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AUDITORS’ REPORT TO THE SHAREHOLDERS OF
EMAAR THE ECONOMIC CITY (A SAUDI JOINT STOCK COMPANY) ON THE
INTERIM FINANCIAL STATEMENTS

SCOPE OF REVIEW

We have reviewed the balance sheet of Emaar The Economic City (a Saudi Joint Stock
Company) as at 31 December 2008, and the related statements of income, cash flows and
changes in equity for the year then ended, which were prepared by management and presented to
us together with all the information and explanations which we requested. We conducted our
review in accordance with the standard of examining interim financial statements issued by the
Saudi Organization of Certified Public Accountants. A review consists principally of analytical
procedures applied to financial data and inquiries of Company personnel about financial and
accounting matters. It is substantially less in scope than an audit in accordance with generally
accepted auditing standards, the objective of which is the expression of an opinion regarding the
financial statements taken as a whole. Accordingly, we do not express such an opinion.

CONCLUSION

Based on our review, we are not aware of any material modifications that should be made to the
accompanying interim financial statements, in order for them to be in conformity with generally
accepted accounting principles.

ERNST & YOUNG

21 Muharram 1430H
17 January 2009

Jeddah, Kingdom of Saudi Arabia

Abdulaziz A. Alsowailim 277 Sami E. Farah 168 Abdulaziz Alshubaibi 339
Fahad M. Al-Toaimi 354 Abdulhamid M. Bushnag 155 Ahmed I. Reda 356

Offices in the Kingdom : Alkhobar, Jeddah, Riyadh



Emaar The Economic City (A Saudi Joint Stock Company)
INTERIM BALANCE SHEET (UNAUDITED)

As at 31 December 2008
2008 2007
(Unaudited) (Audited)
Note SR’000 SR’000
ASSETS
CURRENT ASSETS
Bank balances and cash 3 2,218,599 639,767
Accounts receivable and prepayments 227,752 17,796
Development properties 4 56,748 17,962
TOTAL CURRENT ASSETS 2,503,099 675,525

NON-CURRENT ASSETS ,
3,743,114 3,775,808

Investment property 5
Property and equipment 6 3,281,244 895,662
Investments 7 - 3,400,000
Other investments 8 4,750 -
TOTAL NON-CURRENT ASSETS 7,029,108 8,071,470
TOTAL ASSETS 9,532,207 8,746,995
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITY
Accounts payable and accruals 9 1,293,912 263,111
TOTAL CURRENT LIABILITY 1,293,912 263,111
NON-CURRENT LIABILITIES
Employees’ end of service benefits 4,439 1,316
Deferred income 2 43,326 -
TOTAL NON-CURRENT LIABILITIES 47,765 1,316
TOTAL LIABILITIES 1,341,677 264,427
SHAREHOLDERS’ EQUITY
Share capital ‘ 10 8,500,000 8,500,000
Accumulated losses (309,470) (17,432)
TOTAL SHAREHOLDERS’ EQUITY 8,190,530 8,482,568
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 9,532,207 8,746,995
\\\ ﬂ /

he attached notes 1 to 12 form part of these unaudited interim condensed financial statements.
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Emaar The Economic City (A Saudi Joint Stock Company)

INTERIM STATEMENT OF INCOME (UNAUDITED)
For the twelve month period ended 31 December 2008

Note

Revenue
Cost of revenue 11

GROSS LOSS
EXPENSES
Marketing

General and administration

TOTAL EXPENSES

LOSS FROM OPERATIONS

Commission earned on bank deposits and
investments on a murabaha basis 3&7

(LOSSYINCOME FOR THE PERIOD BEFORE
ZAKAT

Zakat
NET (LOSS)/INCOME
Weighted average number of outstanding shares
(in thousands) 10

Loss per share on loss from operations (in SR)

(Loss)/earnings per share (in SR)

For the three For the three Forthe For the twelve
month period  month period  twelve month  month period
ended ended  period ended ended
31 December 31 December 31 December 31 December
2008 2007 2008 2007
(Unaudited) (Unaudited) (Unaudited) (Audited)
SR’000 SR’000 SR’000 SR’000
57,805 - 101,567 -
(80,778) - (221,861) -
(22,973) - (120,294) -
(13,871) (13,869) (89,933) 41,111)
(29,208) (33,776) (188,931) (128,709)
(43,079) (47,645) (278,864) (169,820)
(66,052) (47,645) (399,158) (169,820)
33,480 49,297 140,642 206,678
(32,572) 1,652 (258,516) 36,858
(17,942) 37,525 (33,522) (10,575)
(50,514) 39,177 (292,038) 26,283
850,000 850,000 850,000 850,000
(0.078) (0.056) 0.47) (0.20)
(0.059) 0.046 0.34) 0.031




Emaar The Economic City (A Saudi Joint Stock Company)

INTERIM STATEMENT OF CASH FLOWS (UNAUDITED)
For the twelve month period ended 31 December 2008

2008 2007
(Unaudited) (Audited)
Note SR’000 SR’000
OPERATING ACTIVITIES
(Loss)/income for the year before zakat (258,516) 36,858
Adjustments for:
Depreciation 24,461 12,747
Provision for employees’ end of service benefits, net 3,123 1,194
Commission earned on bank deposits and investments on a murahaba
basis (140,642) (206,678)
(371,574) (155,879)
Changes in operating assets and liabilities
Development properties 406,643 (10,481)
Receivables (209,956) (12,426)
Payables 1,007,899 72,046
Deferred income 43,326 -
Cash from (used in) operations 876,338 (106,740)
Zakat paid (10,620) -
Net cash from (used in) operating activities 865,718 (106,740)
INVESTING ACTIVITIES
Purchase of property and equipment (2,822,778) (634,374)
Investments - (3,400,000)
Proceeds from disposal of investments : 3,400,000 -
Commission earned on bank deposits and investments on a murahaba
basis 140,642 206,678
Other investments (4,750) -
Net cash from (used in) investing activities 713,114 (3,827,696)
FINANCING ACTIVITIES
Proceeds from short term loan 1,330,447 -
Repayment of short term loan (1,330,447) -
Net cash from financing activities - -
INCREASE/(DECREASE) IN BANK BALANCES AND CASH 1,578,832 (3,934,436)
Bank balances and cash at the beginning of the year 639,767 4,574,203
BANK BALANCES AND CASH AT THE END OF THE YEAR 3 ' 2,218,599 639,767
7
| SUPPLEMENTAL NON-CASH INFORMATION
Transfer of land cost from investment property to development properties 32,694 . 2,204
Transfer of cost from investment property to property and equipment - 1,842
Transfer of cost from capital work in progress (property and equipment)
to development properties 412,735 -

attached notes 1 to 12 form part of these unaudited 1nter1m condensed financial state




Emaar The Economic City (A Saudi Joint Stock Company)

INTERIM STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (UNAUDITED)
For the twelve month ended 31 December 2008

Share  Accumulated

capital losses Total

SR’000 SR’000 SR’000

Balance at 31 December 2006 (Audited) 8,500,000 (43,715) 8,456,285
Net income for the year - 26,283 26,283
Balance at 31 December 2007 (Audited) 8,500,000 (17,432) 8,482,568
Net loss for the year - (292,038) (292,038)

Balance at 31 December 2008 (Unaudited) 8,500,000 (309,470) 8,190,530




Emaar The Economic City (A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS (UNAUDITED)
At 31 December 2008

1 ACTIVITIES

Emaar The Economic City (the Company) is a Saudi Joint Stock Company incorporated under Ministerial Resolution
No0.2533 dated 3 Ramadan 1427H, corresponding to 21 September 2006 and registered in the Kingdom of Saudi Arabia
under Commercial Registration number 4030164269 dated 8 Ramadan 1427H, corresponding to 26 September 2006. The
Company is engaged in the development of real estate in the economic or other zones and other development activities
including infrastructures, promotion, marketing and sale of land within development areas, transfer / lease of land,
development of buildings / housing units, construction on behalf of other parties and development of economic areas. The
main activity of the Company is the development of the King Abdullah Economic City.

The Company is owned 39.4% by Saudi shareholders, 30.6% by GCC national shareholders and 30% of the shares are
publicly traded.

2 BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

The interim condensed financial statements have been prepared in accordance with Saudi Accounting Standard for
interim financial information issued by Saudi Organization for Certified Public Accountants (SOCPA). The accounting
policies adopted by the Company for the preparation of these interim condensed financial statements are consistent with
those used for the preparation of the annual financial statements.

The interim condensed financial statements do not contain all information and disclosures required for full financial
statements prepared in accordance with accounting standards generally accepted in the Kingdom of Saudi Arabia.

The significant accounting policies adopted are as follows:

Accounting convention

The interim condensed financial statements have been prepared under the historical cost convention modified to include
the measurement at fair value of available-for-sale investments.

Use of estimate
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 contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. '

Property and equipment/depreciation
Property and equipment is stated at cost less accumulated depreciation and any impairment in value. Freehold land is not

depreciated. The cost less estimated residual value of other property and equipment is depreciated on a straight line basis
over the estimated useful lives of the assets.

Leasehold improvements are amortized on a straight-line basis over the shorter of the useful life of the
improvement/assets or the term of the lease.

Expenditure for repair and maintenance are charged to income. Improvements that increase the value or materially extend
the life of the related assets are capitalised. :

Investment properties
Properties held for rental or capital appreciation purposes as well as those held for undetermined future use are classified
as investment properties. Investment properties are carried at cost less accumulated depreciation and any accumulated

impairment losses, if applicable. Depreciation is charged on a straight-line basis over the estimated useful lives of the
assets.

The useful life and depreciation method are reviewed periodically to ensure that the method and period of depreciation
are consistent with the expected pattern of economic benefits form these assets.

Properties are transferred from investment properties to development properties when, and only when there is a change in
use, evidenced by commencement of development with a view to sale. Such transfers are made at the carrying value of
the properties at the date of transfer.




Emaar The Economic City (A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (continued)
At 31 December 2008

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of property and equipment and investment properties

Property and equipment and investment properties are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of these assets may not be recoverable. Whenever the carrying amount of
these assets exceeds their recoverable amount, an impairment loss is recognized in the statement of income. The
recoverable amount is the higher of an asset's net selling price and the value in use. The net selling price is the amount
obtained from the sale of an asset in an arm's length transaction while value in use is present value of estimated future
cash flows expected to arise from the continuing use of an asset and from its disposal at the end of its useful life.

Investments
Investments on a murabaha basis are carried at amortized cost.

Other investments

After initial recognition, investments purchased neither with the intention of being held to maturity nor for trading
purposes are remeasured at fair value. Unrealised gains and losses are reported as a separate component of equity until the
investment is derecognised or the investment is determined to be impaired. On derecognition or impairment the
cumulative gain or loss previously reported in equity, is included in the income statement for the period. Fair value is
determined by reference to the market value if an open market exists. In the absence of an active market, the fair value is
determined through other indicators. Otherwise, cost is considered to be the fair value.

Development properties

Properties acquired, constructed or in the course of construction for sale are classified as development properties. Unsold
properties are stated at the lower of cost and net realizable value. Sold properties in the course of development are stated
at cost plus attributable profit/loss less progress billings. The cost of development properties includes the cost of land and
other related expenditure which are capitalized as and when activities that are necessary to get the properties ready for
sale are in progress. Net realizable value represents the estimated selling price less costs to be incurred in selling the
property.

The property is considered to be completed when all related activities, including the infrastructure and facilities for the

entire project, have been completed. At that stage, cost, attributable profit and progress billings are eliminated from
development properties.

Management reviews the carrying values of the development properties on an annual basis.

Accounts receivable

Accounts receivable are stated at original invoice amount less allowance for any uncollectible amounts. An estimate for
doubtful debts is made when collection of the full amount is no longer probable. Bad debts are written off as incurred.

Impairment and uncollectibility of financial assets
An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific

financial asset may be impaired. If such evidence exists any impairment loss is recognized in the statement of income.
Impairment is determined as follows:

a) For assets carried at fair value, impairment is the difference between cost and fair value, less any impairment loss
previously recognized in the statement of income.

b) For assets carried at cost, impairment is the difference between carrying value and the present value of future cash
flows discounted at the current market rate of return for a similar financial asset.

c) For assets carried at amortized cost, impairment is the difference between carrying amount and the present value
of future cash flows discounted at the original effective interest rate.

Accounts payable and accruals

Liabilities are recognised for amounts to be paid in the future for goods or services received, whether billed by the
supplier or not.

Deferred income

Deferred income represents cash contributions received from customers in respect of infrastructure assets, which are
recognised as an obligation to provide access to the properties sold. The obligation, which is measured with reference to
the cash contributions received, is then reduced and recognised as revenue over the useful life of the infrastructure assets.




Emaar The Economic City (A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (continued)
At 31 December 2008

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Provisions

Provisions are recognised when the Company has an obligation (legal or constructive) arising from a past event, and the
costs to settle the obligation are both probable and can be measured reliably.

Employees' terminal benefits

Provision is made for amounts payable under the Saudi Arabian labour law applicable to employees' accumulated periods
of service at the balance sheet date.

Revenue recognition

Provided it is probable that the economic benefits will flow to the Company and the revenue and costs, if applicable, can
be measured reliably, revenue is recognised in the statement of income as follows:

Sale of property

Revenue on sale of apartments and villas is recognized on the basis of percentage completion as and when all of the
following conditions are met:

a) The buyer's investment, to the date of the financial statements, is adequate (20% and above) to demonstrate a
commitment to pay for the property;

b) Construction is beyond a preliminary stage. The engineering, design work, construction contract execution,
site clearance and building foundation are finished;

¢) The buyer is committed. The buyer is unable to require a refund except for non-delivery of the unit.
Management believes that the likelihood of the Company being unable to deliver the unit is remote; and

d) The aggregate sales proceeds and costs can be reasonably estimated.

Lease of investment property
Rental income from investment properties is accounted for on a straight-line basis over the lease term on ongoing leases.

Cost of revenue
Cost of revenue includes the cost of land and development costs. Development costs include the cost of construction.

The cost of revenue is based on the estimated proportion of the development cost incurred to date to the estimated total
development costs for each project.

Income on bank deposits and investments on a murabaha basis
Income on bank deposits and investments on a murabaha basis is recognized on an accrual basis.

Expenses

Marketing expenses are those that specifically relate to the marketing activities of the Company. All other expenses are
classified as general and administration expenses.

Operating leases

Operating lease payments are recognized as an expense in the statement of income on a straight line basis over the lease
term.

Zakat

Zakat is provided for in accordance with Saudi Arabian fiscal regulations. The liability is charged to the statement of
income.

Foreign currencies

Transactions in foreign currencies are recorded in Saudi Riyals at the rate ruling at the date of the transaction. Monetary

assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet
date. All differences are taken to the statement of income.

Borrowing costs
Borrowing costs that are directly attributable to the construction of an asset are capitalised up to the stage when

substantially all the activities necessary to prepare the qualifying asset for its intended use are completed and, thereafter,
such costs are charged to the statement of income.




Emaar The Economic City (A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (continued)
At 31 December 2008

3 BANK BALANCES AND CASH

2008 2007
(Unaudited) (Audited)
SR’000 SR’000
Bank balances and cash 17,286 15,921
Short term deposits 2,201,313 623,846
2,218,599 639,767

Short term deposits represent funds placed with banks in Islamic deposits, with an original maturity of three months or
less.

4 DEVELOPMENT PROPERTIES

Development properties represent costs incurred to date on projects under progress at King Abdullah Economic City,
intended to be sold on completion, and costs incurred to date plus attributable profit/loss on sold properties less progress
billings made in respect of sale of property under development.

5 INVESTMENT PROPERTY

Investment property comprises of Greenfield Land measuring approximately 168 million square meters close to the
industrial city of Rabigh north of Jeddah, earmarked for the master development of the King Abdullah Economic City.
Included in this land, is land measuring approximately 37 million square meters which has been contributed by a

shareholder as part of its capital contribution for an agreed sum of SR 1.7 billion in lieu of shares in the Company
amounting to SR 1.7 billion.

The total land area of 168 million square meters is for the development of the King Abdullah Economic City. However,
the specific allocation of land to be used by different projects, which could be for sale or rental, within the development
has not yet been determined. Therefore, the land has been classified as investment property. No depreciation has been
charged as the investment property comprises freehold land.

The fair value of the land is not reliably determinable due to the unique nature of the entire project in terms of its size and
location and non-availability of comparable market transactions.

6 PROPERTY AND EQUIPMENT

Property and equipment includes capital work in progress amounting to SR 3,059.85 million (31 December 2007: SR

667.70 million), which represents construction costs in respect of the infrastructure and other projects at the King
Abdullah Economic City.

7 INVESTMENTS

Investments comprised investments with a bank on Sharia’h compliant murabaha basis, which had an original maturity

date exceeding one year. However, during the three month period ended 31 December 2008, the management have
decided to encash these investments.




Emaar The Economic City (A Saudi Joint Stock Company)

NOTES TO THE INTERIM CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (continued)
At 31 December 2008

8 OTHER INVESTMENTS

During the three month period ended 30 June 2008, the Company established an entity, Cadre The Economic Cities, LLC
(Cadre), which is engaged in human resource management and is incorporated in the Kingdom of Saudi Arabia. The
Company has a 95% holding in Cadre. Cadre was incorporated on 6 Jumad Awal 1429H, corresponding to 11 May 2008.
On 16 November 2008, Cadre entered into a management agreement with Saudi Arabian General Investment Authority
(SAGIA). Under the terms of the agreement, SAGIA will manage, operate and control Cadre and has also guaranteed the
initial investment of the Company. Further, as per the agreement, SAGIA will have full power, authority and
responsibility to handle all matters necessary to run the business. Accordingly, as the Company will not participate in the

management of Cadre and no longer has control over Cadre, the investment is classified as other investments and carried
at cost.

9 ACCOUNTS PAYABLE AND ACCRUALS
Included in accounts payable and accruals is an amount of SR 77.1 million (31 December 2007: SR 74.3 million) donated

for charity. The Board of Directors decided in 2006 to donate this amount, earned on the founding shareholders’ share

capital contribution (before initial public offering) placed in fixed deposits maintained with a bank before placing funds
under an Islamic deposit scheme.

Accounts payable and accruals also include retention payable to contractors of SR 100 million (31 December 2007: SR
46.6 million), accrued project contract costs amounting to SR 608.7 million (31 December 2007: SR 56.9 million) and
anticipated losses on contracts amounting to SR 93.8 million (31 December 2007: Nil) (note 11).

10  SHARE CAPITAL

The authorized, issued and fully paid share capital of the Company consists of 850 million shares of SR 10 each (31
December 2007: 850 million shares).

11  COST OF REVENUE

Cost of revenue includes anticipated losses on projects of SR 93.8 million (31 December 2007: Nil).

12 COMMITMENTS

The Company had commitments as at 31 December 2008, amounting to SR 4,926 million (31 December 2007: SR 2,046
million) related to future capital expenditure and development of King Abdullah Economic City.

10



