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Proxy Form is not available due to that the AGM will be conducted via modern technologies
using Tadawulty system based on the Capital Market Authority circular which stipulates that
listed companies should conduct their general assemblies through modern technology, and
suspend the presence until further notice, to ensure the safety of traders in the financial
market, and to support the efforts and precautionary measures to prevent the spread of
Coronavirus (COVID-19), and in continuation of the continuous efforts made by all
government agencies in the Kingdom of Saudi Arabia to take the necessary preventive

measures to prevent its spread
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Executive Summary

The report provides details on the work performed by the Audit Committee in discharge of its
responsibilities during the year 2019 and includes key observations, recommendations and
conclusions made by the committee with regards to risk, controls and governance.

During the year 2019, the Committee reviewed effectiveness of both the external audit process
and the internal audit function as part of the continuous improvement of financial reporting and
controls environment across LSC. The committee also focused particularly on the appropriateness
of LSC’s financial statements to ensure compliance with applicable International Accounting and
Financial Reporting Standards along with relevant local laws and Regulations of kingdom of Saudi
Arabia (KSA). The mentioned review has not showed any significant observations that effect the
fairness and transparency of the Financial Statements and it provides provide the information
necessary for shareholders to assess LSC performance, business model and strategy.

The Committee held 6 meetings in year 2019 that took place with internal audit team, key
management personnel and external auditor; to review the internal controls, compliance and risk
management system. Chairman of the audit committee also made communications with the Board
of Directors to share high risk alerts to ensure timely remediation in line with best practices of risk
management and internal controls system.

The report also sets out in more detail the work of internal audit along with related observations
risks that were timely reviewed and responded by the committee to ensure key risks are managed
on timely basis.

Annual Audit Committee Report
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The Composition of Audit Committee

Audit Committee at LSC consists of three members ( two audit committee members and Chairman
of the audit committee). As of 31 December 2019, Audit committee consists of three independent
non-executive members that have been appointed for term of three consecutive financial years
expiring on 09 December 2021. One of the committee members has specialization and skills in
finance field. The Committee operates under rules and procedures defined in the audit committee
charter approved by the board. Below are the names of audit committee members as of 31
December 2019;

ame Designatio Appo ent Date
Dr. Mohammed Alkinani Chairman of the committee
Mr. Abdul Aziz Al Hidery Member of the committee 09 December 2018
Mr. Wisam Al Farihi Member of the committee

Audit Committee Roles and Responsibilities

The key responsibilities of the Audit Committee are to assist the Board in fulfilling its oversight
responsibilities in relation to: financial reporting; the effectiveness of the system of risk
management and internal control; compliance with applicable external legal and regulatory
requirements; monitoring the qualifications, expertise, resources and independence of both the
internal and external auditors; and assessing the internal and external auditors’ performance and
effectiveness each year. The audit committee helps in achieving the company's objective and
protects the interests of shareholders and investors.

The committee role is summarized as below;

Financial Reporting
The role of AC is to ensure reliable financial information and integrity of the financial reporting
process by:

e Review financial statements before they are approved by the Board of Directors to
ensure their integrity, fairness, and transparency.

e Review the Financial Statement if these are fair, balanced and understandable and
includes the sufficient information

e Review any significant or uncommon issues within the Financial Statement.

e Proper attention to issues raised by the CFO, Compliance or External Auditor.

e Re-assess the accounting estimates of significant issues included in the Financial
Statements.

e Review the accounting policies followed in the company and provide opinion and
recommendation to the board.

Annual Audit Committee Report
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Internal Audit

The audit committee is to strengthen the internal audit function by ensuring that management is
establishing and maintaining an adequate and effective internal audit structure and ensure the
internal audit function’s effectiveness and objectivity. The role of the committee related to
internal audit is as the following:

e Appointment of the Chief Audit Executive.

e Approve the scope of the Internal Audit Program to ensure that planned Internal Audit
activity is aligned with key business risks.

e Audit Committee Review and Action on Significant Audit Findings.

* Monitor the corrective measures taken by management to address risks on timely basis

® Monitor procedures and challenge the existence and effectiveness of accounting and
financial systems and other systems of internal control and business risk management

External Auditor

The Audit Committee has a responsibility for hiring the external audit firm, approving its proposed
budget and audit plan, and releasing the audited financial statements. The role of AC is as the
following:

e Retain or change the external auditors and approve audit engagement fees and terms;

e Approve, in advance, any audit and any permissible non-audit engagement or
relationship between the Company and the independent auditors;

e Review, at least annually, the qualifications, performance and independence of the
external auditors and present its conclusions to the Board.

Compliance

The Audit Committee is responsible for oversight over matters of financial compliance (including
auditing, financial reporting, and disclosures to investors), as well as to oversight responsibility for
matters of non-financial compliance, including the Company’s overall compliance programs,
policies and procedures and significant legal or regulatory compliance exposure.

Attendance of Audit Committee
Audit committee held 6 meetings during the year-ended 31 December 2019. Attendance of
members according to attendance record is as follows.

Dr. Mohammed Alkinani v 7
Mr. Abdul Aziz Al Hidery v i v v v v
Mr. Wisam Al Farihi v v v v v v

Annual Audit Committee Report
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Quorum was complied in all audit committee meetings as required by the corporate governance
regulations and companies law of the Kingdom. Decisions of audit committee were also recommended and
approved with consensus of all the committee members and there was no dissenting vote in all the
decisions.

Outcome of Audit Committee Work

During the year 2019 Audit committee worked on activities to fulfill its responsibilities under governance
and to strengthen internal controls. Major activities are detailed below;

Review of financial statement

During the financial year 2019, the Committee considered the accounting policies, estimates and
judgments used, considering the impact of such factors on the financial position of LSC and its
suitability to the nature of the company's activity.

Below Financial Statements have been reviewed by the committee under the period;

Announced on Tadawul

Audit Committee Review

Period of Financial Statements

Year ended 31 Dec 2019 February 24, 2020 March 09, 2020
Quarter ended 30 Sep 2019 October 27, 2019 November 11, 2019
Quarter ended 30 Jun 2019 July 29, 2019 August 04, 2019
Quarter ended 31 Mar 2019 May 07, 2019 May 12, 2019

Audit committee reviewed integrity, fairness and transparency of aforementioned financial
statements along with basis of provisions and various accounting treatments during the year. that
were recommended to the board for adoption. Major areas reviewed were;

a. Accounting treatment of depreciation for clubs under conversion to comply IAS 16
b. Key ratios to monitor financial performance, bank covenants and liquidity position
Closed monitoring of working capital in line with measures agreed with management by
including and excluding impact of IFRS 16
d. Reviewed basis of provisions and accounting estimates including Accounts Receivable
provision IFRS 9, Zakat Provision and legal exposures resulting in additional provisions
Reviewed the justifications of assets disposals/write offs
Reviewed and analyzed results based on segments and geographic locations
Reviewed the utilization of cash generated from operations in terms of risk and rewards
Reviewed management of Debt and capital in line with business expansion plan
Reviewed implications of new accounting and financial reporting standards along with
impact on business especially IFRS 16 ( Leases) that is applicable from 01 January 2019
j. Iterated to establish cost control function after analyzing the periodical cost fluctuations
k. Basis of depreciation and determination of useful life of fixed assets

S@ o
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Review of Internal Audit reports
The

audit
Advisory

Engagements, 19% Sales and Accounts
Receivables , 9%

Treasury, 11%

O
2

Lease Rentals, 10%

HR and
Administration,
10%

Clubs and Fitness
Operations, 13%

committee reviewed the internal audit reports and advised the Executive management on audit
findings & remediation measures. Below Audits were completed in year 2019

i Department Internal Controls Focus
1 Sales and Accounts Receivables Operational & Financial
2 Procurement and Account Payables Operational & Financial
3 IT Audit( Outsourced) Technological

4 HR and Administration Operations Operational & Financial
5 Clubs and Fitness Operations Operational

6 Fixed Assets Financial

7 Lease Rentals Financial & Operation
8 Treasury Financial

a. Below is the allocation of audit resources time in advisory and assurance engagements.

Annual Audit Committee Report
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b. Below is summary of risk wise observations in each process.

Fixed Assets —nemesmmisse S mremn S s s s tun sates. 5
Treasury TEEEESTIREREET e R e SR SRR 4 e =
HR-Recruitrment & Training | S 2 Ry, = aiy
Sales & AR e emeommwerRs ey pemmen s uc R 4
Projects & Facilities  E—S S 4 EL- o)
Procurement & AP T S i v s, o 0T INa L e S TN 3
Member Relations o e e i SR b2 S I AT I R I ¥
HR & Admin. preess e oo SR ey TS SRS SR T i TR AT 4 pte By
Ladies Op. UAE recssssssss e RS S T R 1 M T
Ladies Op. KSA I 7 T S AR ST Y
Males Op. UAE o st s s S oS g s S S acsms| 3 o e
Males Op. KSA I A 9 Ee s =
Real Estate & leases FiSSmse s m i St S T e 4

B High = Moderate ™ Llow

Follow up to internal Audit work 2019

The committee reviewed the internal audit work of 2019 and the main difficulties faced by the
department. The Committee shall ensure that the work is carried out as required. The following is
a summary of the main work of the Committee regarding the follow-up to the internal audit work
for 2019.

14
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8
6
: |
: i ; 1d
A S i ; -
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® Overdue ™ Closed In progress ™ Not Due
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IT Audit and Follow Up

During the year considering emerging technological risks, IT Audit was outsourced to Ernst and
Young. All the findings were presented to the committee and remediation plan was based on
recommendation of the committee based on risk priorities. Below is summary of audit
observations;

Follow up of IT Audit was performed by the internal Audit and below are the results for year 2019.

Previous Quarters Q4 /2019

® Closed- ™ Overdue- MIn-Progress -

Other Important Matters
The Audit Committee met with internal audit and executive Management, where latest
development was discussed and following important matters were followed up:

a. Review, Approve and monitor the Internal Audit plan and ensure the availability of
necessary resources to implement it.

Evaluation of potential risks with new loan facilities with banks

Key performance indicators of internal audit department

Review and finalization of IT Audit report

Implications of different optional adoptions of IFRS 16 and recommending one approach
to management

Summary of Audit Observations for all audit domains

lased on our review of the below 4 IT audit domain: e have dentified a total of 131 observations. The finding

® a0 o

Phase High Medium Low
1 IT internal Audit 12 23 &
2 Oracle Post Implementation review (Finance Module) 4 4
3 Information Security Review (External and Internal VA #7T) 18 29 21
4 Network Security Controls Review 3 7 2
Total 37 63 31

Annual Audit Committee Report
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Potential risks and controls in evaluation of Suppliers and contractors
g. Potential risks and controls over warehouse management
Support internal audit and ensure its independence and provide it with all the authority
that allow it to carry out its work

=

Internal Control and Risk Management Environment

The Committee reviewed the risk register along with internal controls system of LSC to ensure that
such systems are sufficient to mitigate the high risks in line with best industry practices, business
needs and corporate governance regulations of capital market authority.

The Committee recognizes that the Company has adopted a system of internal controls designed
to monitor the company's assets and provide reasonable assurance about the integrity of the
financial reports prepared by the accounting records. The Committee also ensured the work of
the internal audit is focused on key risks mitigations and observations of internal audit are
addressed by the management.

During the year, internal controls systems were updated and improved as part of ongoing
improvement program. On recommendation of audit committee key enhancements &
improvements were made to internal policies to comply them with capital market requirements.
Below steps were taken by the committee to improve the internal controls;

a. Continuous review of risk register to capture and manage new risks and evaluation of
controls effectiveness at process level

b. Consistent update in delegation of authority matrix in line with change in organization
structure

c. Establishment of specialized risk section for risk assessment and controls.

External Auditor Review

The Audit Committee has responsibility for overseeing the LSC's relationship with the external auditor
including reviewing the quality and effectiveness of their performance, their external audit plan and
process, their independence from the LSC, their appointment and their audit fee proposals.

The committee also received communication from KPMG that they are independent and confirmed that
they were not aware of any relationships between LSC and KPMG or between KPMG and any persons in
financial reporting oversight roles in LSC that may affect its independence.

The committee reviewed external auditor reports on that were based on unqualified opinions on annual
and interim financial statements along with management representation letter.

Foryear 2020, committee evaluated external audit proposals and recommended two names to be reviewed
and approved in the Annual General Meeting.

Annual Audit Committee Report
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Conclusion

The Audit Committee was able to carry out its work at LSC to fulfill its statutory mandate under
unrestricted conditions.

With reference to the financial statements, based on assurance obtained during the review of
internal audit reports, unqualified opinion issued by the external auditor and review of the
documentation deemed necessary, the committee concludes that nothing found with the fairness
and transparency of interim and annual financial statements for year ended 31 December 2019.

With reference to internal controls, nothing came to the attention of the committee to believe
thatinternal controls are not working effectively to ensure regulatory compliance, internal policies
and governance requirements. Moreover, as part of best practices and emerging regulatory
changes, There is still improvement required to improve risk and control culture where all
employees are aware of their own responsibilities in relation to risk management, compliance and
internal control environment as required by the best risk management practices.

ML/\

ohammed Alklnam

Chairman of Audit Committee
Leejam Sports Company
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A Statement Detailing the Dividends Distributed to Shareholders for The
Fiscal Year 2019

Distribution period Q1 Q2 Q3

oo d Resolution 12-May-2019 2-Sep-2019 1-Dec-2019

Total Amount of
Dividend 21,052,304 26,448,359 26,029,222
Distributed (SAR)

Number of Shares
Eligible for 52,383,361 52,383,361 52,383,361
Dividends

Dividend per share 0.4019 0.5049 0.4969

Percentage of
Dividend to the 4.02% 5.05% 4.97%
Share Par Value (%)

19-May-2019 9-Sep-2019 8-Dec-2019

The eligibility of dividends shall be for the shareholders who own
Eligibility date shares on closing on the date of maturity and registered with the
Securities Depository Center Company (Depository Center) at the
end of the second trading day following the date of maturity.

Distribution Date 12-Jun-2019 |  22-Sep-2019 |  19-Dec-2019

aploill vy o acll | oo gl ll Lru_u_u)J] S oll
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Chairman’s declaration

Chairman’s declaration on transactions carried out by Leejam Sports
Company in which any of the members of board of directors and
executive management had direct or indirect interest

To the Shareholders of Leejam Sports Company (Fitness Time)
In accordance with the requirements of Article (71) of the
Regulations for the Companies, I hereby inform you of the

following:

Details of the contracts/transaction where Board of Directors (BOD) and Executive
management of the Company had direct or indirect interest

Related
Parties

Nature Of
Transaction

Relationship

Duration/

Type of

Interest

Amount

in 2018G

basis without
preferential
conditions

Ali Alsagri is the
deputy chairman
of the Alsagri
Group.

Leased rental Land on Owned by Mr. For year SAR
of HO paid to Lease- This Hamad Al Saqri 2019- 3,400,000
shareholder transaction (board member Direct
Mr Hamad Al was done on and major interest
Saqri commercial shareholding in
basis without | leejam)
preferential
conditions
Al Sagri Corporate Owned by Mr. Foryear |sR 125,774
Group sales client- Hamad Al Saqri 2019-
This (board member Direct
transaction and major interest
was done on shareholding in
commercial leejam) and Mr.

I confirm that apart from the contracts/transactions disclosed

above and already approved by the BOD in past, members of the
Company’s BOD do not have any other direct or indirect interest
in any other contract entered by leejam Sports Company (Fitness

Time).
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KPMG Al Fozan & Partners Telephone +966 11 874 8500
Certified Public Accountants Fax +966 11 874 8600

Riyadh Front, Airport Road Internet www.kpmg.com/sa

P. O. Box 92876

Riyadh 11663 License No. 46/11/323 issued 11/3/1992

Kingdom of Saudi Arabia

ndependent Limited ASsurance Report

To the Shareholders of Leejam Sports Company

Upon request of the management of Leejam Sports Company (the “Company”), we have carried out a
limited assurance engagement in order to state whether anything has come to our attention that causes us
to believe that the subject matter detailed below (“Subject Matter”), has not been prepared, in all material
respects, in accordance with the applicable criteria (“Applicable Criteria”) below.

Subject Matter

The Subject Matter for our limited assurance engagement is related to the Chairman’s declaration enclosed
in the attached Appendix 1 (the “Declaration”) prepared by the Management in accordance with the
requirements of Article 71 of the Regulations for Companies and presented by the Chairman of Leejam
Sports Company (the “Company”), which comprises the transactions carried out by the Company during
the year ended 31 December 2019 in which any of the members of Board of Directors of the Company had
direct or indirect personal interest.

Applicable Criteria

We have used the following as the Applicable Criteria:

1. Article 71 of the Saudi Arabian Regulations for Companies issued by MOCI (1437H -2015).

Management Responsibility

The Management and the Chairman of the Company are responsible for the preparation and appropriate
presentation of the Subject Matter in accordance with the Applicable Criteria. Further, the Company’s
management is responsible for establishing and maintaining internal controls relevant to the preparation and
presentation of the Subject Matter that is free from material misstatement, whether due to fraud or error;
selecting and applying appropriate criteria; maintaining adequate records and making estimates that are
reasonable in the circumstances.

Our Responsibility

Our responsibility is to express a limited assurance conclusion on the Subject Matter based on our limited
assurance engagement conducted in accordance with the International Standard on Assurance
Engagements (ISAE) 3000, “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information” endorsed in the Kingdom of Saudi Arabia and the terms and conditions for this engagement as
agreed with the Company’s management.

Our procedures were designed to obtain a limited level of assurance on which to base our conclusion, and,
as such, do not provide all of the evidence that would be required to provide a reasonable level of assurance.
The procedures performed depend on the assurance practitioner’s judgment including the risk of material
misstatement of the Subject Matter, whether due to fraud or error. While we considered the effectiveness of
management’s internal controls when determining the nature and extent of our procedures, our assurance
engagement was not designed to provide assurance on internal controls.

KPMG Al Fozan & Partners Certified Public Accountants, a
registered company in the Kingdom of Saudi Arabia, and a non-
partner member firm of the KPMG network of independent firms
affiliated with KPMG International Cooperative, a Swiss entity.
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Independent Limited Assurance Report

To the Shareholders of Leejam Sports Company (continued)

Independence and quality controls

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

Our firm applies International Standard on Quality Control 1 and accordingly maintains a comprehensive

system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and regulatory requirements.

Summary of Procedures

The procedures performed in a limited assurance engagement vary in nature and timing from, and are less in
extent than for, a reasonable assurance engagement. Consequently, the level of assurance obtained in a
limited assurance engagement is substantially lower than the assurance that would have been obtained had
a reasonable assurance engagement been performed.

As part of this engagement, we have not performed any procedures by way of audit, review or verification of
the Subject matter, nor of the underlying records or other sources from which the Subject matter was
extracted. Accordingly, we do not express such an opinion.

Our procedures included, but are not limited to:

e Obtaining the Board of Director's (BOD) Chairman list that includes all kind of business and
contracts performed by any of the BOD members of the Company either directly or indirectly in the
favor of the Company during the year; (Appendix 1);

e Reviewing the minutes of the BOD’s meetings that indicate BOD member’s notification to the BOD
on the business and contracts performed by the BOD member; and further that the concerned Board
member did not vote on the resolution issued in this regard at the meetings of the BOD and
shareholders assembly;

e Obtaining the required approvals on the transactions included in the Chairman’s declaration;
(Appendix 1);

e Obtaining confirmation from the concerned BOD member on the business and contracts performed
by the member during the year; and

e Ensuring the total transactions amounts included in the list prepared by the BOD Chairman agrees
to the total transactions amounts included in the note 9 to the audited financial statements of the
Company for the year ended 31 December 2019.

Limited Assurance Conclusion

Based on our limited assurance procedures performed and evidence obtained, nothing has come to our
attention that causes us to believe that the Subject Matter has not been prepared in all material respects, in
accordance with the Applicable Criteria.
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Independent Limited Assurance Report

To the Shareholders of Leejam Sports Company (continued)

Restriction of Use of Our report

Our report is prepared upon the request of the Company’s management to be presented to the shareholders
in their ordinary General Assembly Meeting in accordance with the requirements of Article (71) of the Saudi
Arabian Regulations for Companies and should not be used for any other purpose.

For KPMG Al Fozan & Partners
Certified Public Accountants

Dr. Abdullah Hamad Al Fozan
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