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AUDITORS’ REPORT TO THE SHAREHOLDERS OF

M EMAAR THE ECONOMIC CITY (A SAUDI JOINT STOCK COMPANY) ON THE
i INTERIM CONSOLIDATED FINANCIAL STATEMENTS
s
. SCOPE OF REVIEW
e We have reviewed the consolidated balance sheet of Emaar The Economic City (a Saudi Joint
- Stock Company) and its subsidiary as at 30 September 2008, and the related consolidated
e statements of income, cash flows and changes in equity for the nine month period then ended,
M| 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
e which is the expression of an opinion regarding the financial statements taken as a whole,

- Accordingly, we do not express such an opinion.

- CONCLUSION

o Based on our review, we are not aware of any material modifications that should be made to the

st accompanying interim consolidated financial statements, in order for them to be in conformity

e with generally accepted accounting principles.

= - ERNST & YOUNG

o

20 Shawwal 1429H

- 19 October 2008

. Jeddah, Kingdom of Saudi Arabia

-

R

e Abdulaziz A. Alsowailim 277 Sami E. Farah 168 Abdulaziz Alshubaibi 339
; Ganid Fahad M. Al-Toaimi 354 Abdulhamid M. Bushnag 155 Ahmed |. Reda 356
=

Offices in the Kingdom : Alkhobar, Jeddah, Riyadh
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Emaar The Economic City (a Saudi Joint Stock Company)
INTERIM CONSOLIDATED BALANCE SHEET (UNAUDITED)

As at 30 September 2008
Parent only
Consolidated (Note 1)
2008 2007
Note SR’000 SR’000
ASSETS
CURRENT ASSETS
Bank balances and cash 3 95,700 4,112,892
Accounts receivable and prepayments 176,718 44,604
Investments 4 3,400,000 -
TOTAL CURRENT ASSETS 3,672,418 4,157,496
NON-CURRENT ASSETS
INVESTMENT PROPERTY 6 3,761,378 3,777,962
PROPERTY AND EQUIPMENT 7 2,682,053 866,152
TOTAL NON-CURRENT ASSETS 6,443,431 4,644,114
TOTAL ASSETS 10,115,849 8,801,610
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Accounts payable and accruals 8 709,127 357,253
Progress billings in excess of work performed 25,841 -
Short term loan 1,111,297 -
TOTAL CURRENT LIABILITIES 1,846,265 357,253
NON-CURRENT LIABILITIES ’
Employees’ end of service benefits 3,282 966
Deferred income 2 25,008 -
TOTAL NON-CURRENT LIABILITIES 28,290 966
TOTAL LIABILITIES 1,874,555 358,219
EQUITY
Share capital 9 8,500,000 8,500,000
Accumulated losses (258,956) (56,609)
Equity attributable to equity shareholders of the Company 8,241,044 8,443,391
Minority interest 250 -
TOTAL EQUITY 8,241,294 8,443,391
TOTAL LIABILITIES AND EQUITY 10,115,849 8,801,610

i
The attached noteéa\ to¥1 form part of these unaudited interim condensed consolidated financial statements.
v 2
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Emaar The Economic City (a Saudi Joint Stock Company)

\ The attached notes

INTERIM CONSOLIDATED INCOME STATEMENT (UNAUDITED)

For the nine-month period ended 30 September 2008

Note

Revenue
Cost of revenue 10

GROSS LOSS
EXPENSES
Marketing

General and administration

TOTAL EXPENSES

LOSS FROM OPERATIONS

Commission earned on bank deposits and

investments on a murabaha basis 3&4

(LOSS) / INCOME FOR THE PERIOD BEFORE
ZAKAT

Zakat
NET LOSS

Weighted average number of outstanding shares
(in thousands) 9

Loss per share on loss from operations

Loss per share attributable to equity shareholders
of the parent (in SR)

Parent only

Parent only

Consolidated (Note 1) Consolidated (Note 1)
For the three For the three For the nine  For the nine
month period month period month period month period
ended ended ended ended
30 September 30 September 30 September 30 September
2008 2007 2008 2007
SR’000 SR’000 SR’000 SR’000
43,762 - 43,762 -
(141,083) - (141,083) -
97,321) - 97,321) -
(43,349) (5,493) (76,062) 27,242)
(60,847) (34,821) (159,723) (94,933)
(104,196) (40,314) (235,785) (122,175)
(201,517) (40,314) (333,1006) (122,175)
34,783 52,809 107,162 157,381
(166,734) 12,495 (225,944) 35,206
(15,053) (16,000) (15,580) (48,100)
(181,787) (3,505) (241,524) (12,894)
850,000 850,000 850,000 850,000
0.237 0.047 0.392 0.144
0.214 0.004 0.284 0.015

to 11 form part of theseunaudited interim condensed consolidated financial statements.

1
3

3
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Emaar The Economic City (a Saudi Joint Stock Company)

INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED)

For the nine-month period ended 30 September 2008

Note

OPERATING ACTIVITIES
(Loss) / income for the period before zakat
Adjustments for:

Depreciation

Provision for employees’ end of service benefits, net

Changes in operating assets and liabilities
Development properties
Receivables
Payables and progress billings in excess of work performed
Deferred income
Cash from operations
Zakat paid
Net cash from operating activities
INVESTING ACTIVITY
Purchase of property and equipment

Net cash used in investing activity

FINANCING ACTIVITY
Proceeds from short term loan

Net cash from financing activity
DECREASE IN BANK BALANCES AND CASH

Bank balances and cash at the beginning of the period

BANK BALANCES AND CASH AT THE END OF THE PERIOD 3

SUPPLEMENTAL NON-CASH INFORMATION

Transfer of land cost from investment property to development
properties and property and equipment

Transfer of cost from development properties to property and
equipment

Transfer of cost from capital work in progress (property and
equipment) to development properties

Issue of capital to a minority sharehol

The attached

Consolidated

For the nine

Parent only
{Note 1)

For the nine

month period month period
ended ended
30 September 30 September
2008 2007
SR’000 SR’000
(225,944) 35,206
18,758 7,183
1,966 844
(205,220) 43,233
158,642 -
(158,672) (39,234)
466,898 129,734
25,008 -
286,656 133,733
(10,621) -
276,035 133,733
(1,931,399) (595,044)
(1,931,399) (595,044)
1,111,297 -
1,111,297 -
(544,067) (461,311)
639,767 4,574,203
95,700 4,112,892
14,430 1,892
- 5,277
126,250 -
250 -

orm part of these unaundited interim condensed consolidated financial statements.

\3 — 4
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Emaar The Economic City (a Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
30 September 2008

1 ACTIVITIES

Emaar The Economic City (the Company) is a Saudi Joint Stock Company incorporated under Ministerial
Resolution No.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.

During the three month period ended 30 June 2008, the Company established a subsidiary. Details of the Company’s
subsidiary are as follows:

Name Principal field of activity Country of Percentage
incorporation  of holding

Kader Economic Cities Human resource management Saudi Arabia 95%

The subsidiary was incorporated on 6 Jumad Awal 1429H, corresponding to 11 May 2008. Accordingly, the
accompanying interim condensed consolidated financial statements include the assets and liabilities of the subsidiary
as at 30 September 2008. As the subsidiary has not yet commenced operations, no revenue and expenses in respect
of the subsidiary are recorded during the current or previous quarter. The 2007 comparative figures are the parent
only financial statements of Emaar The Economic City.

2 BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

The interim condensed consolidated 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 consolidated
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.

Basis of consolidation
The interim condensed consolidated financial statements include the financial statements of the Company and its
subsidiary, Kader Economic Cities.

All intra-group balances and transactions arising from transactions between the Company and its subsidiary are
eliminated in preparing the interim condensed consolidated financial statements.

Minority interest is computed as the equity interest shown in the balance sheet and share of net earnings for the
period shown in the income statement, if any.
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Emaar The Economic City (a Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (continued)
30 September 2008

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Property and equipment/depreciation
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 the income statement. 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 of the view to sale. Such transfers are made at the carrying value
of the properties at the date of transfer.

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 investment properties may not be recoverable. Whenever the carrying
amount of these assets exceeds their recoverable amount, an impairment loss is recognized in the income statement. 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.

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 a provision 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.
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Emaar The Economic City (a Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (continued)
30 September 2008 '

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

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 income statement.
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 income statement.

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.

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

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 income statement 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.

Commission on bank deposits and income on investmenis on a murabaha basis
Commission income on bank deposits and income on investments on a murabaha basis is recognized on an accrual basis.
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Emaar The Economic City (a Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (continued)
30 September 2008

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

Expenses
Marketing expenses are those that specifically relate to the marketing activities of the company or its subsidiary. All

other expenses are classified as general and administration expenses.

Operating leases
Operating lease payments are recognized as an expense in the income statement 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 income

statement.

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 income statement.

3 BANK BALANCES AND CASH

Parent only
Consolidated (Note 1)

2008 2007
SR’000 SR’000
Bank balances and cash 19,478 39,243
Short term deposits 76,222 4,073,649

95,700 4,112,892

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

4 INVESTMENTS

Investments comprise investments with a bank on Sharia’h compliant murabaha basis, which had an original maturity
date exceeding one year.

5 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. Progress billings in excess of work performed to date
are included under current liabilities.
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Emaar The Economic City (a Saudi Joint Stock Company)

NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED) (continued)
30 September 2008

6 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 frechold 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.

7 PROPERTY AND EQUIPMENT

Property and equipment includes capital work in progress amounting to SR 2,459 million (30 September 2007: Parent
only SR 658 million), which represents construction costs in respect of the infrastructure and other projects at the King

Abdullah Economic City.
8 ACCOUNTS PAYABLE AND ACCRUALS

Included in accounts payable and accruals is an amount of SR 76.3 million (30 September 2007: Parent only SR 73.4
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 77.8 million (30 September 2007:
Parent only SR 28.5 million), accrued project contract costs amounting to SR 223.1 million (30 September 2007: Parent
only SR 118.8 million) and anticipated losses on contracts amounting to SR 88.3 million (30 September 2007: Nil) (note

10).
9 SHARE CAPITAL

The authorized, issued and fully paid share capital of the company consists of 850 million shares of SR 10 each (30
September 2007: 850 million shares).

10  COST OF REVENUE
Cost of revenue includes anticipated losses on projects of SR 88.3 million (30 September 2007: Nil).

11 COMMITMENTS

The Company had commitments as at 30 September 2008, amounting to SR 5,593 million (30 September 2007: SR
1,891 million) related to future capital expenditure and development of King Abdullah Economic City.

10



