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REPORT OF INDEPENDENT AUDITORS March 28, 2010

To the Unit Holders of the Al Rajhi Balanced Fund 1:

We have audited the accompanying statement of assets and liabilities of Al Rajhi
Balanced Fund 1 (the “Fund”) as of December 31, 2009, and the related statements of
operations, changes in net assets and cash flows for the year then ended along with the
notes which form an integral part of the financial statements. These financial statements,
which were prepared by the Fund’'s management and presented to us with all information
and explanations which we required, are the responsibility of the Fund’'s management.
Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in
Saudi Arabia. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe our audit provides a
reasonable basis for our opinion.

In our opinion, such financial statements taken as a whole present fairly, in all material
respects, the financial position of the Fund as of December 31, 2009, and the results of its
operations, changes in its net assets and cash flows for the year then ended in conformity
with accounting principles generally accepted in Saudi Arabia appropriate to the
circumstances of the Fund.

PricewaterhouseCoopers Al Juraid

By:

Rashid S. Al Rashoud
License Number 366



AL RAJHI BALANCED FUND 1

STATEMENTS OF ASSETS AND LIABILITIES
AS OF DECEMBER 31

NOTES 2009 2008

ASSETS

Investments 5 US$61,121,026 US$62,766,201
LIABILITIES

Accrued professional fees 4 4,000 4,000
Net assets value US$61,117,026 US$62,762,201
Units in issue 31,114,681 35,158,699
Per unit value Uss 1.964 US$ 1.785

Authorized signatories:

William Van Buren
Chief Operating Officer

Gaurav Shah
Head of Asset Management

The notes on pages 6 to 10 form an integral part of these financial statements.




AL RAJHI BALANCED FUND 1

STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31

NOTE
EXPENSES:
Professional fees 4
Board of directors remuneration 4
Other

Total expenses

REALIZED AND MOVEMENT IN UNREALIZED
GAINS (LOSSES) ON INVESTMENTS:

Realized gains (losses)
Movement in unrealized gains (losses)

Net realized and movement in unrealized
gains (losses)

NET INCOME (LOSS) FROM OPERATIONS

Authorized signatories:

William Van Buren
Chief Operating Officer

Gaurav Shah
Head of Asset Management

The notes on pages 6 to 10 form an integral part of these financial statements.

2009 2008

US$  (6,667) US$  (6,000)
(9,420) -

(1,333) (1.436)

(17.420) (7.436)

1,658,070 (1,885,012)

3,979,688 (6,351,279)

5,637,758 (8,236,291)

US$ 5,620,338 USS$ (8,243,727)




AL RAJHI BALANCED FUND 1

STATEMENTS OF CHANGES IN NET ASSETS
FOR THE YEARS ENDED DECEMBER 31

2009 2008
NET ASSETS AT BEGINNING OF THE YEAR US$ 62,762,201 US$68,101,601
Add: Proceeds from units sold during the year 3,093,952 27,537,414
Less: Payments on units redeemed during the year (10,359,465) (24,633,087)
Net income (loss) from operations 5,620,338 (8,243,727)
NET ASSETS AT END OF THE YEAR US$61,117,026 US$ 62,762,201
NET ASSETS PER UNIT AT END OF THE YEAR Uss 1.964 US$ 1.785

UNIT TRANSACTIONS

Transactions in units for the years ended December 31 are summarized as follows:

2009 2008
UNITS AT BEGINNING OF THE YEAR 35,158,699 34,182,407
Add: Units sold 1,641,627 13,947,324
Less: Units redeemed (5,685,645) (12,971,032)
Net (decrease) increase in units (4,044,018) 976,292
UNITS AT END OF THE YEAR 31,114,681 35,158,699

The notes on pages 6 to 10 form an integral part of these financial statements.




AL RAJHI BALANCED FUND 1

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31

OPERATING ACTIVITIES:

Net income (loss) from operations

Adjustment for movement in unrealized
(gains) losses on investments

Changes in operating assets and liabilities -
investments

Net cash provided by (used in) operating activities
FINANCING ACTIVITIES:

Proceeds from units sold

Payments on units redeemed

Net cash (used in) provided by financing activities

NET CHANGE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT THE BEGINNING OF THE YEAR

CASH AND CASH EQUIVALENTS
AT THE END OF THE YEAR

2009 2008

US$ 5,620,338 US$ (8,243,727)

(3,979,688) 6,351,279
5,624,863 (1,011,879)
7,265,513 (2,904,327)
3,093,952 27,537,414

(10,359,465) (24,633,087)

(7,265,513) 2,904,327

US$ - US$ -

The notes on pages 6 to 10 form an integral part of these financial statements.




AL RAJHI BALANCED FUND 1

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

1. GENERAL

Al Rajhi Balanced Fund 1 (the “Fund”) is an open-ended investment fund established
under an agreement between Al Rajhi Banking and Investment Corporation ("Al Rajhi
Bank") and investors in the Fund (“Unit Holders”). The Fund is governed by the terms
and conditions of its prospectus. The Fund is designed to combine between moderate
and low risk investments for investors seeking to invest in long-term investments in
accordance with Islamic principles through investments in other Al Rajhi funds. The
Fund’s investments are to be allocated into the Commodities Mudarabah Funds -
United States dollar, Saudi Riyal or Euro (75% as a minimum) and the remaining
balance is to be invested in other Al Rajhi equity funds. The Fund’s net income is
reinvested in the Fund, which affects the value and price per unit.

The Fund was established on 1 Rabie Al Awal 1419H (corresponding to June 25,
1998).

On March 18, 2008 and in accordance with the Capital Market Authority’'s (“CMA”)
decision number 1-83-2005 dated 21 Jumada Awal 1426H corresponding to June 28,
2005 issued by the CMA Board in connection with the regulations for “Authorized
Persons”, Al Rajhi Bank transferred its asset management operations to Al Rajhi
Capital Company (Formerly, Al Rajhi Financial Services Company) (the “Fund
Manager”), majority owned by Al Rajhi Bank.

The address of the Fund Manager is as follows:

Al Rajhi Capital Company
P.O. Box 5561

Riyadh 11432

Saudi Arabia

In dealing with the Unit Holders, the Fund Manager considers the Fund as an
independent unit. Accordingly, the Fund Manager prepares separate financial
statements for the Fund. The Fund’s books and records are also administered by the
Fund Manager. Furthermore, the Unit Holders are considered owners of the assets of
the Fund and any income distribution is made in relation to their respective ownership
share to the total number of units.

The Fund Manager is responsible for the overall management of the Fund’s activities.
The Fund Manager can also enter into arrangements with other institutions for the
provision of investment, custody or other administrative services on behalf of the
Fund.



REGULATING AUTHORITY

The Fund is governed by the Investment Fund Regulations published by the CMA on
22 Dhul Hijja 1427H (corresponding to January 12, 2007) detailing requirements for
all funds within the Kingdom of Saudi Arabia.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

a)

b)

c)

d)

Basis of preparation

The accompanying financial statements have been prepared under the historical
cost convention, except for the measurement of investments at fair value, on the
accrual basis of accounting and in conformity with generally accepted accounting
principles in Saudi Arabia as issued by the Saudi Organization for Certified Public
Accountants (“SOCPA”).

Use of estimates in the preparation of financial statements

The preparation of financial statements in conformity with generally accepted
accounting principles requires the use of estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of any contingent
assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Although these
estimates are based on management’'s best knowledge of current events and
actions, actual results ultimately may differ from those estimates.

Revenue recognition

The Fund’s income is recognized on accrual basis.

Investments

Investments are revalued at mid-market value at the balance sheet date.
Realized gains and losses on investments sold are determined on the weighted-
average cost basis.

Investments in other funds are revalued based on the prices of the units as
provided by these funds at the balance sheet date. Unrealized gains or losses
are credited or charged to income.

Trade date accounting

All purchases and sales of investments are recognized on the trade date, which
is the date the Fund commits to purchase or sell the asset.



f) Foreign currency translation

The Fund’'s books of account are maintained in United States dollar.
Transactions denominated in foreign currencies, if any, are translated into United
States dollar at rates of exchange prevailing on the dates of such transactions.
Assets and liabilities denominated in foreign currencies are translated into United
States dollar at rates prevailing on the statements of assets and liabilities date.

g) Liabilities

Liabilities are recognized for amounts to be paid in the future for services
received, whether billed by the provider or not.

h) Provisions

Provisions are recognized when the Fund has a present legal or constructive
obligation as a result of past events, it is probable that an outflow of resources
will be required to settle the obligation and a reliable estimate of the amount can
be made.

i) Zakat and income tax

Under the provisions of the Saudi income tax law, the income and gains of
mutual funds are to be subjected to tax / zakat at the applicable rates. This law
has not been implemented yet pending clarifications from the Saudi Zakat and
Tax authorities and from the CMA.

j) Cash and cash equivalents

For the purpose of cash flow statement, cash and cash equivalents comprise
cash in bank and other highly liquid investments with maturities of less than 90
days at acquisition.

TRANSACTIONS WITH RELATED PARTIES

The Fund Manager charges the Fund with accounting related charges such as, audit
fees, board of directors remuneration and for legal fees incurred on behalf of the
Fund. Based on the agreement between the Fund and Fund Manager, the Fund is not
required to pay any fees for the management by the Fund, However, the Fund
Manager charges a subscription fee up to 2% of all new subscriptions.

All of the Fund’s investments are managed by the Fund Manager. The Fund also
maintains its operating cash account with the Al Rajhi Bank.

Also, see (Note 5) for investments by the Fund in other funds managed by the Fund
Manager.

A major shareholder of Al Rajhi Bank owned 6,251,022 units in the Fund as of
December 31, 2009 (December 31, 2008: 6,251,022 units) with a market value of
USD 12,258,880 (December 31, 2008: USD 11,151,824).



INVESTMENTS

The composition of the investments in Al Rajhi investment funds as of December 31,
are summarized below:
Percentage
of market
2009 Cost Market value value

Commodities Mudaraba Fund - Saudi Riyal US$28,369,171 US$30,626,919 50.12

Commodities Mudaraba Fund - USD 15,093,614 15,267,514  24.98
India and China Equity Fund 4,606,185 7,386,060 12.08
Petro Cement Fund 3,343,936 3,043,504 4.98
Local Shares Fund 3,029,078 2,838,484 4.64
Al Rajhi Investment Global Equity Fund 1,467,980 1,958,545 3.20
TOTAL US$55,909,964 US$61,121,026 _100.00
2008

Commodities Mudaraba Fund - Saudi Riyal US$52,339,455 US$56,423,486 89.89
India and China Equity Fund 1,265,138 1,351,055 2.15
Petro Cement Fund 2,347,845 1,255,986 2.00
Local Shares Fund 1,934,745 1,232,846 1.96
Al Rajhi European Equity Fund 1,046,678 612,906 0.98
Global Small Capitalisation Equity Fund 770,640 595,471 0.95
GCC Equity Fund - Saudi Riyal 1,048,356 656,847 1.05
Al Rajhi Investment Global Equity Fund 781,970 637,604 1.02
TOTAL US$61,534,827 US$62,766,201 _100.00

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Risk management is carried out by senior management. The most important types of
risk are summarized below:

Credit risk is the risk that the counterparty will fail to discharge its financial obligation
and cause the Fund to incur a financial loss. The Fund has no significant
concentration of credit risk.

Liquidity risk is defined as the risk that the Fund will be unable to meet its net
funding requirements for redemptions.

The Fund is exposed to bi-weekly cash redemptions of the units. It, therefore, invests
all of its assets in other Al Rajhi investment funds which can be easily liquidated. The
Fund Manager monitors the liquidity requirements on a regular basis and ensures that
sufficient funds are available to meet any commitments as they arise.

Currency risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates. The Fund holds assets denominated mainly in
United States dollar, the functional currency, and in Saudi Riyal. Management
monitors the fluctuations in currency exchange rates and believes that the currency
risk is not material.



Fair value is the amount for which an asset could be exchanged, or a liability settled
between knowledgeable willing parties in an arm's length transaction. As the Fund's
financial instruments are compiled at fair value, the fair values of on-balance sheet
financial instruments are not significantly different from the carrying values included in
the financial statements.

LAST VALUATION DAY

The Fund’s units are valued on a bi-weekly basis on every Monday and Wednesday
(the valuation day). The value of the Fund’s units is announced on the day following
the valuation day (the announcement day).

The last valuation day of the year was December 30, 2009 (2008: December 27,
2008).

MANAGEMENT'S APPROVAL

These financial statements were approved by the Fund Manager on March 28, 2010.
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