in addition to arranging meetings with the listed companies
upon the request of the fund manager to meet them.
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G. Investment of Fund Manager or Any Counterpart of the Fund
Neither the Fund manager nor any counterpart invests in this Fund

H. Annual Voting Practices
The general assembly of Zahrat Al Waha for Trading Co. 23-6-2019
Subject of the vote

2

3

4

5

To vote on the works and contracts between the company and
Hana Food Industries Company. The Chairman of the Board of
Directors, Mr. Ahmed Hamoud Ibrahim Altheyab, is a member of
the Board of Directors and Managing Director and one of the
shareholders of Hana Food Industries Company and its license for
the coming year 2019. Is a contract for the sale of finished goods
(Preform and plastic bottles for various sizes and Weights), the sale
and purchase of raw materials, packaging and packaging without
discrimination or preferential conditions. The value of dealing for
the previous year 2018 sales amounted to 98.6 69,907 SR and
purchases of 6,451,705 SR and the balance of the last period on 31
December 2018 was 47,093,430 SR
To vote on the work and contracts that will be between the
company and the Abna Hamoud Ibrahim Altheyab Company. The
Chairman of the Board of Directors, Mr. Ahmed Hamoud Ibrahim
Altheyab, one of the shareholders of the company of Hamoud
Ibrahim Altheyab, and license for the next year 2019 Note that the
nature of the deal is a service contract Transfer and without
discrimination or preferential conditions The value of the
transaction for the previous year 2018 was the purchase of service
amounting to 285,132 SR and the balance of the last period on 31
December 2018 zero SR.
To vote the discharge of the members of the Board of Directors for
the management of the company for the financial year ended 31
December 2018.
To vote on the remuneration policy of the members of the Board of
Directors, the Committees of the Council and the Executive
Management
To vote on the disbursement of 300,000 SR as a bonus to
independent directors for the financial year ended 31 December
2018.

HSBC vote
Approve

Reject

Abstention

x

x

x

x

The general Assembly of the Advanced Petrochemical Co. 17-9-2019
Subject of the vote

1

2
7

3

To vote on the recommendation of the Board of Directors to increase
the company share capital through bonus shares by one share for
every ten shares held (1:10) with the objective of adjusting the
company share capital to its assets level and help support its future
investment plans
To vote on the election of the members of the Board of Directors
among the board membership nominees for new term which will be
starting October 1, 2019 to September 30, 2022 by the way of
cumulative voting system. In the event that the results of the voting
will not enable the company to nominate the minimum number of
independent members in the Board as required by the applicable
regulations, then non-independent members will be replaced by
independent members in accordance with the results of the voting.
To vote on the amendment of article (7) of the company's bylaws
concerning the capital of the company if the Extraordinary General

HSBC vote
approve

x

x
x

reject

abstention

Meeting approved item number (1).
4
5
6
7
8
9
10
11
12
13

14

15
16

To vote on the amendment of article (20) of the company's bylaws
concerning the remuneration of board members
To vote on the amendment of article (22) of the company's bylaws
concerning the board meetings
To vote on the amendment of article (30) of the company's bylaws
concerning the invitation for the general assemblies.
To vote on the amendment of article (38) of the company's bylaws
concerning the formation of the audit committee.
To vote on the amendment of article (39) of the company's bylaws
concerning the audit committee meeting quorum.
To vote on the amendment of article (41) of the company's bylaws
concerning the audit committee's reports.
To vote on the amendment of article (45) of the company's bylaws
concerning the financial documents.
To vote on the amendment of article (46) of the company's bylaws
concerning the distribution of profits.
To vote on the amendment of article (47) of the company's bylaws
concerning the profits entitlement.
To vote on the updated Audit Committee Charter.
To vote on the formation of the Audit Committee for the next term
which will be starting October 1, 2019 to September 30, 2022 and its
duties, its rules of activities and its members remunerations , subject
to the approval of the General Meeting on the item number (7),
To vote on delegating the board of directors the vested powers of
the general assembly meeting as per article (71) of the Companies
Law for one year from the date of the approval by the general
assembly meeting. Such delegation shall be in accordance with the
requirements stipulated in the Regulatory Rules and Procedures
issued pursuant to the Companies Law relating to Listed Joint Stock
Companies.
To vote on the updated Remuneration of Board Members, Board
Committees and the Executive Management Policy

x
x
x
x
x
x
x
x
x
x

x

x
x

The general Assembly for Jarir Marketing Co. 28-2-2019
HSBC vote

Subject of the vote
approve

1

2

Voting on the election of the company’s board of directors from
among the candidates for the new session of the Council starting
.from 09/03/2019 for a period of three years ending on 03/08/2022
Voting on the formation of the audit committee for the new session,
which begins on the date of 3/3/2019 for a period of three years
ending on 3/8/2022, and on its duties, work controls and rewards
.of its members

reject

abstention

x

I. Cases of Conflict of Interests Approved by the Fund Board
All conflict cases related to the Fund’s daily management were regularly
submitted to the Fund Board. No conflict cases are managed by HSBC Saudi
Arabia.
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x

J. Fund Board’s Annual Report

Subject

Approval Details

Voting policy

The Fund Board approved voting policy on
behalf of HSBC investment funds at the
annual general meeting for listed companies

Financial Statement of
Investment Funds

Approval of Brokers

Evaluation of Fund Board’s
Ability

Approval of Financial
Auditor

The subscription policy of
Initial Public Offering

The authorization of Head of Asset
Management and Chief Financial Officer of
HSBC Saudi Arabia Company to review and
sign financial audit reports of HSBC Saudi
Arabia funds.
The Fund Board approved brokers list with
whom the Fund can trade under the
independent custody form.

Meeting Date
4 February 2019

4 February 2019

2 July 2019

Fund Board evaluated the ability of the
current Fund Board and confirmed that the
11 December 2019
current Board has the sufficient ability to
manage the Fund.
The Fund Board approved the appointment
of KPMG Company to be the financial auditor
of the investment funds of HSBC Saudi Arabia 11 December 2019
for the year 2019.
The Fund Board approved the subscription
policy during the phase of establishing orders 11 December 2019
record for initial offerings for companies.

4. Custodian Statement
The statement is based on the Custodian’s opinion on whether the Fund
manager has carried out the following:
•

Issuance, transfer, and redemption of units according to the Investment Fund
Regulation and the Fund’s Terms and Conditions.

•

Evaluation and calculation of unit price according to the Investment Fund
Regulation and the Fund’s Terms and Conditions.
Violation of any of investment restrictions, investment
limits, and borrowing powers applied on the Investment
Fund Regulation.

•

None, the responsibilities assigned to the custodian does not
9

include the opinion thereof

5. Certified Accountant Statement
The statement is based on Certified Accountant’s opinion as
follows:
•

The financial statements are prepared and revised according to accounting
standards issued by Saudi Organization for Certified Public Accountants (“SOCPA”),
provisions of Investment Fund Regulation, and the Fund’s Terms and Conditions.
Annex 2 is affixed on page 2 of the Fund’s financial statements- the opinion of the
Certified Accountant.

•

The financial statements are fair and true for the net income, net profits, loses of
the investment Fund for the accounting period of such statements. Not applicable.
The responsibilities assigned to the Certified Accountant do not include the opinion
thereof.

•

The financial statements are true and fair for the financial position of the investment
Fund at the end of the period.
Annex2 is affixed on page 2 of the Fund’s financial statements- the opinion of the
Certified Accountant.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Statement of financial position
As at 31 December 2019
(Amounts in Saudi Arabian Riyal)

Note

31 December
2019

31 December
2018

Assets
Cash at bank
Investments at fair value through profit or loss (FVTPL)
Receivables and advances
Total assets
Liabilities
Accrued expenses

10
11

9,582,334
310,951,436
4,865,453
325,399,223

1,129,922
354,114,714
4,559,024
359,803,660

13

698,773

4,403,406

698,773

4,403,406

324,700,450

355,400,254

14,700,798

19,596,665

Total liabilities
Net assets (equity) attributable to the unitholders
Units in issue (numbers)
Net assets (equity) value per unit – Dealing

17

22.09

18.14

Net assets (equity) value per unit - IFRS

17

22.09

18.14

The accompanying notes 1 to 19 form integral part of the financial statements.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Statement of comprehensive income
For the year ended 31 December
(Amounts in Saudi Arabian Riyal)
Note

2019

2018

12

62,576,593
11,364,031
73,940,624

33,834,210
14,663,023
48,497,233

14

5,918,192
208,481
6,126,673

7,069,312
-7,069,312

67,813,951

41,427,921

--

--

67,813,951

41,427,921

Investment income
Net gain from investments at FVTPL
Dividend income
Total income
Expenses
Management fees
Other expenses
Total expenses
Net income for the year
Other comprehensive income for the year
Total comprehensive income for the year

The accompanying notes 1 to 19 form an integral part of the financial statements.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Statement of changes in net assets (equity) attributable to unitholders
For the year ended 31 December
(Amounts in Saudi Arabian Riyal)
2019

2018

355,400,254

344,986,662

67,813,951

41,427,921

28,191,532
(126,705,287)

102,015,007
(133,029,336)

Net change from unit transactions

(98,513,755)

(31,014,329)

Net assets (equity) attributable to the unitholders at the
end of the year

324,700,450

355,400,254

Net assets (equity) attributable to unitholders at the
beginning of the year
Net income for the year
Contributions and redemptions by the Unitholders:
Proceeds from issuance of units
Payments for redemption of units

UNIT TRANSACTIONS:
Transactions in units for the year ended 31 December are summarized as follows:
2019

2018
(In numbers)

Units at the beginning of the year

19,596,665

21,162,824

Units issued during the year
Units redeemed during the year
Net decrease in units

1,397,368
(6,293,235)
(4,895,867)

5,763,264
(7,329,423)
(1,566,159)

Units at the end of the year

14,700,798

19,596,665

The accompanying notes 1 to 19 form an integral part of the financial statements.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Statement of cash flows
For the year ended 31 December
(Amounts in Saudi Arabian Riyal)
Note

2019

2018

67,813,951

41,427,921

(17,217,140)
50,596,811

(16,353,349)
25,074,572

60,380,418
(306,429)
(3,704,633)
106,966,167

(3,202,762)
2,292,948
2,888,391
27,053,149

28,191,532
(126,705,287)
(98,513,755)

102,015,007
(133,029,336)
(31,014,329)

Net increase / (decrease) in cash and cash
equivalents

8,452,412

(3,961,180)

Cash and cash equivalents at the beginning of the year

1,129,922

5,091,102

Cash and cash equivalents at the end of the year

9,582,334

1,129,922

Cash flows from operating activities
Net income for the year
Adjustment for:
12

Unrealized gains on investments at FVTPL
Net changes in operating assets and liabilities
Decrease / (increase) in investments at FVTPL
(Increase) / decrease in receivables and advances
(Decrease) / increase in accrued expenses
Net cash generated from operating activities
Cash flows from financing activities
Proceeds from issuance of units
Payments for redemption of units
Net cash used in financing activities

The accompanying notes 1 to 19 form an integral part of the financial statements.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Notes to the financial statements
For the year ended 31 December 2019
(Amounts in Saudi Arabian Riyal)
1

GENERAL
HSBC Saudi Freestyle Equity Fund (“the Fund”), is an open-ended mutual investment fund created
through an agreement between HSBC Saudi Arabia (“the Fund Manager”) and the investors (“the
Unitholders”).
The objective of the Fund is to achieve capital appreciation over the medium to long-term by investing
in Shariah compliant Saudi equities listed on Tadawul (Saudi Stock Market). The Fund invests in a
concentrated portfolio and is managed in a manner that is both active and flexible to provide returns to
investors that are not linked to a benchmark or weighting tied to an index.
The Fund is managed by the Fund Manager who also acts as the administrator of the Fund. Albilad
Capital is the custodian of the Fund. All income is reinvested in the Fund and is reflected in the unit
price.
The Fund Manager has made certain revisions to the Terms and Conditions of the Fund. The main
changes in the Terms and Conditions relates to the fee structure and enhancement of investment
objectives. The Fund updated its terms and conditions which were approved by the CMA on 27
Shawwal 1440H (corresponding to 1 July 2019).

2

REGULATING AUTHORITY
The Fund is governed by the Investment Fund Regulations (“the Regulations”) published by the
Capital Market Authority (“the CMA”).

3

SUBSCRIPTION/ REDEMPTION (DEALING DAY AND VALUATION DAY)
The Fund is open for subscriptions / redemptions of units twice weekly on Sunday and Tuesday (each
being a “Dealing Day”). The value of the Fund’s portfolio is determined twice weekly on Monday and
Wednesday (each being a “Valuation Day”). The net asset value of the Fund for the purpose of
purchase or sale of units is determined by dividing the net value of assets (fair value of fund assets
minus fund liabilities) by the total number of outstanding fund units on the relevant Valuation Day.

4

BASIS OF PREPARATION
The financial statements have been prepared in accordance with the International Financial Reporting
Standards (“IFRS”) as endorsed in the Kingdom of Saudi Arabia and other standards and
pronouncements issued by Saudi Organization for Certified Public Accountants (“SOCPA”) and to
comply with the applicable provisions of the Investment Fund Regulations issued by the Capital
Market Authority, the Fund’s Terms and Conditions and the Information Memorandum.

5

FUNCTIONAL AND PRESENTATION CURRENCY
The financial statements are presented in Saudi Arabian Riyals (“SAR”) which is also the
functional currency of the Fund.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Notes to the financial statements
For the year ended 31 December 2019
(Amounts in Saudi Arabian Riyal)
6

BASIS OF MEASUREMENT
The financial statements have been prepared on a historical cost basis, (except for investments at fair
value through profit or loss (FVTPL) which are stated at their fair value) using accrual basis of
accounting.
The Fund Manager has made an assessment of the Fund’s ability to continue as a going concern and is
satisfied that the Fund has resources to continue in business for a foreseeable future. Furthermore, the
Fund Manager is not aware of any material uncertainties that may cast significant doubt upon the Fund’s
ability to continue as a going concern. Therefore, the financial statements continue to be prepared on the
going concern basis.
The financial statement accounts in the statement of financial position have been presented in the order
of liquidity.

7

USE OF JUDGEMENTS AND ESTIMATES
Preparation of the financial statements in accordance with IFRS requires the use of certain critical
accounting judgements, estimates and assumptions that affect the reported amounts of assets and
liabilities. It also requires management to exercise its judgement in the process of applying the Fund’s
accounting policies. Such judgements, estimates and assumptions are continually evaluated and are
based on historical experience and other factors, including obtaining professional advices and
expectations of future events that are believed to be reasonable under the circumstances.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are
recognized prospectively.

8

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 the years presented, unless otherwise stated.
Net Asset (Equity) Value
Net assets (equity) value per unit, as disclosed in the statement of financial position is calculated by
dividing the net assets attributable to the Unitholders by the numbers of units in issue at the year end.
Trade date accounting
All purchases and sales of financial assets are recognized and derecognized on the trade date, i.e. the
date that the Fund commits to purchase or sell the assets. Regular-way purchases or sales of financial
assets require delivery of those assets within the timeframe generally established by regulation or
convention in the marketplace.
Subscription and redemption of units
Units subscribed and redeemed are recorded at net asset (equity) value per unit on the Valuation Day
for which the subscription request and redemption applications are received.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Notes to the financial statements
For the year ended 31 December 2019
(Amounts in Saudi Arabian Riyal)
8.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Revenue from contracts with customers
The Fund recognises revenue when the amount of revenue can be reliably measured and it is probable
that future economic benefits will flow to the Fund. The revenue is recognised when (or as) each
performance obligation is satisfied.
Net gain from financial instruments at FVTPL
Net gain from financial instruments at FVTPL includes all realised and unrealised fair value changes and
foreign exchange differences (if any).
Net realised gain from financial instruments at FVTPL is calculated using the weighted average cost
method.
Dividend income
Dividend income is recognised in the statement of comprehensive income on the date on which the right
to receive payment is established. For quoted equity securities, this is usually the ex-dividend date. For
unquoted equity securities, this is usually the date on which the shareholders approve the payment of a
dividend. Dividend income from equity securities designated as at FVTPL is recognised in statement of
comprehensive income in a separate line item.
Management fees
Fund management fees are charged at rates agreed with the Fund Manager. These charges are calculated
on each Valuation Day at an annual percentage of the Fund’s net assets value. These expenses are
charged to the statement of comprehensive income.
Zakat and tax
Under the current system of zakat and income tax in the Kingdom of Saudi Arabia, the Fund is exempt
from paying any zakat and income tax. Zakat and income tax are considered to be the obligation of the
Unitholders and are not provided in the accompanying financial statements.
The Value Added Tax (VAT) applicable for fees and expenses are recognized in the statement of
comprehensive income.
Fair value measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal or, in its absence, the
most advantageous market to which the Fund has access at that date. The fair value of a liability reflects
its non-performance risk.
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Notes to the financial statements
For the year ended 31 December 2019
(Amounts in Saudi Arabian Riyal)
8.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Fair value measurement (continued)
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal or, in its absence, the
most advantageous market to which the Fund has access at that date. The fair value of a liability reflects
its non-performance risk.
When available, the Fund measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability take
place with sufficient frequency and volume to provide pricing information on an on-going basis. The
Fund measures instruments quoted in an active market at a mid-price, because this price provides a
reasonable approximation of the exit price.
If there is no quoted price in an active market, then the Fund uses valuation techniques that maximise
the use of relevant observable inputs and minimise the use of unobservable inputs. The chosen valuation
technique incorporates all of the factors that market participants would take into account in pricing a
transaction.
The Fund recognizes transfers between levels of the fair value hierarchy as at the end of the reporting
year during which the change has occurred.
Financial assets and financial liabilities
Recognition and initial measurement
Financial assets and financial liabilities at FVTPL are initially recognised on the trade date, which is the
date on which the Fund becomes a party to the contractual provisions of the instrument. Other financial
assets and financial liabilities are recognised on the date on which they are originated.
Financial assets and financial liabilities at FVTPL are initially recognised at fair value, with transaction
costs recognised in the statement of comprehensive income. Financial assets or financial liabilities not at
FVTPL are initially recognised at fair value plus transaction costs that are directly attributable to their
acquisition or issue.
Classification of financial assets
On initial recognition, a financial asset is classified as measured at amortized cost, fair value through other
comprehensive income (FVOCI) or fair value through profit or loss (FVTPL).
Financial asset at amortized cost
A financial asset is measured at amortized cost if it meets both of the following conditions and is not
designated as at FVTPL:
-

the asset is held within a business model whose objective is to hold financial assets in order to
collect contractual cash flows; and
the contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Financial asset at fair value through other comprehensive income (“FVOCI”)
A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as FVTPL.
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8.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets and financial liabilities (continued)
-

it is held within a business model whose objective is achieved by both collecting contractual cash
flows and selling financial assets; and
its contractual terms give rise on specified dates to cash flows that are solely payments of principal
and interest on the principal amount outstanding.

On initial recognition of an equity investment that is not held for trading, the Fund may irrevocably
elect to present subsequent changes in fair value in OCI. This election is made on an investment-byinvestment basis.
Financial asset at fair value through profit or loss (“FVTPL”)
All other financial assets are classified as measured at FVTPL.
Business model assessment
The Fund Manager makes an assessment of the objective of a business model in which an asset is held
at a portfolio level because this best reflects the way the business is managed and information is
provided to management. The information considered includes:
-

-

the stated policies and objectives for the portfolio and the operation of those policies in practice.
In particular, whether management’s strategy focuses on earning contractual commission revenue,
maintaining a particular interest rate profile, matching the duration of the financial assets to the
duration of the liabilities that are funding those assets or realising cash flows through the sale of
the assets;
how the performance of the portfolio is evaluated and reported to the Fund’s managers;
the risks that affect the performance of the business model (and the financial assets held within
that business model) and how those risks are managed;
how managers of the business are compensated – e.g. whether compensation is based on the fair
value of the assets managed or the contractual cash flows collected; and
the frequency, volume and timing of sales in prior periods, the reasons for such sales and its
expectations about future sales activity. However, information about sales activity is not
considered in isolation, but as part of an overall assessment of how the Fund’s stated objective for
managing the financial assets is achieved and how cash flows are realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair
value basis are measured at FVTPL because they are neither held to collect contractual cash flows nor
held both to collect contractual cash flows and to sell financial assets.
Assessment whether contractual cash flows are solely payments of principal and interest
For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on
initial recognition. ‘Commission / Interest’ is defined as consideration for the time value of money and
for the credit risk associated with the principal amount outstanding during a particular period of time
and for other basic lending risks and costs (e.g. liquidity risk and administrative costs), as well as profit
margin.
In assessing whether the contractual cash flows are solely payments of principal and interest, the Fund
considers the contractual terms of the instrument. This includes assessing whether the financial asset
contains a contractual term that could change the timing or amount of contractual cash flows such that
it would not meet this condition. In making the assessment, the Fund considers:
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8.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Financial assets and financial liabilities (continued)
- contingent events that would change the amount and timing of cash flows;
- leverage features;
- prepayment and extension terms;
- terms that limit the Fund’s claim to cash flows from specified assets (e.g. non-recourse asset
arrangements); and
- features that modify consideration of the time value of money – e.g. periodical reset of interest
rates.
Reclassifications
Financial assets are not reclassified subsequent to their initial recognition, except in the period after
the Fund changes its business model for managing financial assets.
Classification of financial liabilities
The Fund classifies its financial liabilities at amortised cost unless it has designated liabilities at FVTPL.
Derecognition
On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognized) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain
or loss that had been recognized in OCI is recognized in profit or loss.
The Fund derecognize a financial liability when contractual obligations are discharged, cancelled, or
expire.
Offsetting
Financial assets and financial liabilities are offset and the net amount presented in the statement of
financial position when, and only when, the Fund currently has a legally enforceable right to offset the
amounts and intends either to settle them on a net basis or to realise the asset and settle the liability
simultaneously.
Income and expenses are presented on a net basis only when permitted under IFRS as endorsed in the
Kingdom of Saudi Arabia, or for gains and losses arising from a group of similar transactions such as
in the Fund’s trading activity.
Cash and cash equivalents
Cash and cash equivalents comprise deposits with banks and highly liquid financial assets with maturities
of three months or less from the date of acquisition that are subject to an insignificant risk of changes in
their fair value and are used by the Fund in the management of short-term commitments.
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8.

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Redeemable Units
The Fund classified financial instruments issued as financial liabilities or equity instruments in accordance
with the substance of the contractual terms of the instruments.
The Fund has redeemable units in issue. On liquidation of the Fund, they entitle the holders to the residual
net assets. They rank pari passu in all respects and have identical terms and conditions. The redeemable
units provide investors with the right to require redemption for cash at a value proportionate to the
investor’s share in the Fund net assets at each redemption date and also in the event of the Fund’s
liquidation.
Redeemable units are classified as equity as it meets all of the following conditions:
-

it entitles the holder to a pro rata share of the Fund’s net assets in the event of the Fund’s liquidation;
it is in the class of instruments that is subordinate to all other classes of instruments;
all financial instruments in the class of instruments that is subordinate to all other classes of
instruments have identical features;
apart from the contractual obligation for the Fund to repurchase or redeem the instrument for cash or
another financial asset, the instrument does not include any other features that would require
classification as a liability; and
the total expected cash flows attributable to the instrument over its life are based substantially on the
profit or loss, the change in recognized net assets or the change in the fair value of the recognized and
unrecognized net assets of the Fund over the life of the instrument.

Incremental costs directly attributable to the issue or redemption of redeemable units are recognized
directly in equity as a deduction from the proceeds or part of the acquisition cost.
9.

IMPACT OF CHANGE IN ACCOUNTING POLICIES DUE TO ADOPTION OF NEW
STANDARD
New IFRS standards, IFRIC interpretations and amendments thereof, adopted by the Fund
The following new standards, amendments and revisions to existing standards, which were issued by
the International Accounting Standards Board (IASB) have been effective from 1 January 2019 and
accordingly adopted by the Fund, as applicable:
Standard / Amendments
IFRS 16
IFRIC 23
IAS 28
IAS 19
IFRS 3, IFRS 11, IAS 12 and IAS 23
IFRS 9

Description
Leases
Uncertainty over Income Tax Treatments
Long term interests in associates and joint ventures
Plan amendments, curtailments or settlements
Annual Improvements to IFRS 2015 - 2017 cycle
Amendments regarding prepayment features with negative
compensation and modification of financial liabilities

The adoption of the above standard / amendments and interpretations did not have any significant
impact on these financial statements.
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9. IMPACT OF CHANGE IN ACCOUNTING POLICIES DUE TO ADOPTION OF NEW
STANDARD (CONTINUED)
Standards issued but not yet effective
Standards issued but not yet effective up to the date of issuance of the Fund’s financial statements are
listed below. The Fund intends to adopt these standards when they become effective and material
impacts from the adoption of these standards are not expected.
Effective from periods
Standard /
beginning on or after
Interpretation
Description
the following date
Amendments to IFRS 3
Amendments to IAS 1 & IAS 8
IFRS 7 and IFRS 9
Amendments to IAS 1

Definition of business
Definition of material
Pre – replacement issues in the
context of the IBOR reforms
Classification of liabilities

1 January 2020
1 January 2020
1 January 2020
1 January 2022

10. CASH AT BANK
Cash at bank comprise of balances with banks who have investment grade credit ratings, as rated by
the international rating agencies.
11. INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS
The exposure of the trading investments as at 31 December is as follows:
2019
Cost
Equities
Banks
Energy
Materials
Retailing
Consumer Services
Health Care Equipment &
Services
Insurance
Telecommunication Services
Capital Goods
Real Estate Management &
Development
Transportation
Food & Staples Retailing
Mutual Funds
HSBC Saudi Construction &
Cement Companies Equity
Fund
Total

2018
Fair value

Cost

Fair value

53,114,820
43,212,102
34,926,838
31,395,622
22,208,132

74,246,815
55,112,018
44,787,581
40,888,932
26,140,436

110,076,948
83,934,053
19,634,374
14,428,471

137,159,686
98,076,781
22,563,272
15,485,274

21,562,829
14,595,215
9,775,839
5,144,711

22,194,077
19,791,521
9,703,750
6,658,618

26,391,179
28,553,375
-

27,024,740
32,805,403
-

2,453,162
-

2,534,972
-

10,754,953
11,996,335

10,663,450
10,336,108

7,000,000
245,389,270

8,892,716
310,951,436

305,769,688

354,114,714
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12. NET GAIN FROM INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

Realized gains for the year
Unrealized gains for the year
Total

2019

2018

45,359,453
17,217,140
62,576,593

17,480,861
16,353,349
33,834,210

Realized gain on investments at FVTPL is calculated based on weighted average cost of securities.
13. ACCRUED EXPENSES
Accrued expenses include management fee payable (inclusive of VAT) to the Fund Manager.
14. TRANSACTIONS WITH RELATED PARTIES
Related parties are considered to be related if one party has the ability to control the other party or
exercise significant influence over the other party in making financial or operational decisions. In
considering each possible related party relationship, attention is directed to the substance of the
relationship, not merely the legal form.
Related parties of the Fund comprise HSBC Saudi Arabia (being the Fund Manager, the Fund Board
and administrator of the Fund), and The Saudi British Bank (“SABB”) (being significant shareholder
of the Fund Manager).
In the ordinary course of its activities, the Fund transacts business with related parties. Related party
transactions are governed by limits set by the regulations issued by CMA. All the related party
transactions are undertaken at mutually agreed prices and approved by the Fund Manager. These
transactions were carried out on the basis of approved Terms and Conditions of the Fund.
The Fund Manager charges to the Fund on each Valuation Day, management fees at a rate of 1.70%
(2018: 1.70% of Net assets value), Administration fees at 0.05% (2018: nil) and custody fee at 0.03%
(2018: nil) of Net assets value.
Subscription fee up to 2% is not considered in the financial statement of the Fund, as investment to
the Fund are always net of subscription fees. The Fund does not charge any redemption fees on
redemption of units.
During the year, the Fund entered into the following transactions with related parties in the ordinary
course of business.
Related party
HSBC Saudi Arabia
(Fund Manager)

SABB

Nature of
transactions

Amount of transaction
during the year

Closing balance

2019

2018

2019

2018

Fund management
fee

5,918,192

7,069,312

95,138

705,401

Administration fee

82,765

--

15,401

--

Board member fee

10,082

--

6,959

--

--

--

--

12,370

Cash at bank
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14. TRANSACTIONS WITH RELATED PARTIES (CONTINUED)
During the year, the Fund Manager revised the Terms and Conditions of the Fund such that
Administration Fee and Fund Board member compensation is now borne and paid by the Fund.
Following mutual funds managed by the Fund Manager had transactions in units of the Fund:
Fund name

Year

HSBC Multi-Assets
Defensive Fund

2019

HSBC Multi-Assets
Balanced Fund

2019

2018

2018

HSBC Multi-Assets
Growth Fund

2019
2018

Amount /
Unit

Issuance Redemption Closing balance

Amounts
Units
Amounts
Units

--5,900,000
347,844

7,296,955
376,047
2,519,241
139,407

--6,819,917
376,047

Amounts
Units
Amounts
Units

---

24,174,193
1,207,477

30,450,000
1,764,832

12,539,836
694,383

17,759,343
804,052
36,480,692
2,011,529

Amounts
Units
Amounts
Units

--18,300,000
1,053,564

16,934,494
845,059
3,287,343
181,429

18,130,304
820,847
30,212,543
1,665,906

No special commission is accrued against the cash balances in the respective bank accounts with the
related parties.
15. FINANCIAL RISK MANAGEMENT
The Fund has exposure to the following risks from financial instruments:
-

credit risk;
liquidity risk; and
market risk.

This note presents information about the Fund’s objectives, policies and processes for measuring and
managing risk and the Fund’s management of capital.
Risk management framework
The Fund maintains positions in non-derivative financial instruments in accordance with its investment
management strategy. The Fund’s investment portfolio comprises of listed equities.
The Fund’s investment manager has been given discretionary authority to manage the assets in line
with the Fund’s investment objectives. Compliance with the target asset allocations and the
composition of the portfolio are monitored by the Investment Committee of the Fund. In instances
where the portfolio has diverged from target asset allocations, the Fund Manager is obliged to take
actions to rebalance the portfolio in line with the established targets, within prescribed time limits.
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15. FINANCIAL RISK MANAGEMENT (CONTINUED)
Credit risk
Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation
or commitment that it has entered into with the Fund, resulting in a financial loss to the Fund.
The Fund is exposed to credit risk on its bank balance and receivables. For risk management reporting
purposes, the Fund considers and aggregates all elements of credit risk exposure such as individual
obligor default risk, country risk and sector risk.
The Fund’s policy over credit risk is to minimize its exposure to counterparties with perceived higher
risk of default by dealing only with counterparties that meet certain credit standards.
Credit risk is monitored on a regular basis by the Fund Manager to ensure it is in line with the
investment guidelines of the Fund Board.
The Fund’s activities may give rise to settlement risk. ‘Settlement risk’ is the risk of loss due to the
failure of an entity to honor its obligations to deliver cash, securities or other assets as contractually
agreed.
For all of transactions, the Fund mitigates this risk by conducting settlements through a regulated
broker to ensure that a trade is settled only when both parties have fulfilled their contractual settlement
obligations.
The table below shows the maximum exposure to credit risk for the component of the statement of
financial position:
31 December
31 December
2019
2018
9,582,334
1,129,922
Cash at bank
Receivables and advances
4,865,453
4,559,024
14,447,787
5,688,946
Total exposure to credit risk
The Fund does not have a formal internal grading mechanism. Credit risk is managed and controlled
by monitoring credit exposures, limiting transactions with specific counterparties and continually
assessing the creditworthiness of counterparties. Credit risks are generally managed on the basis of
external credit ratings of counterparties.
Analysis of credit quality
The Fund’s cash at bank is held with The Saudi British Bank and Bank Albilad, which are rated A1
and A2 (2018: A1 and A2) respectively based on Moody’s ratings.
Allowance for expected credit losses
Financial instruments such as cash and cash equivalents and receivables are of short term in nature
and have limited credit exposure. Therefore, no allowance for expected credit losses is provided in
these financial statements.
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15.

FINANCIAL RISK MANAGEMENT (CONTINUED)
Liquidity risk
Liquidity risk is the risk that the Fund will encounter difficulty in meeting the obligations associated
with its financial liabilities that are settled by delivering cash or another financial asset.
The Fund’s Terms and Conditions provide for the subscriptions and redemptions of units throughout
the week and it is, therefore, exposed to the liquidity risk of meeting unitholders redemptions. However
the Fund is allowed to borrow in order to satisfy redemptions. The Fund’s securities are considered to
be readily realizable as they are all listed. The Fund Manager monitors the liquidity requirements on
a regular basis and seeks to ensure that sufficient funds are available to meet any commitments as they
arise.
Market risk
Market risk is the risk that changes in market prices – such as interest rates, foreign exchange rates
and equity prices – will affect the Fund’s income or the fair value of its holdings in financial
instruments.
The Fund’s strategy for the management of market risk is driven by the Fund’s investment objectives
as per the Fund’s Terms and Conditions. The Fund’s market risk is managed on a timely basis by the
investment manager in accordance with the policies and procedures in place. The Fund’s market
positions are monitored on a timely basis by the Fund Manager.
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 is not subject to currency risks as all the assets and liabilities of the Fund
are denominated in local currency. The investment risks of the fund are included in the Terms and
Conditions detailed on the website of the Fund Manager at www.hsbcsaudi.com. The Terms and
Conditions do not form part of the financial statements.
Equity price risk
Equity price risk is the risk that the value of financial instruments will fluctuate because of changes in
market prices.
The Fund’s investments are susceptible to equity price risk arising from uncertainties about future
prices. The Fund Manager manages this risk through diversification of its investment portfolio in terms
of industry concentration.
Sensitivity analysis
The table below sets out the effect on net assets attributable to unitholders of a reasonably possible
weakening / strengthening in the individual equity market prices of 5% at reporting date. The estimates
are made on an individual investment basis. The analysis assumes that all other variables, in particular
interest and foreign currency rates, remain constant.

Net gain / (loss) on investments held at
FVTPL

31 December 2019

31 December 2018

+ 5%
- 5%

+ 5%
- 5%
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HSBC SAUDI FREESTYLE EQUITY FUND
(An open-ended mutual fund)
Managed by HSBC Saudi Arabia
Notes to the financial statements
For the year ended 31 December 2019
(Amounts in Saudi Arabian Riyal)
16.

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

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

When available, the Fund measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability take
place with sufficient frequency and volume to provide pricing information on an on-going basis. The
Fund measures instruments quoted in an active market at a market price, because this price reasonable
approximation of the exit price.
If there is no quoted price in an active market, then the Fund uses valuation techniques that maximise
the use of relevant observable inputs and minimise the use of unobservable inputs. The chosen
valuation technique incorporates all of the factors that market participants would take into account in
pricing a transaction. The Fund recognizes transfer between levels of fair value at the end of the
reporting period during which the change has occurred.
The fair value hierarchy has the following levels:
•
•
•

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the entity can access at the measurement date;
Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly; and
Level 3 inputs are unobservable inputs for the asset or liability.

Fair value hierarchy – Financial instruments measured at fair value
The table below analyses financial instruments measured at fair value at the reporting date by the level
in the fair value hierarchy into which the fair value measurement is categorized. The amounts are based
on the values recognised in the statement of financial position.
31 December 2019
-------------------------Fair value------------------Carrying
value
Investments at
FVTPL

310,951,436

Total

310,951,436

Level 1

Level 2

Level 3

Total

310,951,436

--

--

310,951,436

310,951,436

--

--

310,951,436

31 December 2018
-------------------------Fair value------------------Carrying
value
Investments at
FVTPL

354,114,714

Total

354,114,714

Level 1

Level 2

Level 3

354,114,714

--

--

354,114,714

354,114,714

--

--

354,114,714
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16.

FAIR VALUES OF FINANCIAL INSTRUMENTS (CONTINUED)
During the year, there has been no transfer in fair value hierarchy for the financial assets held at FVTPL.
Other financial instruments such receivables and accrued expenses are financial assets and financial
liabilities whose carrying amounts approximate fair value, because of their short-term nature and the high
credit quality of counterparties.

17.

LAST VALUATION DAY
The last valuation day of the year was 31 December 2019 (2018: 31 December 2018) and the dealing net
assets value on this day was SR 22.09 per unit (2018: SR 18.14). The IFRS net assets value per unit on
31 December 2019 was SR 22.09 (31 December 2018: SR 18.14).

18.

SUBSEQUENT EVENT
Since early January 2020, the coronavirus (“COVID-19”) outbreak has spread across globally, causing
disruption to business and economic activity. The COVID-19 pandemic has significantly impacted the
stock markets around the world to date and may continue to do so in the coming months of 2020,
whereby potentially impacting the earnings and cash flows of the Fund. The Fund Manager considers
this outbreak to be a non-adjusting post balance sheet event. The scale and duration of this outbreak
remains uncertain and as it evolves globally in 2020, the Fund Manager will evaluate the potential
impacts to the Fund and respond accordingly.

19.

APPROVAL OF FINANCIAL STATEMENTS
The financial statements were approved by the Fund Board on 2 Shaban 1441H (corresponding to 26
March 2020).
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