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Independent auditor's report to the unitholders of NBAD Sukuk 
Income Fund 

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 
Sukuk Income Fund (the "Fund") as at 31 December 2016, and its financial performance and its cash 
flows for the year then ended in accordance with International Financial Reporting Standards. 

What we have audited 

The Fund's financial statements comprise: 

• the statement of financial position as at 31 December 2016; 
• the statement of comprehensive income for the year then ended; 
• the statement of changes in equity for the year then ended; 
• the statement of cash flows for the year then ended; and 
• the notes to the financial statements, which include a summary of significant accounting 

policies. 

Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our 
responsibilities under those standards are further described in the Auditor's 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 Fund in accordance  with the International Ethics Standards Board for 
Accountants' Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements 
that are relevant to our audit of the financial statements in the United Arab Emirates. We have fulfilled 
our other ethical responsibilities in accordance with these requirements and the IESBA Code. 

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 International Financial Reporting Standards, 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 Fund'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 Fund or to cease 
operations, or has no realistic alternative but to do so. 

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

PricewaterhouseCoopers, (Abu Dhabi Branch), License no. 1001301 
Al Khatem Tower, Abu Dhabi Global Market, 25th Floor, PO Box 45263, Abu Dhabi - United Arab Emirates 
T: +971 (0)2 694 6800, F: +971 (0)2 6456610, www.pwc.com/me 

Douglas O'Mahony, Paul Suddaby, Jacques Fakhoury and Mohamed El Barno are registered as practising auditors with the UAE Ministry of Economy 

http://www.pwc.com/me


Independent auditor’s report to the unitholders of NBAD Sukuk 
Income Fund (continued)

Auditor’s 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 auditor’s 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 ISAs will 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 ISAs, 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 Fund’s internal control. 

• 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 Fund’s ability to continue as a going 
concern. If we conclude that a material uncertainty exists, we are required to draw attention in 
our auditor’s 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 auditor’s report. However, future events or conditions may cause 
the Fund 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 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. 

Other matter 

The financial statements of the Fund as at and for the year 31 December 2015 were audited by another 
auditor, whose reports dated 30 June 2016, expressed an unmodified opinion on those financial 
statements. 

PricewaterhouseCoopers 
25 April 2018 

/Douglas O’Mahony 
Registered Auditor Number 834 
Abu Dhabi, United Arab Emirates
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NBAD Sukuk Income Fund 

Statement of financial position 

 

Note 

As at 31 
December 

2016 
USD 

As at 31 
December 

2015 
USD 

Restated* 

As at 1 
January 

2015 
USD 

Restated* 
ASSETS 
Current assets 

Cash and cash equivalents 7 475,674 540,312 2,778,059 
Financial assets at fair value 

through profit or loss 6 30,717,030 30,703,135 29,981,017 
Other receivables and 

prepayments 9 2,899,489 250,033 360,269 

Total assets  34,092,193 31,493,480 33,119,345 

EQUITY 

Capital and reserves 
attributable to equity 
holders of fund 

Share capital 12 33,099,540 32,406,830 32,714,305 
Redemptions reserve  1,162,990 1,030,764 1,078,954 
Accumulated losses  (3,076,090) (2,307,213) (1,065,667) 
Total equity  31,186,440 31,130,381 32,727,592 

LIABILITIES 
Current liabilities 
Other liabilities IO 2,740,006 37,336 295,188 
Due to related parties 7 165,747 325,763 96,565 

Total liabilities  2,905,753 363,099 391,753 

Total equity and liabilities  34,092,193 31,493,480 33,119,345 

* Refer to the Note I 4

Shiraz Habib 
Executive Director 
Head of Products & Solutions 

 

3 

Martin Costa 
Senior Manager 
Middle Office Fiund Administartion 

The notes 1 to 16 are an integral part of these financial statements. 



NBAD Sukuk Income Fund

Statement of comprehensive income 
For the year ended 31 December 

 Note 
2016 
USD 

2015 
USD 

Restated* 

Profit income  1,294,220 1,395,050 
Net loss on investments at fair value 

through profit or loss 8 (298,394) (921,153) 
Net foreign exchange loss  (317) (639) 
Other income  - -

Total net income  995,509 473,258 

Investment management fees 7 (295,816) (316,820) 
Other operating expenses  (73,554) (78,215) 
Total operating expenses  (369,370) (395,035) 

Profit for the year  626,139 78,223 
Other comprehensive income  - -
Total comprehensive income  626,139 78,223 

Earnings per share - basic and diluted 
(USD per share) 13 0.103 0.012  _

* Refer to the Note 14

The notes 1 to 16 are an integral part of these financial statements.



NBAD Sukuk Income Fund

Statement of changes in equity 

 
Share 

Capital 
USD 

Redemption 
Reserve 

USD 

Retained 
Earnings 

USD 
Total 
USD 

At 1 January 2015 (restated - 
Note 14) 32,714,305 1,078,954 (1,065,667) 32,727,592 

Total comprehensive income - - 78,223 78,223 
Dividend - - (1,319,769) (1,319,769) 
Dividend reinvested 293,715 (7,457) - 286,258 
Proceeds from redeemable units 
issued 

8,929,885 (78,135) - 8,851,750 

Redemption of redeemable units (9,531,075) 37,402 - (9,493,673) 
At 31 December 2015 (restated -
Note 14) 32,406,830 1,030,764 (2,307,213) 31,130,381 
At 1 January 2016 (restated - 

Note 14) 32,406,830 1,030,764 (2,307,213) 31,130,381 
Total comprehensive income - - 626,139 626,139 
Dividend - - (1,395,016) (1,395,016) 
Dividend reinvested 311,480 (14,742) - 296,738 
Proceeds from redeemable units 
issued 

11,617,950 (311,198) - 11,306,752 

Redemption of redeemable units (11,236,720) 458,166 - (10,778,554) 
At 31 December 2016 33,099,540 1,162,990 (3,076,090) 31,186,440

The notes 1 to 16 are an integral part of these financial statements.



NBAD Sukuk Income Fund

Statement of cash flows 

For the year ended 31 December 

 2016 
USD 

2015 
USD 

Restated* 
Cash flows from operating activities 

Profit for the year 626,139 78,223 

Changes in working capital: 
Financial assets at fair value through profit or loss (13,895) (722,118) 
Other receivables and prepayments (2,649,456) 110,236 
Other liabilities 2,702,670 (256,852) 
Due to related parties (160,016) 228,198 

Net cash generated from operating activities 505,442 (562,313) 

Cash flows from financing activities 
Proceeds from issue of units 11,306,752 8,851,750 
Payments on redemption of units (10,778,554) (9,493,673) 
Cash dividend paid net of reinvestment amount (1,098,278) (1,033,511) 

Net cash used in financing activities (570,080) (1,675,434) 

Net decrease in cash and cash equivalents (64,638) (2,237,747) 
Cash and cash equivalents at 1 January 540,312 2,778,059 

Cash and cash equivalents at 31 December 475,674 540,312 

* Refer to the Note 14

The notes 1 to 16 are an integral part of these financial statements.



NBAD Sukuk Income Fund

Notes to the financial statements 

1 Reporting entity 

NBAD Sukuk Income Fund (the “Fund”) is an open ended investment fund established in the 
UAE by National Bank of Abu Dhabi PJSC (the “Fund Manager”) based on resolution number 
164/8/94 issued by the Board of Directors of the UAE Central Bank and with the approval of 
the Securities and Commodities Authority of the UAE. The Fund is not a separately 
incorporated entity and its activities are managed by the Fund Manager and administered by 
Deutsche Securities and Services, Dubai Branch, UAE (the “Fund Administrator”). 

The Fund aims to provide attractive levels of income with prospect of capital gains over the 
medium term through actively investing in a mix of fixed income and money market 
instruments, including but not limited to corporate and sovereign sukuk and other Islamic 
money market instruments, including but not limited to certificates of deposits, collateralised 
murabaha, convertible sukuk, murabaha deposits, ijarah and investments in other Islamic 
collective investment schemes (investment funds) with objectives that the Investment Manager 
believes are appropriate in light of the Fund’s objectives. 

The applicable prospectus was issued on 2 May 2012 (“date of inception”). It was approved by 
the Central Bank of the UAE and is available upon request from the Fund Manager’s registered 
office at P.O. Box 4, Abu Dhabi, United Arab Emirates. 

2 Basis of preparation 

(a) Statement of compliance 

The financial statements of the Fund as at and for the year ended 31 December 2016 have been 
prepared in accordance with International Financial Reporting Standards (IFRSs). 

These financial statements were approved on behalf of the fund manager on_______ 2017 

(b) Basis of measurement 

These financial statement have been prepared on the historical cost basis except for financial 
instruments at fair value through profit or loss which are measured at fair value. 

(c) Functional and presentation currency 

These financial statements are presented in United States Dollar (“USD”), which is the Fund’s 
functional currency. All financial information presented in USD has been rounded to the nearest 
USD. 

(d) Use of estimates and judgments 

The preparation of financial statements in conformity with IFRSs which requires the Fund 
Manager to make judgments, estimates and assumptions that affect the application of 
accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual 
results may differ from these estimates. 

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 
accounting estimates are recognised in the period in which the estimates are revised and in any 
future periods affected.



NBAD Sukuk Income Fund

Notes to the financial statements

2 Basis of preparation (continued)

(d) Use of estimates and judgments (continued)

Information about significant areas of estimation uncertainty and critical judgements in 
applying accounting policies that have the most significant effect on the amounts recognised in 
the financial statements are described in note 5. 

3 Significant accounting policies 
The accounting policies set out below have been applied consistently to all periods presented 
in these financial statements. 

(a) Profit income 

Profit income is recognised in the statement of comprehensive income using the effective profit 
method. 

(b) Subscription fees 

Subscription fees are charged to holders of redeemable units at the time of subscription of units 
in the Fund and are recognised in the statement of comprehensive income in the period during 
which such subscription is made. 

(c) Net (loss)/gain from financial instruments at fair value through profit or loss 

Net (loss)/gain from financial instruments at fair value through profit or loss includes all 
realised gain/(loss) and unrealised fair value changes, but excludes profit income. 

Net realised gain/loss from financial instruments at fair value through profit or loss represents 
the difference between the closing price applicable on the last revaluation date and their 
sale/settlement price. 

Unrealised gain/(loss) represents the difference between the carrying amount of a financial 
instrument at the beginning of the period, or transaction price when purchased in the current 
reporting period and its fair value at the end of the period or at the last revaluation date before 
its sale/settlement. 

(d) Expenses 

All expenses, including the management fees, are recognised in the statement of comprehensive 
income on an accrual basis. Refer to note number 7 for management fees. 

(e) Dividends to holders of redeemable units 

Dividends to holders of redeemable units are recognised in the statement of changes in equity 
when they are authorised.



NBAD Sukuk Income Fund

Notes to the financial statements

3 Significant accounting policies (continued)

(i) Redeemable units 

Redeemable units are classified as equity instruments when:

- The redeemable units entitle the holder to a pro rata share of the Fund’s net assets in the 
event of the Fund’s liquidation
- The redeemable units are in the class of instruments that is subordinate to all other classes 
of instruments
- All redeemable units in the class of instruments that is subordinate to all other classes of 
instruments have identical features
- The redeemable units do not include any contractual obligation to deliver cash or another 
financial asset other than the holder’s rights to a pro rata share of the Fund’s net assets
- The total expected cash flows attributable to the redeemable shares over the life of the 
instrument are based substantially on the profit or loss, the change in the recognised net assets 
or the change in the fair value of the recognised and unrecognised net assets of the Fund over 
the life of the instrument 

(j) Share Capital 

The Fund’s capital is represented by the subscription and redemption of redeemable units valued 
at par value (being the initial offering price of USD 5). 

(k) Redemption Reserve 

Subsequent to the initial offering of redeemable units, the subscription and redemption price for 
redeemable units is based on the Net Asset Value (NAV) per unit. The difference between the 
NAV and the par value of each redeemable unit that is purchased and sold is recorded in the 
redemption reserve, in the statement of financial position. 

(I) New standards and interpretations not yet adopted 

A number of new standards, amendments to standards and interpretations have been issued that 
are applicable to the Fund but are not yet effective for the year ended 31 December 2016, and 
have not been applied in preparing these financial statements: 

The Fund has not yet early applied the following new standard, amendments and interpretations that 
have been issued but are not yet effective: 

New and revised IFRS 

Effective for 
annual periods 
beginning on or after 

•  Amendments to IAS 7 Statement of Cash Flows to provide disclosures that 
enable users of financial statements to evaluate changes in liabilities arising 
from financing activities. 

 1 January 2017 



NBAD Sukuk Income Fund

Notes to the financial statements

3 Significant accounting policies (continued)

(I) New standards and interpretations not yet adopted (continued)

• Finalised version of IFRS 9 [IFRS 9 Financial Instruments (2014)] was issued 
in July 2014 incorporating requirements for classification and measurement, 
impairment, general hedge accounting and derecognition. This amends 
classification and measurement requirement of financial assets and introduces 
new expected loss impairment model. 

 1 January 2018 

> Impairment: The 2014 version of IFRS 9 introduces an 'expected credit 
loss' model for the measurement of the impairment of financial assets, so it 
is no longer necessary for a credit event to have occurred before a credit 
loss is recognized. 

> Hedge accounting: Introduces a new hedge accounting model that is 
designed to be more closely aligned with how entities undertake risk 
management activities when hedging financial and non-financial risk 
exposures. 

> Derecognition: The requirements for the derecognition of financial assets 
and liabilities are carried forward from IAS 39. 

A new measurement category of fair value through other comprehensive income 
(FVTOCI) will apply for debt instruments held within a business model whose 
objective is achieved both by collecting contractual cash flows and selling 
financial assets. 

 

A new impairment model based on expected credit losses will apply to debt 
instruments measured at amortised costs or FVTOCI, lease receivables, contract 
assets and certain written loan commitments and financial guarantee contract. 

  

• IFRIC 22 Foreign Currency Transactions and Advance Consideration 
The interpretation addresses foreign currency transactions or parts of 
transactions where: 

1 January 2018 

> there is consideration that is denominated or priced in a foreign currency; 
> the entity recognises a prepayment asset or a deferred income liability in 

respect of that consideration, in advance of the recognition of the related 
asset, expense or income; and 

> the prepayment asset or deferred income liability is non-monetary. 

The Fund anticipates that these new standards, interpretations and amendments will be adopted 
in the Fund’s financial statements for the period of initial application and adoption of these new 
standards, interpretations and amendments, except for IFRS 9, may have no material impact on 
the financial statements of the Fund in the period of initial application.

 



NBAD Sukuk Income Fund

Notes to the financial statements

3 Significant accounting policies (continued)

(I) New standards and interpretations not yet adopted (continued)

The application of the finalised version of IFRS 9 does not have a significant impact on amounts 
reported and disclosures made in the Fund’s financial statements in respect of Fund’s financial 
assets and financial liabilities. 

4 Financial risk management 

Introduction and overview 

The Fund has exposure to the following risks from its use of financial instruments: 

• Credit risk 
• Liquidity risk 
• Market risk 
• Operational risk 

This note presents information about the Fund’s exposure to each of the above risks, the Fund’s 
objectives, policies and processes for measuring and managing risk, and the Fund’s management 
of capital. 

Risk management framework 

The Advisory Board and Investment Committee have the overall responsibility for the 
establishment and oversight of the Fund’s risk management framework. 

The Fund is managed by the Fund Manager on the basis of the Fund’s investment objectives and 
guidelines, subject to the supervision of the Investment Committee, on a day to day basis. The 
Advisory Board reviews the activities and performance of the Fund (including Fund’s investment 
strategies as set out in the Investment prospectus) and makes appropriate recommendations to the 
Fund Manager. 

The Fund’s risk management policies are established to identify and analyse the risks faced by 
the Fund, to set appropriate risk limits and controls, and to monitor risks and adherence to limits. 
Risk management policies and systems are reviewed regularly, on an ongoing basis, to reflect 
changes in market conditions, products and services offered. 

As part of its overall risk management, the Fund uses derivatives to manage exposures volatilities 
in foreign currencies. 

Details of the nature of the Fund’s investment portfolio at the reporting date are disclosed in the 
relevant risk notes. 

(a) 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. It arises principally from bank balances, investments in debt securities and certain other 
assets. For risk management reporting purposes, the Fund considers and consolidates all elements 
of credit risk exposure (such as individual obligor default risk, country and sector risk).



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(a) Credit risk (continued)

Management of credit risk 

Credit risk is monitored on a regular basis by the Fund Manager in accordance with policies and 
procedures in place. The Investment Committee’s main objectives include: (i) determining the 
investment strategies and tactics to be adopted to manage the Funds in accordance with the 
investment objectives and guidelines as set out in the prospectus and term sheet; and (ii) 
reviewing the Fund’s performance and discuss the various strategies adopted at the sectoral and 
occasionally at the stock level. The Funds Advisory Board’s main objectives are to protect the 
interests of the investors. It also has the responsibility to consider the investment strategies 
adopted for the individual funds and to review the performance of each fund at a strategic 
level. Additionally the Advisory Board also considers events and actions that may have given 
rise to a conflict of interest and advise the Fund Manager on possible remedies, if 
appropriate. Where the credit risk is not in accordance with the investment policy or guidelines 
of the Fund, the Fund Manager is obliged to rebalance the portfolio as soon as is reasonably 
practicable after each determination that the portfolio is not in compliance with the stated 
investment parameters. 

Exposure to credit risk 

The Fund’s maximum credit risk exposure at the statement of financial position date is 
represented by the respective carrying amounts of the relevant financial assets in the statement 
of financial position. 

Bank balances 

The Fund’s bank balances are with the Fund Administrator. 

Investments at fair value through profit or loss 

As at 31 December, the Fund had invested in Sukuks with the following credit quality: 

Rating 2016 
% 

2015 
% 

Al / A3 8 4 
A+ / A- / A 25 14 
BBB/BBB- 17 19 
Bal /BB/BB- 14 6 
B/B-/B+ - -
Unrated 36 57 

 100 100

All of the Fund’s unrated investments are from reputable issuers.



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(a) Credit risk (continued)

Concentration of credit risk 

The Fund manager reviews credit concentration of debt securities held based on counterparties, 
industries and geographical locations. 

As at reporting date, the Fund’s Sukuk exposure was concentrated in the following industries: 

 2016 
% 

2015 
% 

Banks / financial services 36 31 
Real estate 12 24 
Others 52 45 

 100 100 

The Fund is well diversified in its debt portfolio as at 31 December 2016. 

Settlement risk 

The Fund’s activities may give rise to risk at the time of settlement of transactions. Settlement 
risk is the risk of loss due to the failure of an entity to honour its obligations to deliver cash, 
securities or other assets as contractually agreed. 

For the majority of transactions the Fund mitigates this risk by conducting settlements through a 
broker to ensure that a trade is settled only when both parties have fulfilled their contractual 
settlement obligations. Settlement limits form part of the credit approval and limit monitoring 
process. 

Derivative related credit risk 

Credit risk in respect of derivative financial instruments arises from the potential for a 
counterparty to default on its contractual obligations and is limited to the positive fair value of 
instruments that are favourable to the Fund. The positive fair value is also referred to as the 
"replacement cost" since it is an estimate of what it would cost to replace transactions at prevailing 
market rates if a counterparty defaults. 

Past due and impaired assets 

No financial assets carried at amortised cost were past due or impaired as at 31 December 2016 
(2015: Nil).



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(b) Liquidity risk 

Liquidity risk is the risk that the Fund will encounter difficulty in meeting obligations arising 
from its financial liabilities that are settled by delivering cash or another financial asset, or that 
such obligations will have to be settled in a manner disadvantageous to the Fund. 

It arises principally from other liabilities, due to related parties and net assets attributable to 
holders of redeemable units. 

Management of liquidity risk 

The Fund’s approach to managing liquidity is to ensure, as far as possible, that it will always 
have sufficient liquidity to meet its liabilities when due, under both normal and stressed 
conditions, without incurring unacceptable losses or risking damage to the Fund’s reputation. 

The Fund’s liquidity risk is managed on a daily basis by the Fund Manager in accordance with 
policies and procedures in place. The Fund’s overall liquidity risks are monitored on a weekly 
basis by the Investment Committee and the Advisory Board. 

The Fund’s prospectus provides for the weekly redemption of units and it is therefore exposed 
to the liquidity risk of meeting unit holders’ redemptions at any time. The Fund’s redemption 
policy only allows for redemptions on Wednesday (“cut-off day”) of each week, prior to the 
weekly valuation day (Thursday) and unit holders must provide notice on or before the cut-off 
day. 

Maturity analysis of financial liabilities 

Table below shows the contractual cash flows from the funds financial instruments: 

31 December 2016 

 
Carrying 

amount 
USD 

Gross 
amount 

USD 

Less than 
1 month 

USD 

Financial liabilities 
Other liabilities 2,740,006 2,740,006 2,740,006 
Due to related parties 165,747 165,747 165,747 

 2,905,753 2,905,753 2,905,753



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(b) Liquidity risk (continued)

31 December 2015 

 
Carrying 

amount 
USD 

Gross 
amount 

USD 

Less than 
1 month 

USD 
Financial liabilities 
Other liabilities 37,336 37,336 37,336 
Due to related parties 325,763 325,763 325,763 

 363,099 363,099 363,099 

The previous table shows the undiscounted cash flows of the Fund’s financial liabilities on the 
basis of their earliest possible contractual maturity. The gross amounts include interest payable 
where appropriate. 

The Fund’s expected cash flows on these instruments do not vary significantly from this analysis 
except for net assets attributable to the holders of redeemable units, which the Fund has the 
contractual obligation to redeem within two days of the notice. Historical experience indicates 
that these units are held by unit holders based on medium or long term basis, however redemption 
levels are very difficult to predict as they vastly fluctuate with the changing market conditions 
and investor needs or objectives. 

(c) Market risk 

Market risk is the risk that changes in market prices, such as profit rates, equity prices and foreign 
exchange rates will affect the Fund’s income or the value of its holdings of financial instruments. 
The objective of market risk management is to manage and control market risk exposures within 
acceptable parameters, while optimizing the return on risk. 
Management of market risk 

The Fund’s strategy on the management of the market risk is driven by its investment objectives 
and guidelines. The Fund aims to provide attractive levels of income with some prospect of capital 
gains over the medium term through actively investing in a mix of fixed income and money market 
instruments. The Fund’s market risk is managed on a daily basis by the Fund Manager in 
accordance with the policies and procedures in place. The Fund’s overall market positions are 
monitored by the Advisory Board and Investment Committee on a periodic basis. 

When considered necessary or appropriate, the Fund Manager may hedge currency and/or other 
portfolio related risks in accordance with the investment objectives and guidelines. 

Exposure to currency risk 

The Fund invests in financial instruments and enters into transactions that are denominated in 
currencies other than its functional currency, primarily in United Arab Emirate Dirham (AED). 
Consequently, the Fund is exposed to risk that the exchange rate of its currency relative to other 
foreign currencies may change in a manner that has an adverse effect on the fair value or future 
cash flows of that portion of the Fund’s financial assets or liabilities denominated in currencies 
other than the USD. The exchange rate of AED is pegged against USD and hence the Fund’s 
exposure to currency risk on AED is limited to that extent.



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(c) Market risk (continued)

At the reporting date the carrying value of the Fund’s net financial assets and liabilities held in 
AED expressed in USD was as follows: 

Currency 2016 
USD 

2015 
USD 

AED - 3,775

 - 3,775 

Exposure to profit rate risk 

Profit rate risk is the risk that arises from timing difference in the maturity and re-pricing of 
Fund’s profit bearing assets and liabilities. 

Floating rate profit bearing financial assets re-price in the short term, i.e. no longer than twelve 
months. As a result the Fund is subject to limited exposure to fair value or cash flow profit rate 
risk due to fluctuations in the prevailing levels of market profit rate, hence the management 
estimates that any reasonable possible changes in profit rates movements would not have a 
significant impact on the Fund’s financial statements. 

Except for investments in floating and fixed rate debt instruments, all other financial assets and 
liabilities are non-profit bearing. 

The table below sets out sensitivity analysis and the effect on the Fund’s statement of profit or 
loss and net assets attributable to holders of redeemable units of a reasonably possible increase 
of 100 bps in profit rates at 31 December. Management have determined that a fluctuation in 
profit rates by 100 basis points is reasonably possible considering the economic environment in 
which the Fund operates. 

Effect in USD 2016 2015 

Net impact on profit or loss and net 
assets attributable to holders of redeemable units 12,942 13,950 

Effect in % of net assets 

Net impact on profit or loss and net 
assets attributable to holders of redeemable units 0.002 0.002 

A decline in profit rates would have resulted in an equal but opposite effect to the amounts shown 
above.



NBAD Sukuk Income Fund

Notes to the financial statements

4 Financial risk management (continued)

(c) Market risk (continued)

Other price risk 

Other price risk is the risk that the value of the instrument will fluctuate as a result of changes in 
market prices (other than those arising from profit rate risk or currency risk), whether caused by 
factors specific to an individual investment, its issuer or all factors affecting all instruments 
traded in the market. As the majority of the Fund’s financial instruments are carried at fair value 
with fair value changes recognised in the statement of profit or loss, all changes in market 
conditions will directly affect net operating income. 

Price risk is managed by the Fund Manager by constructing a diversified portfolio of instruments, 
in different industry sectors and traded on different markets. Under normal circumstances the 
Fund invests in the trading instruments in accordance with the investment guidelines. 

Internal procedures require the Fund Manager to manage price risk on a daily basis. Internal 
procedures and systems help the Fund Manager to keep a check and control of any kind of price 
risk on an ongoing basis. Any deviation from the permitted guidelines needs to be corrected in 
the best possible manner within a reasonable time frame from the equity perspective. The Fund’s 
procedures require price risk to be monitored on a monthly basis by the Advisory Board and the 
Investment committee. 

Where the market risk is not in accordance with the investment policy or guidelines of the Fund, 
the Fund Manager is obliged to rebalance the portfolio as soon as is reasonably practicable after 
each determination that the portfolio is not in compliance with the stated investment parameters. 

The Fund estimates the future reasonably possible market price fluctuations for debt investments 
on an individual investment basis. The Fund expects minimal price fluctuations for its 
investments in debt instruments, other than those arising from profit rate or credit risk. As a 
result, the Fund is not subject to significant other price risk on these investments. 

(d) Operational risk 

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes 
associated with the processes, technology and infrastructure supporting the Fund’s operations 
either internally within the Fund or externally at the Fund’s service providers, and from external 
factors other than credit, market and liquidity risks such as those arising from legal and 
regulatory requirements and generally accepted standards of investment management behavior. 

Operational risks arise from all of the Fund’s activities. The Fund’s objective is to manage 
operational risk so as to balance limiting of financial losses and damage to its reputation whilst 
achieving its investment objective of generating returns to investors. 

The primary responsibility for the development and implementation of controls over operational 
risk rests with the Head of Asset Management Group and Compliance Officer at the Fund 
Manager. This responsibility is supported by the development of overall standards for the 
management of operational risk, which encompasses the controls and processes at the service 
providers and the establishment of service levels with the service providers, in the following 
areas:
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4 Financial risk management (continued)

(d) Operational risk (continued)

• requirements for appropriate segregation of duties between various functions, roles and 
responsibilities; 

• requirements for the reconciliation and monitoring of transactions; 
• compliance with regulatory and other legal requirements; 
• documentation of controls and procedures; 
• requirements for the periodic assessment of operational risks faced, and the adequacy of 

controls and procedures to address the risks identified; 
• contingency plans; 
• ethical and business standards; and 
• risk mitigation, including insurance where this is effective. 

Compliance with policies and procedures is supported by periodic reviews undertaken by the 
Audit and Compliance Division. The results of these reviews are discussed with the 
management, with summaries submitted to the Audit Committee and senior management of the 
Fund Manager. 

The assessment over the adequacy of the controls and processes in place at the service providers 
with respect to operational risks is carried out via regular discussions with the service providers. 

Substantially all of the debt instruments of the Fund are in the custody of a reputable custodian. 
Bankruptcy or insolvency of the custodian may cause the Fund’s rights with respect to the 
securities held by the custodian to be delayed or limited. The Fund Manager monitors the credit 
ratings and financial position of its custodian on a periodic basis. 

(e) Capital management 

The Fund’s capital is represented by the number of units outstanding. The objective of the Fund 
is to invest the subscriptions amounts in a portfolio with a view to both achieving capital growth 
and provide attractive returns over medium term, while reducing directional downward risk in 
underlying market. 

The Fund aims to deliver this objective mainly through investing in a balances portfolio as per 
the Fund investment guidelines while maintaining sufficient liquidity to meet unit holders 
redemptions. The Fund has complied with the externally imposed requirements of all applicable 
UAE laws.
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5 Use of estimates and judgments 

Key sources of estimation uncertainty and critical accounting judgments in applying the Fund’s 
accounting policies: 

(a) Fair values of financial instruments 

Many of the Fund’s financial instalments are measured at fair value in the statement of financial 
position and it is usually possible to determine their fair values within a reasonable range of 
estimates. 

For the investments at fair value through profit or loss, quoted market prices are readily available. 
For certain other financial instruments the carrying amounts approximate fair value due to the 
immediate or short term nature of the financial instruments. 

Availability of observable market prices reduces the need for management judgment and 
estimation and also reduces the uncertainty associated with determination of fair values. 
Availability of observable market prices and inputs varies depending on the products and markets 
and is prone to changes based on specific events and general conditions in the financial market. 

Valuation models that employ significant inputs require a higher degree of management 
judgment and estimation in the determination of fair value. Management judgment and 
estimation are usually required for selection of the appropriate valuation model to be used. 

The Fund has an established control framework with respect to the measurement of fair values. 
Specific controls include: verification of observable pricing inputs; analysis and investigation of 
significant daily valuation movements; and reporting of significant valuation issues to the 
Advisory Board and Investment Committee. 

The Fund’s accounting policies on fair value measurements for financial instruments are 
discussed in note 3(f) and note 6. 

(a) Contingent liability arising from litigations 

Due to the nature of its operations, the Fund may be involved in litigations arising in the ordinary 
course of business. Provision for contingent liabilities arising from litigations is based on the 
probability of outflow of economic resources and reliability of estimating such outflow. Such 
matters are subject to many uncertainties and the outcome of individual matters is not predictable 
with assurance. 

(b) Financial asset and liability classification 

The Fund’s accounting policies provide scope for financial assets and liabilities to be designated 
on inception into different accounting categories in certain circumstances. 

In classifying financial assets as fair value through profit or loss, the Fund has determined it 
meets the description as set out in note 3(f) and 6.
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6 Financial assets and liabilities 

Accounting classifications and fair values (continued)

The table below provides reconciliation of the line items in the Fund’s statement of financial position to the categories of financial instruments as at 
31 December 2016. 

 At fair value 
through 

profit or loss 
USD 

Loans and 
receivables 

USD 

Amortised 
cost 

USD 

Carrying 
amount 

USD 
Assets 
Cash and cash equivalents - - 475,674 475,674* 
Financial assets at fair value through 
profit or loss 30,717,030 - - 30,717,030* 
Other receivables and prepayments - 2,899,489 - 2,899,489* 

 30,717,030 2,899,489 475,674 34,092,193 

Liabilities 
Other liabilities - - 2,740,006 2,740,006* 
Due to related parties - - 165,747 165,747*

 - - 2,905,753 2,905,753 

*Carrying amount approximates fair value.
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6 Financial assets and liabilities ( continued) 

Accounting classifications and fair values 

The table below provides reconciliation of the line items in the Fund's statement of financial position to the categories of financial instruments as at 
31 December 2015. 

 At fair value 
through 

profit or loss 
USD 

Loans and 
receivables 

USD 

Amortised 
cost 

USD 

Carrying 
amount 

USD 
Assets 
Cash and cash equivalents - - 540,312 540,312 

Financial assets at fair value through 
profit or loss 30,703,135 - - 30,703,135 

Other receivables and prepayments - 250,033 - 250,033 

 30,703,135 250,033 540,312 31,493,480 

Liabilities 
Other liabilities - - 37,336 37,336 

Due to related parties - - 325,763 325,763 

 - - 363,099 363,099 

25 
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6 Financial assets and liabilities (continued)

Accounting classifications and fair values (continued)

  Level 1 
USD 

Level 2 
USD 

Level 3 
USD 

Total 
USD 

31 December 2016 

Financial assets at fair value 
through profit and loss 30,627,025 - 90,005 30,717,030 

Total 30,627,025 - 90,005 30,717,030 

  
Level 1 Level 2 Level 3 Total 

31 December 2015 

Financial assets at fair value 
through profit and loss 30,110,644 - 592,491 30,703,135 

Total 30,110,644 - 592,491 30,703,135 

7 Related parties 

Identity of related parties 

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. 
Related parties comprise members of the Advisory Board and Investment Committee and the 
Fund Manager and the entities controlled by them. In the ordinary course of business, the Fund 
renders and receives services from such related parties at agreed rates, terms and conditions 
set out by the Fund Manager. 

Terms and conditions 

Key terms and conditions are shown below: 
Fees The Fund Manager is entitled to the following fees as set out in the 

offering terms sheet: 

• Management fee of 1% per annum of the NAV, calculated and 
accruing on a daily basis and payable to the Fund Manager on a 
quarterly basis; and 

• Annual registrar and transfer agent fee of the higher of USD 10,000 
or 0.05% of assets under management is charged by the Fund 
Manager. Additionally, a one-time fee of USD 25 per investor is 
charged as initial set-up cost and USD 5 is charged per transaction 
involving dividend processing and distribution.
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7 Related parties (continued)

Balances 

Balances with related parties at the reporting date are shown below: 

 2016 
USD 

2015 
USD 

Due to related parties 

Management fees payable to the 
Fund Manager 156,967 316,783 
Registrar and transfer agent fee 
payable to the custody department 8,780 8,980 

 165,747 325,763 

Transactions 

Transactions with related parties during the year included in the statement of profit or loss are 
shown below: 

 
2016 
USD 

2015 
USD 

Investment management fees 295,816 316,820 
Registrar and transfer agent fees 14,791 15,841 

The Fund is managed by the Fund Manager. 

Balances with administrator 

 
2016 
USD 

2015 
USD 

Bank balances 475,674 540,312 

Transactions with administrator 

Custody fee 4,624 5,182 

8 Net loss on financial assets at fair value through profit or loss 

 2016 2015 

Realised loss (251,109) (535,410) 
Unrealised (loss) /gain (47,285) (385,743) 

 (298,394) (921,153)
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9 Other receivables and prepayments 

 
2016 
USD 

2015 
USD 

Receivable against disposal of investment 2,153,368 -

Subscription receivable 484,500 -
Profit receivable on investments 261,621 250,033 

 2,899,489 250,033 

10 Other liabilities 
 2016 

USD 
2015 
USD 

Accrued expenses 56,948 37,336 
Redemption payable 2,683,058  

 
2,740,006 37,336 

11 Dividends to holders of redeemable units 

 2016 
USD 

2015 
USD 

Dividends paid to holders of 
redeemable shares 1,395,016 1,319,769 

This includes dividend of 62,296 units (2015: 58,743 units) amounting to USD 296,738 (2015: USD 
286,258) reinvested during the year. 

12 Share capital 

 Issued , Fully paid up 
and Outstanding units USD 

At 1 January 2015 (restated) 6,542,861 32,714,305 
Dividend reinvested 58,743 293,715 
Proceeds from redeemable units issued 1,785,977 8,929,885 
Redemption of redeemable units (1,906,215) (9,531,075) 
At 31 December 2015 (restated) 6,481,366 32,406,830 
Dividend reinvested 62,296 311,480 
Proceeds from redeemable units issued 2,323,590 11,617,950 
Redemption of redeemable units (2,247,344) (11,236,720) 
At 31 December 2016 6,619,908 33,099,540
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12 Share capital (continued)

Each issued and fully paid redeemable units is entitled to dividends when. The Fund’s capital is 
represented by ordinary shares that have a USD 5 par value. They are entitled to dividends when 
declared. The Fund has no restrictions or specific capital requirements on the subscription and 
redemption of redeemable units. The relevant movements on capital are shown on the statement of 
changes in equity. 

A reconciliation of redemption reserve at beginning and end of the each reporting period is provided in 
table below 

Issued , Fully paid up 
and Outstanding units USD 

At 1 January 2015 (restated) 6,542,861 1,078,954 
Dividend reinvested 58,743 (7,457) 
Proceeds from redeemable units issued 1,785,977 (78,135) 
Redemption of redeemable units (1,906,215) 37,402 
At 31 December 2015 (restated) 6,481,366 1,030,764 
Dividend reinvested 62,296 (14,742) 
Proceeds from redeemable units issued 2,323,590 (311,198) 
Redemption of redeemable units (2,247,344) 458,166 
At 31 December 2016 6,619,908 1,162,990 

  
  

  
  

13 Earning per shares 
Basic earnings per share is calculated by dividing the total comprehensive income for the year by the 
number of redeemable units in issue during the year. 

 
2016 
USD 

2015 
USD 

Comprehensive income 626,139 78,223 
Weighted average number of ordinary shares in issue 6,108,411 6,512,114 
Basic eamings/(loss) per share - basic and diluted (per 
share) 0.103 0.012 

14 Prior year error 
Classification of the puttable instruments 

During the review of the classification of the redeemable units issued by the Fund as per LAS 32 
Financial instruments: Presentation, an error has been rectified in the current year. The puttable 
instrument was originally classified as liabilities, however it should have been classified as equity. The 
error has been corrected by restating puttable instrument as equity. As a result, share capital, 
redemption reserve and retained eamings/accumulated losses is required to be recognized. Refer to 
note 3j and Note 3k for accounting policy on share capital and redemption reserve. The dividend paid 
to the Fund’s shareholders were originally recognised in the statement of other comprehensive income, 
however it should have been recognised in the statement of changes in equity. The error has been 
restated as a result, the dividends paid to the Funds’ shareholders is required to be recognized in the 
statement of changes in equity. Refer to Note 3e for the accounting policy. 

As at 31 December 2016, the Fund had USD 31,096,436 (2015: 31,130,381) of puttable financial 
instruments classified as equity.
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14 Prior year error (continued)

Classification of the puttable instruments (continued)

These effects of these prior period corrections on the Fund’s statement of financial position are shown 
below: 

 
Net assets 

attributable to 
holder of 

redeemable units 

Share 
capital 

Redemption 
Reserve 

Accumulated 
Losses 

Balances as at 
31/12/2014 as 
previously reported 32,727,592 -  -

Impact of error (32,727,592) 32,714,305 1,078,954 (1,065,667) 
Restated balance as 
on 1/1/2015 -- 32,714,305 1,078,954 (1,065,667) 

Balances as at 
31/12/2015 as 
previously reported 31,130,381 - - -

Impact of error as at 
1/1/2015 (32,727,592) 32,714,305 1,078,954 (1,065,667) 
Impact of error 
during 2015 1,597,211 (307,475) (48,190) (1,241,546) 
Restated balance as 
at 31/12/2015 - 32,406,830 1,030,764 (2,307,213) 

The reclassification of the dividends to the holders of redeemable units from the statement of 
comprehensive income to the statement of changes in equity has increased by USD 1,319,769 the 
profit for the year then ended 31 December 2015. 

15 Comparative figures 

Certain comparative figures have been reclassified, where necessary, to conform to the current year 
presentation. Management believes that the current period presentation provides more meaningful 
information to the readers of the financial statements. 

16 Subsequent event 

On 3 July 2016, the Boards of Directors of the Fund Manager and FGB have voted unanimously to 
recommend to shareholders a merger of the two Abu Dhabi-listed banks. Subsequently, on 7 
December 2016, the proposed merger (the Merger) of the NBAD and First Gulf Bank PJSC (FGB) 
was approved by the Shareholders to be effected by way of a merger pursuant to Article 283(1) of 
UAE Federal Law No. 2 of 2015 Concerning Commercial Companies (the Law). 

As of the date the financial statements were approved, the investment securities balance of USD 31 
million increased by USD 10 million as a result of the net purchases and sales and decreased by USD 
0.70 million as a result of the unrealised movements in the market value of securities held. From 1 
January 2017 until the date the financial statements were approved, the Fund has received USD 24,420 
thousand of subscriptions of redeemable units and USD 13,577 thousand have been paid for the 
redemptions of redeemable units.

-
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