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INDEPENDENT AUDITOR'S REPORT ON THE
CONSOLIDATED FINANCIAL STATEMENTS

The Shareholders
Emaar The Economic City
Jeddah, Kingdom of Saudi Arabia.

We have audited the accompanying consolidated financial statements of Emaar The Economic City
(“the Company™) and its subsidiaries (collectively referred as “the Group™) which comprise the
consolidated balance sheet as at December 31, 2014 and the related consolidated statements of income,
cash flows and changes in equity for the year then ended and the attached notes 1 through 31 which
form an integral part of the consolidated financial statements.

Management’s responsibifity for the consofidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with generally accepted accounting standards in the Kingdom of Saudi Arabia
and in compliance with the Article 123 of the Regulations for Companies and the Company’s Articles
of Association and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due
to fraud or error. Management has provided us with all the information and explanations that we require
relating to our audit of these consolidated financial statements,

Auditors® responsibitity

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with generally accepted auditing standards in the Kingdom of Saudi
Arabia. Those standards require that we comply with relevant ethical requirements and plan and
perform the audit to obtain reasonable assurance whether the financial statements are free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal controls relevant to the entity’s preparation and fair
presentation of the financial statements 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 entity’s
internal controls. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufticient and appropriate to provide a basis for
our opinion,
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Opinlon

In our opinion, the consolidated financial statements taken as a whole:

1) present fairly, in all material respects, the consolidated financial position of the Group as at 31
December 2014 and the consolidated results of its operations and its cash flows for the year then
ended, in accordance with generally accepted accounting standards in the Kingdom of Saudi
Arabia appropriate 10 the circumstances of the Group; and

2} comply with the requirements of the Regulations for Companies and the Company's Articles of
Association with respect to the preparation and presentation of the financial statements,

For KPMG Al Fozan & Al Sadhan
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EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company)

CONSOLIDATED BALANCE SHEET
As at December 3 I_._ 2014

Motes 2014 2013
(SR*000} {SR000)
ASSETS
Current assets:
Cash and cash equivalents 4 2,012,944 2,772,040
Murabaha term deposits with banks 5 872,685 261,828
Accounts receivable and other current assets (4] 225487 313,652
Development properties 7 1,271,562 1,095,838
Total current assets 4,382,678 4443358
Mon-current assefs:
Investment properties 8 4,364,638 4,285,063
Property and equipment 9 5,012,368 4,135,501
Investment in an equity accounted investee 10 1,338,085 1,381,279
Deferred costs 11 7,113 -
11,722,204 9,801,843

Assets classified as held for disposal 12 101,250 101,250
Total non-current assets 11,823,454 9,903,093
TOTAL ASSETS 16,206,132 14,346,451
LIABILITIES AND EQUITY
Current liabilities:
Short-term loans 13 - 29215
Current portion of long-term loans 16 753,365 -~
Accounts payable and accruals 14 883,588 656,450
Total curvent liabilities 1,636,953 685,605
Non-current liabilities:
MNon-current portion of long-term loans 16 5377815 5,274.789
Deferred contribution 17 953,582 532,252
Long-term provision 13 5,099 5,099
Employees” end of service benefits 19 16,990 12,080
Total non-current liabilities 6,353,786 5,824,220
Total liabilities 7,990,739 6,509 885
Equity attributable to the Company’s shareholders:
Share capital 20 5,500,000 8,500,000
Accumulated losses (284,028) (663,706)
Effect of reducing the evwnership percentage

in a subsidiary 21 s — (86) 5
Total shareholders® equity 8215880 7,836,294
Non-controlling interests {493) 272
Total equity 8,215,393 7,836,566
Total liabilities and equity 16,206,132 14,346,451

The accompanying notes 1 to 31 form an integral part
of these consolidated financial statements,




EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF INCOME
For the vear ended December 31, 2014

Revenue
Cost of revenue

Gross profit

Expenses:

Selling and marketing

General and administration

Land contribution

Depreciation, net

Amortisation

Impairment loss

Maintenance and other {cost) / reversal, net

Total expenses
Profit from operations

Financial charges, net

Commission income

Gain on disposal of investment properties

Share of profit from an equity accounted investee
Other income

Income hefore Zakat and non-controlling interests

Lakat
Net income before non-controlling interests

Share of non-controlling interests in the net loss /
(income) of consolidated subsidiaries

Net income attributable to Company’s
shareholders

Eamings per share on profit from operations — SR

Earnings per share on net income attributable to
Company’s shareholders - SR

23
24

9.1
11

6.1

25

26

26

2014 2013

(SR*000) (SR'000)
1,064,342 833,452
_ (336,626) (128,786)
727,716 704.666
(95,098) (62.203)
(176,488) (146,759)
- (88,509)
(28,073) (26.429)
(1,674) 5
= (120,005)
(327) 21,140
(301,660) (422,765)
426,056 281,901
(54,951) (83,066)
13,873 37,144
, 58,635
19,039 2,675
1,405 7,129
405,422 304418
(26,600) (31,112)
378,822 273,306
856 (247)
379,678 273,059
0.50 0.33
0.45 0.32

™

The accompanying notes 1 to 31 form an integral part ",
of these consolidated financial statements

2




EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended December 31, 2014

Motes 2014 2003
{(SR’000) (SR000)
Operating activities:
Income before Zakat and non-controlling interests 405,422 304418
Adjustments for:
Depreciation 8 & 091 63,550 40,550
Provision for employees’ end of service benefits 19 6,643 5,054
Share of profit from an equity accounted investee 10 {19,039) (2,673)
Financial charges, net 54,951 83,066
Commission income (13,873) {37,144)
Impairment loss - 120,005
Maintenance and other cost / (reversal), net 6.1 327 (21,140)
Gain on disposal of investment properties -- (38,633)
Land contribution - 88,509
Amaortisation 11 1,674 --
Gain on disposal of property and equipment o (353) (102)
499,607 521,906
Changes in operating assets and liabilities:
Accounts receivable and other current assets 335,791 (48,221)
Development properties (17,466) (466,617)
Accounts payable and accruals 206,806 (232,191)
Cash generated from / {(used in) operations 1,024,735 (225,123)
Deferred contribution 17 470,456 328,812
Zakat paid 25 (6,268) (5,524}
Employees’ end of service benefits paid e (1,738 (1483)
Net cash generated from operating activities 1,487,218 96,680
Investing activities:
Purchase of property and equipment 9 (902,771) (567.936)
Proceeds from disposal of property and equipment 353 102
Deferred costs 11 {8,78T) -
Met movement in assets held for disposal -- 5,078
MNet movement in Murabaha term deposits with banks {610,857) 597451
Commission income 13,573 37,144
Proceed from sale of other investment - 4,750
Net movement in loan to a related party == 1,663
Net movement in investment properties 8 (268,689) -
Investment in an equity accounted investee 10 (1,185,720) (1,010,300)
Net movement in loan to an equity accounted investee -- 338,000
Net cash used in investing activities (2,962,598) (594,048)
Finanecing activities:
Met movement in short-term loans {33,721) 27.010
Long-term loans 750,000 --
Met movement in non-controlling interest 5 ms
Met cash generated from financing activities 716,284 27.010
Net change in cash and cash equivalents (759,096) (470,338)
Cash and cash equivalents at the beginning of the year 2,772,040 3,242,398
Cash and cash equivalents at the end of the year 4 2,012,944 2,772,040

The accompanying notes 1 to 31 form an integral part
of these consolidated financial statements.
3



EMAAR THE ECONOMIC CITY

(A Saudi Joint Stock Company)

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the year ended December 31, 2014

Ik
g
.

Balance at January 1

Net income for the
year

Effect of reducing
the ownership
percentage in a
subsidiary (note 21)

Net movement in
non-controlling
interest

Balance at
December 31

=]
[

Balance at January 1

Met income for the
year

RBalance at
December 31

Equity attributable
to the shareholders® of the Company

Effect of
reducing
the
ownership
percentage Tatal Non-
Share Accumulated ina shareholders’  controlling
capital losses subsidiary equity interests Total
(SR000) (SRHIM (SRT000) (SR000) (SR000) (SR
8,500,000 (663,706) er 7836294 272 T.836,5366
. 379678 -- 379678 (B36) 78822
- - (86) (86) = (86)
i .- a e 91 91
8,500,000 {284,028) (86) 8215886 (493) 8,215,393
Equity attributable
to the shareholders® of the Company
Eftect of
reducing
the
ownership
percentage Toral Mon-
Share Accumulated ina sharcholders’ contralling
capital losses subsidiary equity interests Total
(SR000) (SRTO000) (SR {SRO0D) (SRT000) (SR 000)
8,500,000 (936,765) -- 1.563,233 5 7,563,260
= 273,059 - 275,059 24?_ . 273,306
8,500,000 1663,706) - ?,336,29i 272 7,836,566

The accompanying notes 1 to 31 form an integral part
of these consolidated financial statements.
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EMAAR THE ECONOMIC CITY
(A Saudi Jaint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2014

1,  THFE COMPANY AND ITS ACTIVITIES

Ernaar The Economic City (Mthe Company™) is a Saudi Joint Stock Company incorporated under
Ministerial Resolution No. 2533 dated Ramadan 3, 1427H, corresponding to September 21, 2006
and registered in the Kingdom of Saudi Arabia under Commercial Regisiretion number
4030164269 dated Ramadan 8, 1427H, comresponding to September 26, 2004, The Campany is
engaged in the development of real estate in the economic or other zones and other development
activities including infrastruclures, promotion, marketing and sale of land within development
areas, transfer/Tease of land, development of buildings/housing wnits, construction on behalf of
other parties. The main activity of the Company is the development of the King Abdullah
Economic City (KALC).

The registered office is Jocated at the following address;

P. O. Box 8299

Amir Sultan Street
Jeddah 21482

Kingdom of Saudi Arahia.

The Company has investments in the following subsidiaries which ace primarily involved in
development, investments, marketing, sale / lease, operations and maintenance of propenies and
establishiment of companies. The Company and its subsidiacies constitute “the Group™.

Country of Yearof Effective
Name Incorporation incorporation owncrship interest
2004 2013
Econemic Cities Investments Holding Kingdom of Saudi
Company (ECIIIC) Arabia 20100 00% 0905
Industrial Zones Development Kingdom of Saudi
Company Limited {IZDCL} Arabia 2011 08% 1060%%

Feonomic Cities Real Estate Operation
and Management Compeny Limited Kingdom of Saudi

{REOM) Arahia 2013 08% 8%
Economic Cities Fioneer Real Eslate

Management Company Limited Kingdom of Saudi
{(REM) Arabin 2013 55% 98%
Econpmic Cilics Keal Eslate

Development Company Limited Kimgdom of Saudi
(RED) Arabia 2N3 95% 98%



EMAAR THE ECONQAMIC CITY
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended Deceinber 31, 2014

2

BASIS OF PRESENTATION

Statement of compliance

These consolidated financial statements have been prepared in accordance with the accounting
standards generally accepted in the Kingdom of Saudi Arabia issued by Saud{ Organization for
Cerlified Fublic Accountants (SOCPA),

Functional and presendation currency

These accempanying consolidated financial statements are presented in Saudi Arabian Rivals
{SR) which is the functional corrency of the Group. All financial infonnation presented in SR has
been rounded to the nearest thousand.

Aecounding convenilon

The consolidated Financial statements have been prepared under the historical cost convention
modified to include the measurement at fair value of avaitable-for-sale financial assets and assets
classified a3 hebd for disposal using accrual basis of accounting and going concern assumption.

Lise of estimates and judgenienis

The preparation of consolidated financial slatements requires management to make judgments,
estimates and assumptions that attect the application of policies and reported amounts of assels,
liahilitics, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revistons Lo accounting
estimates are recognized in the year in which the estimates are vevised and in fiture years
alfected. The key areas reguiring significant management judgments and estimates are as fallows:

Classification of fnvestment properiies

The Group determines whether a property qualifies as investment property. In making its
judgment, the Group considers whether the property generates cash flows largely independent of
the other assets hald by the Group.

finpairment of accounts receivable

An estimate of Ihe collectible amount ef accounts receivable is mede when collection of the full
amount is no longer probable. For individually significant amounts, this estimation is performed
on an individual basis. Amounts which are not individvally significant, but which are past due,
are assessed collectively and an allowance applied according to the length of time past dus,

Cost fo complete the projects

A= part of application of percentage of compleiion methed on contract accounting, the cost to
complete the project is eslimated, These estimates include, amengst ather items, the constructicn
costs, variation erders by conlractors and the cost of meating other contractual obligations to the
customers. Such estimates are revipwed at regular intervals. Any subsequent c¢hanpes in the
estimated cost to complete may affect the results of the subsequent periods.

frupairment on asseis classified as eld for disposal

Assels classificd as held for disposal are assessed for impairment st vegular intervals in order to
reflect adequate recoverable amount in the consclidaled financial statements, based on the
prevailing market value oblained from professionals involved in the sale of these assets.



EMAAR THE ECONOMIC CITY
(A Saudi Joint Steck Company’}

MOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
for the year ended December 31, 2014

2.

BASIS OF PRESENTATION {continued)
Use of estimates and judgements {continued)

Long-term provision

Long-terim provision is assessed periodically based on excess ¢osis to be incurred in providing
propecty and ¢ity maintenance services to residential customers, to reflect the probable outflow of
resources required to settle the obligation.

Lsefil lives of praperty and eqiiipment

The management detennines the estimated useful lives of properily and equipment for calculating
depreciation. This estimate 13 determined after considering expected usage of the Assets and
physical wear and tear. Management reviews the residual value and useful lives annually and
change in depreciation charges, if any, are adjusted in current and future petiods.

fpairmend of properiy and eqiipmeant and investiment properiy

Property and equipment and investment properly are reviewed for impainment whenever events
or changes in circumstances indicate that the carrving amount of Ihese assets may not be
recoverable in part or full Whenever the carrying amount of these nssets exceeds iheir
recoverable amount, an impairment loss is recognized in the consolidated stateiment of income.
The recoverable amount 1% the higher of an asset's net selling price and the value n use. The net
selling price is (he amount obtained from the sale of an asset in an arm's length transaction while
valuz in use is present valne of estiated future cash flows expected to rrise from the continuing
use of an asset and from its disposal at the end of its uselul Life.

Reversal of impairment losses recognised in the prior petods are recorded when there 5 an
indication thal the impairment Josses recagnised for the propeny and equipment and invesiment
property no longer exist or have reduced.

Tiipairsment of available for sede inveshments

The Group exercises judgement Lo consider the impairment of available for sale investments as
well as their underlying assets. This includes the assessment of objective evidence which causes
other than temporary decling in the value oF investments, Any significant and prolonged decline
in the fair value of equity invesiment below its cost is considerad as objeclive evidence For 1he
impairment. The determination of what is 'significant’ and ‘prolonged’ requires judgement. The
Group alse considers impairment testing to be appropriate when there is evidenee of deterioralion
in the financial health of the investee, industry and seclor pecfommance, changes in technology,
and operational and financing cash flows,

fmpairment of other nan-financial assets

The Group assesses, af each reporting date or more frequently if events or changes in
circumstances indicate, whether there is an indication that an asset may be impaired. [F any
indication exists, or when annual impaitment testing for an assel is required, the Group estimates
the pssel's recoverable amount, which is higher of fair value less cost to sell and its value in use,

ioing concern

The Company’s management has made an assessment of its ability [o continue as a peing concem
and is satisfied that it has the resporces o continoe in business for the foreseeable future,
Furthermore, management is not aware of any material wncenginties that may cast significant
doubt upon the Company’s ability to continue as & going concern. Theretore, the financial
statements continue to be prepared on the going concem basis.

1



EMAAR THE ECONOMIC CITY
{A Saudi Joint Steck Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the vear ended December 31, 2014

3

SIGNIFICANT ACCOUNTING POLICIES

The following significant accounting policies have been consistently applied by the Group for the
preparation of these consolidated financial statements;

Basis oF conselidation

These conselidated financial slatements includs the fingneial statements of the Company and its
subsidiaries as set out in note 1. Investment in an equity accounted investez is accounted for using
the equity method.

Subsidiaries

Subsidiaries are entities controlled by the Company. Cantrol exisls when the Group has the
power to gavern Ihe financial and operating policies of an entity so as to obtain benzfits from its
activities. In assessing control, potential voting rights that presently are execrcisable are taken inlo
acequnt, The fAnancial slatements of subsidiaries are ncleded in the consolidated financial
statements from the date that control commences until the date conirol seages,

All intra-group balances and financial transactions resulting from transactions between the
Company and the subsidiaries and those arising bebween (he subsidiaries are eliminated in
preparing these consolidaled financial statements. Also, any unrealized gains and losses arising
frem intra-group transactions are eliminated on consolidation.

Non-contraliing interests

The Group applics a pelicy of treating transactions with non-comtrolling interest as transactions
wilh parties external to the Group. Disposals to non-controlling interests, if any, result in pains
and losses for the Group that are recerded in the consolidated statement of income if contrel is
lost. Purchase of non-controlling interest results in goodwill, being the difference belween any
consideration paid and the refevant share acquired of the camying value of net assets of the
subsidiany,

Cash and cash equivalenis
Cash and cash equivalents comprise cash in hand, cash with banks and other short-term highly
liguid investments, if aoy, with eriginal maturities of three months or less.

Accounts receivable

Accounts receivable are stated at original invoice amount less allewance for any uncolleciible
amounts. An estintate for doubtful debls is made when collection of the full amount is no longer
probable. Bad debts are written-off as incurred.

Development properties

Propertics acquired, constructed or in the course of construction and development for sale are
classified as development properties. Unsold properties are stated al the lower of cost and net
rcalizable value, Sold properties in the course of development are stated at cost plus attributable
prafit less progress billings. The cost of development properties includes the cost of land and
other related expenditure which is transferred to development properties 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 cost ol completion and costs to be incurred in selling
the propaity.



EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company}

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Far the year ended December 31, 204

3

SIGNIFICANT ACCOUNTING POLICIES (continued)

Development preperties (continued)

The property is considered to be completedd when all related activitics, including the infrastructure
and facilities fer the entire project, have been completed and handed over and title is transferred.
At that stage, cost, attributable profit and progress billings are eliminated from development
properties. Management reviews the carrying values of Ihe developmient properties at each
reporting date.

Investment properties

Properties held for rente! or capital appreciation purposes as well as those held for undetennined
future use are classified as investment properties. Investment properties are carried at cost less
accumulated depreciation and impairment losses, if applicable. vestment properties include
buildings which are depreciated on & straight line basis over the estimated usefud life of 30 years.

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 1o sell,
Such transfers are made at the carrying value of the properties at the date of transfer.

Praperty and equipment

Property and equipment is stated at cost less accomulated depreciation and any impairment in
value. Freehold land is not depreciated. The cost less estimated residual value of property and
equipment is depreciated on a straight line basis over the following estimated useful lives of (he
asgets,

Years
Buldings 20-30
Furniture and fixtures 4
Motor vehicles 4
Heavy equipment and machinery 510
Leazehold improvements 2
OFfice cquipments 3
Infrastructure assets 1G-30

Fxpenditure for repair and maintenance are charged to the consolidated statement of income.
nprovemenls that increase the value or materially extend the useful life of the related assets are
capitalised. Interest on long term loan that {s directly related to qualifying property and equipment
is eapitalised.

Investment in an equity accounted investee

The Group’s investment in equity accounted investee represents invesiment in those entities over
whose activities the Growp has jeint control, cstablished by contractual arrangements and
eequiring unanimous consent for sleategic financial and operating decisions. This also includes
those entities in which the Group has significant influence, but not control, over the financial and
operating policies, generally accompanying a shareholding between 20% and 50% of the voting

Tights.



EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company}

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2014

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Investment in an equity accounted investee (eontinued)

Tnvestment in equity accounted investee is accounted for using the equity method of accounting
tegether with aoy long-term interests that, in substance, form part of the investor's net investment
in the cquity accounted investes, Under the equity method, the investment in the equity aceounted
investee is carried in the balance sheet at cost plus post-acquisition changes in the Group’s share
of net assets of the equity accaunted fnvestee less impainment loss, ifany.

When the Group's share of losses excoeds its inlerest in an equity accounted invesiee, the
carrying amount of Group's investment is reduced to nil and recognition of further losses is
discontinued except to the extent 1hat the Group has incurred legal or consiructive obligations or
made payments on behalf of an equity accounted investee,

Dreferred costs

Deferred costs includes all costs and expenses incarred during the current period and have the
Future economic benelits. Such costs are amorlized using the straight-line method over the related
econonic benefit pericds not exceeding seven years.

Non-current assets held for dlspasal

MNon-cumrent assets that are classified as held Tor disposal are measurad at the lower of their
carrying amount and fair value less costs to sell. Assets are transferred to noo-curcent assets held
for disposal when it is expected Ihat the camrying emount will be recovered principally through
disposal rather (han from continuing use. For this to Be the case, the asset must be available for
immediate dispesal in its present condition subject only to terms that are usval and customary for
disposals of such assets and its disposal must bz highly probable,

Acvounis payable and aceruals

Liabilities are recognised for amaunts to be paid in the future Far services received or when risks
and rewards associated with the goods are transferred to the Group, whether billed by the supplier
or net.

Loans and berrowings

Loans are initially recognised at (he Fair value of the consideration recelved less directly
attributable transaction costs. After initial recognition, interest bearing loans and bomowings are
subsequantty measurad at amortised cost using the effective interest rate method.

Deferred contribution

Daferred contribution represents mmcunts received from customers in respect of infrastruciure
gssels and !and, which are recopgnised as an obligation to provide access to the properties sold.
The obligation, which is measured with reference te the contributions received, is then amortised
over the useful life of the infrastroclore assets lor the poridon that relates to infrastructure assets
and deducted from depreciation upoa transfer of risks and rewards of land for the portion thar
relates to 1he transfer of kand,

Emyployees' end of service benefits

Provision is made for amounts payable under the Saodi Arabian lasbour law applicable to
employvees' accumulated periods of service at the consolidated balance shear date,

10



EMAAR THE ECONOMIC CITY
(A Saudi Joint Stock Company)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2014

3

SIGNIFICANT ACCOUNTING POLICIES {continued)

Segment reporting

A business segment is & group of assels and operations engaged in providing products or services
that are subject to risks and retuns that are different from those of oiber business segments. A
geogeaphical segment is engaged in producing products or services within a particular economic
environment that are subject to risks and returns that are ditferent from (hose of segments
operating in other ceonomie envirenments. Currently, the Company is principally involved in
sale of plots and apartments and villas in KAEC and involved in providing certain ancillary
services such as hospitality, education and leise, which are not sigoifteant o the entire
Company’s business. Accordingly, the manapement believes that &t this siage, the Company’s
business activiny falls within a single business segment which are subject (o same risks and
raturns 2nd pon-disolosure of segment information may not alfect the decisions of the users of
these conselidated financial statements.

Provisions
Provisiens are recagnised when the Group has an ebligation (legal or constructive) arising from a
past event, and Ihe costs to settle the obligation are both probable and can be measured reliably,

Revenue recopnitlon
Provided it is probable that the economic benetits will Aow to the Group and the revenue and
cosls, if applicable, can be measured reliably, revenue is recognised in the consolidated statement
of income as follows:

Sale of praperty
Revenue on sale of plots of land is recognized on the besis of the full accrual method as and when
all of the following conditions are met;

a) asaleis consummated and contracts are signed,

b)Y  the buyer’s invesiment, to the date of the consolidated financial statements, i3 adequate to
demacnstrate a commitment to pay for the property,

¢)  the Group's receivable is not subject to future subordination;

d) the Group has transferred to the buyer the usual risks and rewards of ownership in a
transaction that is in substance a sale and does net have a substantial continuing involvement
with (he praperly; and

¢ work to be completed is both easily measurable and accrued or is not signiticant in relation
to the averall value of the eontract.

Revenue on sale of apartments and villas is recognized on the basis of percentage of completion
a5 and when all of the following cenditions are met;

a)  the buyer's investment, to the date of the conselidated financial statements, is adequate (2094
and above) to demensirate a commitment to pay for the propery;

by comstruction is beyond a preliminary stage, The engincering, design work, constroction
contract execulion, sike clearance and building foundation are finished,

¢} the buyer is conunitted: the buyer is unable to ¢laim a refund except for non-delivery of the
unit; and

d}  the aggregate sales procesds and costs can be reasonably estimated.



EMAAR THE ECONOMIC CITY
{A Saudi Joint Stock Company)

NOTES TO THE CONSCLIDATED FINANCIAL STATEMENTS
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R

SIGNIFICANT ACCOUNTING POLICIES {continued)
Revcnue recagnition (continued)

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

Services

Revenue from rendeting of services is recognized when the cutcome of the transaction can be
estimated reliably, by reference to the stage of completion of the transaction ar the consolidated
balance sheet date,

Hospitality revene
Revenue from hotel accommodation, food and beverages and other related services are
recognised, net of discount and municipality fees on accrua) basis when (he services are rendered.

Sehaod revente
Tuition, registration and other fecs are recognized as income on accrual basis.

Murabaha terin deposiis with banks
Income on Murabaha term deposits with banks is recogiised on effective yield basis.

Cost of revenue
Cost of revenue includes the cost of land, development and other service related costs.
Development costs include (he cost of construetian,

The cost of revenues in respect of apartments and villas is based on the proportion of the
development cost incurred to date rebsted to sold units 10 the estimated total development costs
for each praject.

The cost of revenues in respect of Jand sales inclugdes cost of land.

The cost of revenues in respect of hotel and schoo! is based on actual cost of providing the
SeT¥ices.

Expenses
Selling and marketing expenses are those that specifically relate to the sel ling and marketing
activities of the Group. All other expenses are classified as general and adminisiration expenses.

Borrowing casts

Borrowing costs 1hat are dirsetly atiributable to the construction of an asset are capitalised using
capitalisation rate up to the stage when substantially all the activities necessery to prepare the
qualifying asset for its intended use are completed and, thereafter, such costs are charged to the
consolidated statement of Income.

Operating leases
Opetating lease payments are recognized as an expense in the consolidated statement of income
on a straight line basis over the lease term.
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3.

th

SIGNIFICANT ACCOUNTING POLICIES {continued)

Zalkat
Zakat is provided for in accordance with Saudi Arabian Departiment of Zakat and Income Tax
{DZ1T ) regulations. The provision is charged to the consolidated statement of income.

Foreign currencies

Transactions in foreign currencies are recorded in Saudi Arabian Rivals at the rate of exchange
ruling at the date of (he transaction. Monetary assets and hLabilities denominated in Foreign
currericies are retranslated at the rare of exchange ruling at the balance sheet date.  All differences
are lgken to the consolidated statement of income.

Mon-monetary items measured at historical cost denominated in a foreign currency are translated
al the exchanpe rate at the date of initial recopnition.

Qffsetting

Financial assets and liabilities are offset and the net amouant reported in the consolidated balance
sheet onby when thers is a legally enfocceable right to offset the recognised amounts and there s
an irention to settle on a net basis, or to realise the assets and settle the lisbility simultanecusly.
income gl expense is not offsel in the consolidated statement of income unless requircd or
permitted by generally accepied accounting principles in Kingdom of Saudi Arabia.

CASH AND CASH EQUIVALENTS

2014 2013
{SR'D (SR 000)
RBank balances and cash 1,373,244 84,040
Short-term Murabaha deposits (note 5) 639,000 2,688,000
1012944 2,772,040

MURABAHA TERM DEFOSITS WITH BANKS

Murabaha term deposits with banks represents funds placed with commercial banks at market
rates and comprised the following:

2014 2013
(SR'000) (SR000)
Murabaha deposits 1,511,655 2,949 62§
Less: short-term Murabaha deposits (note 4) 639,000 2,683,000

872,485 261,828
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8.

.1

ACCOUNTS RECEIVABLE AND OTHER CURRENT ASSETS

2014 2013
{SR'0DO)} (SR 000)

Accounts receivable (note 6.1) 185,733 118,245
Commission receivable on Murabaha e deposits 3159 ENEE
Advances to suppliers 18,730 KRN
Prepayments 6,172 4,553
Margin on lener of credits 443 5610
Amount ce from aftiliates (note 15} 89 168,240
Orher current assels _ 11,131 3,949

225,487 313,652
Accounts receivable

2014 2013
(SR000} (SR7000)

{iross accounts receivable 183,752 121,937
Allowance for doubtful receivahle {3,019 {2,692)

185,733 119,245
The ageing analysis of accounts receivable is as follows:

Above three
eatted tips do Six
Eip to three manths pianths Above six months Tatal
SR™00

Deeember 31, 2014 88,131 13,106 11,515 188,752
December 31, 2013 42,110 20,629 59,1498 121,937

Receivables are secured by premissory notes and bank guarantess wherever applicable { note 28).
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7. DEVELOPMENT PROPERTIES

2014 2013
{SR'000) (SR™O0D)
Cost incurrad to date 2,458,793 1,806,654
Properties under construction {not: .13 {679,335) {746,836)
Properiies corpleted (note 8.1) (552,114} (216,992}
Transfer from investment properlies, net {(note £.2) 158,258 102,090
1,385,602 044,816
Attributable profit 2,385.478 1,379,074
Less: progress billings (2,491,373) (1,220,824)
Less: provision for development properties {7.014%) (7.328)
1,271,562 1,055 B8

Drevelopiment properties represent costs incurred to-date on projects under progress at KAEC,
intended to be sold, and costs incurred to-date plus aitributable profit / {loss} on sold properties
less progress billings made in respect of sold properties under development.

Development properties alse include plots of land, amounting to SR 455 million {2013; SR 296.5
million) which have been identified by the management to bz sold in Iheir present condition.
Accordingly, these have been reclassified from investment propetties to development properties.

8, INVESTMENT PROFERTIES

8.1 The investment propetties include the following;

2014 2013
(SR'000) (SR'000%
Greanfield land and associated cost fnote 7 & 8.2} 3,145,733 3328472
Properties under conslruction {note 5.3)

- Balance at Jangary | 746,836 833,074
- Cest incurred during I1he year 161,593 75,754
- Transfetred 1 praperties completed (329,004) {216,952
579,335 746,836

Properties compleled : .
- Cost 852,114 216,992
- Accumulated depreciation {15,544) (7,237}
536,570 209,755
4,364,625 4,285,063

13
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8.1

B3

INVESTMENT PROPERTIES (continued)

A greenfield tand measuring approximately 168 million square meters has been earmarked for the
master development of the KAEC, This inciudes land measuring approximately 37 millien squarz
meters which was conlributed by a shareholder as part of its capital contribution for an agreed
sum of SR 1,700 mitlion in liew of shares of the same value in the Company {note 20).

Greenfield land measuring 10.5 million square meters has been principally earmarked for lease lo
industrial customers. The specific allocation of the greenfield land to be used by different projects,
which cauld be for sale or rental, has not yet been compleled. Therefore, the greenfizld tand and
associated costs amaunting to SR 3,149 millien (2013; SR 3,328 million} has been classified as
investment property. No depreciation has been charged as these comprise only freehold fand.

The movement in the Greenfield Land and associated costs is as follows:

2014 2013
(SRMIHY (SRDO0)

Balance at fanuary 1 3,328,472 KIR YR
Less:

- transfer to development propertics upon changs in use

(note 7) {158,258) (102,00
- transfer to property and equipment (note %) (22,547 -
- sale to an associate - (57,955
- land contribution .- (BB,500)
- transfer from properies under construction (note §.2) 1,068 -
Balance at December 31 3,148,733 3,328472

Greenfield Land includes 24.7 million sqm pledged in favour of Ministry of Finance against a
long-lerm laan of SR 5,000 million (note 16.1).

Properties under construction comprise of building and related land and aecordingly, no
deprecintion is charged for Ihe year,
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%, PROPERTY AND EQUIPMENT

Heavy Capita)
Freehald Leasehold  cquipment &  Fumiture & OHlice Motor  Infrastructure  work in
land Buildings improvements machinery Fiactures cquipmment  vehicles Assely progress Tatal
(SR000)  {SR'000} {SR° 000} (SR 000 (SED0) (SR™000) (SR 000} (SR00H (SR000) (SR 000
Cost:
Al the beginning of the year 50,571 261,919 25,180 18,293 26,915 G868 1 4,805 1345444 2027294 4,430,112
Additions - - 2,493 1,844 1,711 10.244 383 - 836,001 2,771
Transfer from investraent
properties {note 8.2) 22,549 - - - - -- -- - - 22,549
Borrowing cost - - - - - - - — 55.%46 55,046
Transfer in/f(out) - [65.346) 183 (378) 17,409 - - 218859 (170.727) -
Drisposals -- - - - (1B} - {245) - - {843}
Al the cnd of the year _TI0 796,573 27,870 19.75% 46,015 T0025 4343 1564303 2,708,604 5410515
Depreciation:
At the beginning of the year - 122,232 22504 12,000 17,503 oz 3.092 77563 - 294,611
Charge for the year (note 9,13 —- 24,231 2,204 484 46,919 12,046 677 50,538 - 104,399
Dhsposals - - - __ - {15} a (845 - - {863}
At the end of the vear _ - [46,463 24713 13.454 24 404 31,758 2,924 _ 134,401 _ - 598,147
Net book values:
At 31 December 2004 73,120 G510 J157 6275 N.614 28.147 1419 1429902 2. 798604 S.H2.365
At 3] December 2013 50,571 739,687 2030 6,293 9413 25,069 1.713 1267881 2027294 4,135,501

Frechold tand includes land amounting ta 3R 70 million related ko infrastructure assets,
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0.

9.1

9.2

11

FROPERTY AND EQUIPMENT (continued)

Diepreciation

2014 2013
{SR'000) (SR 000)
Charged during the year 104,399 73,368
Amortisation of deferred contribution (nete 17) (48,556) {42,055}
55,543 33313
Charged to cost of revenue {27470 (5,850
28,073 26428

Capital work in progress mainly represents conslruction ¢osts in respect of the infrastructure and
other projects at the King Abdullah Economic City.

INVESTMENT IN AN EQUITY ACCOUNTED INVESTEFE

2014 £013
{SR "000) (SR 000)
Investment 2,487,510 235,930
Purchase of shares from olher sharehalder 117,480 --
Additional capital contribution -- 1,185,300
2,605,000 1,419,280
Share of profit from equity accounted investez 20,799 1,760
Elimination of share of profit an sale of land and
commission income from equity accounted investee {287,714) (39.761)
2,338,055 1,381,279

On Jumads Awal 14, 1431H (corresponding 1o Apeil 29, 2010, the Port Development Company
(PDC}, 8 closed joint stock company was incorporated in the Kingdom of Saudi Arabia, which
will be enpaped in development, operation and maintenzmee of the King Abdullah Part at KARC
{the Port).

During 2011, the shareholders of PDC entered into an agreement whereby, the shareholding
sttveture and funding mechanism of PDC wes agreed. As per the terms of apresment, the
Company's sharehelding in POC was apreed to be 34%.

During the year ended December 31, 2012, to contribute a part of the equity fnding under the
agreement, the Company invested SR 145 million in the form ol land, infrastructure and other
development cost.

On October 8, 2013 the shareholders of PDC had resolved to increase the shareholdings of the
Company 1o 74% by converling additional capital contribution to equity in PDC. Coensequently,
the land of SR 200 million contributed as part of equily funding during the period ended March
31, 2013 had been reclassified as receivable from PDC (note 13).

13
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1

1.

11,

INVESTMENT IN AN EQUITY ACCOUNTED INVESTEE (continued)

Cn April 16, 2014 the sharehalders of PDC have amended the shar¢holders agreement of October
8, 2013. As per the revised tenns, the Company has purchased 11,748,000 registered shares st par
in PDC from ather shareholder for a cash consideration of SAR 118 million. Accordingly, the
Company’s sharcholding in PDC has reached to 51%.

The Coempany alse invested cash of SR 1,701 million including SR 1,068 millior provided during
the year ended Dccember 31, 2014, Additional capital contribution also includes SAR 640
million which has been reclassificd from loan to an equily accounted investee under the
agreement dated October 8, 2013, The legal fonmalities in respect of conversion of additional
capilal contribution of S8R 2,252 million to equity have been completed on July 17, 2014 that
consequently reduced the Company”s sharehalding in PDC 1o 50%.

Pursuant to the terms of the revised agreament, the shareholders of PDC have concluded that they
have joint control over PDC and hence the management of the Company has reclassified the
ivestment in an associate to “lnvestment in an equity accounted investee”, with no financial
impact on consolideted balance shest and statement of income,

Furthermore, as per terms of the revised agreement, the Company has alse provided a corporate
guarantee to a commercial bank, amounting to SAR 269 million, limited to its revised
shareholding percentage in PDC, to allww PDC to secure Shariah compliant commodity
Murabaha factlity to partielly finance the conslruction cosis of the Port.

DEFERRED COSTS
2014 2013
(SR'00D) {SR00M
Dreferred costs 5,787 -
Less: amartisation L 1,674 -
7,113 -

ASSETS CLASSIFIED AS HELD FOR DISPOSAL

The Group has identified certain assets amounting to SR 101 million (2013: 101 millien) which
are to be disposed off in line with the sirategic business plans of the Group. Accordingly, these
gssels are classified as held for disposal. During the year ended December 31, 2014, these assets
have been reviewed for impainment and management ascertained that no further impainnent is
required.
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L3

H.

14.1

SHORT-TERM LOANS

As at December 31, 2013 the Group had an outstanding short-term loan amounting to SR 29
miilion from a commercial bank 2t prevailing market rates which has been paid during the year
endad December 31, 2014,

ACCOUNTS PAYABLE AND ACCRUALS

2014 2013
(SR’ 000 (SR000)

Accounts payable 156,091 213,57

Advance from customers 1574041 14,626

Cantract ¢ost accruals 160,935 112,498
Amount to be donated for charitable

puproses {note 14,13 HLU83 70,484

Accrued expenses and other payables 139,568 88,355

Amaunts due to affiliates {note 15) 2,523 2,517

Retentions payable 78,509 27442

Zakal payable (note 25) L 57291 36,959

853,588 656,450

The Board of Directors decided in 2006 0 donate the 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. Commission
earited on this deposit is added 1o the amount to be donated for charitable purpases,

RELATED PARTY TRANSACTIONS AND BALANCES

Related party transactions mainly represent services, expenses and other transactions which are
undertaken at mutually agreed tenns and approved by the managemenl.

In addition fo the disclosures set out in note 10 significant related party Iransactions for the year
ended December 31, 2014 are deseribed as under:

0
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15. RELATED PARTY TRANSACTIONS AND BALANCES (continued}

Related party  MNature of lransaclign

Affiffetes Advances
Sale of Land
Commission ingcgme
Expenses incurred by
affiliates on behali of the
Omup
Expenses Ingurred by Group
on behalf ol an affiliate
Services provided to the
Group
Purchase from affiliates
Sale of properies

Key Remuneralion

J'HGJ'IHEEH‘.FL’HI

personief Sale of properties

Roard of Meeling fee

Direcrars

Sale of propertics

14, LONG-TERM LOANS

Balance at January |
Addition
Interest for the year

Less: current portion of long-term loan

Balanee at December 3]

Xl

2014 2013
Balance
Balance receivabl
Amount of  receivable/ Amourt of g!
transactiogn (parable} ransaction  {payable)
{SR"000) (SR™O00Y (5SRO0 {SR000)
- - 17,808  (50,000)
Te0,000 - 200,000 200,000
— - 11,510 18,151
6 (349) {343)
- 59 59
- 2,14 (2, 1)
T3 -
133,650 342,167
21913 (14,737 8,673 -
45843 35 2,11
2,525 (2,51%5) 2,505
24,430 1,634 9,661 354
2014 2013
00D SR000
524,780 5187811
150,004 -
106,391 106,978
&,131,180 5274789
753,365 --
5377315 5,274,788
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I6.

LONG-TERM LOANS (continued)

16.1 During 2011, the Company received a loan of SR 5,000 million from the Ministry of Finance

i6.2

16.3

17

18.

{Mof} for the development of KAEC. The loan is secured against pledge of 24.7 miilian sqm of
the Greenfield Land {note 7.1} and carries annual commission at commercial rates and is
repayable, with a three yvears yrace peried, in seven annual instalments commencing from June 1,
2013, The lean balance as at December 31, 2014 also includes acerved commission amaunting to
SR381 million (2013: 5K 274.8 million),

During the year ended December 31, 2014, the Company has signed an lslamic facility agreement
with a commercial bank for SR 2,000 million Murabaka liquidity finance facility that carries
commission at commercial rates. As per the terms of the agreement, the loan is repayable in cight
bi-annual instaliments from June 30, 2018 to December 31, 2021, The loan is secured against the
pledge of shares of the Company in PDC and an order note for SR 2,500 millien.

During the year ended Dacember 31, 2014, the Company has signed a facility apgrezmuent with a
commercial bank for SR, 1,000 million (hat carries commission at commercial rates, As per the
terms of Ihe agreement, the loan term is door (o door 8 years with 3 years grace peried. In order
ta comply with the Sharia principles, an additional facility of SR 230 million has been arranged
by the same bank linked to the first facitity, (o permit the rollover (repayment and drawdown) so
that the full SR 1,000 million is avaitable to the Company for the first 3 years of the loan. The
lean is secured against grecn field land at KAEC and an order note for SR 1,250 million.

DEFERRED CONTRIBUTION
rd (] I 2013
SR'000 SR'000
Balance at January 1 5312152 245,495
Collections during the year 470,486 J2RBI12
Amortisation during the vear {note 9.1) . {43.856) {12,055)
Balance at December 31 053,882 532252

LONG-TERM PROYISION

The Compay has contracted with its residential customers to provide property and city
maintenance services, The costs of providing these services, over the uscful life of the residential
units, ta its residential customers is expected to be higher than the fee or charges that the
Company will be able to charpe to its residential customers. Accordingly, a provision has been
made for the excess costs. Such provision is reviewed at each balance sheet date and appropriate
adjustment is mede to account for change in the estimated excess costs, if any.

a2
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9.

20.

21,

21,

EMPLOYEES' END OF SERVICE BENEFITS

2014 20]3
SR'000 SKET000
Opening balance 12,380 2N
Frovision for the year &,648 5,054
Payment made during the year {1,738) [1,485)
Closing balance 16,990 12,080

SHARE CAPITAL

The authorized, issued and fully paid share capital of the Company is as follow:

2014 2013
Number of Namber of
shares (SE'000 shareg (SR8}
Issued for cash 680,000,000 6,500,000 H50,000,000 6,800,000
Issued for consideration in kind
(note B.1) __170,000,000 1,700,000 170,000,000 1,700,000

330,000,000 8,500,000 850,000,000 3,500,000

EFFECT OF REDUCING THE OVWNERSHIP PERCENTAGE IN SUBSIDIARY

During 2013, the shareholders of IZDCL. resolved to change the effective shareholding interest of
the Company in 1ZDCL to be 98% in line with other group entities. The tegal formalities in this
respect have been completed during the year ended December 31, 2014, Consequently, the
Company held 4,950 shares representing $8% effactive sharehelding in IZDCL's share capital,
eompared o its previous sharehelding of 100% effectve shareholding in 1ZDCL’s capital, prior
to the transaction,

Due to the decrease of the Company's shareholding in 12DCL, the Company’s share in 1he net
assel of IZDCL has decreased and amount equivalent to SR 86,370 was recognized as an wn-
realised loss under cquity.

REVEXUE
2014 2013
(SRM000) (SRQ00)
Sale of properties 048,474 754,613
Cthers 115,868 78,519
1,064,342 333,452

23
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23}.  SELLING AND MARKETING EXPENSES

2014 2013
(SE'100) (SR{000
Employes costs 14,435 14,215
Branding and faunch expenses 55,066 30,630
Advertising and promaotionsl expenses 15,957 11,1687
Sales commission 1217 2,837
Others _ 2,310 1,654
95,008 62,203
24, GENERAL AND ADMINISTRATION EXPENSES
2014 2013
(SROB) (SE000)
Emplovee costs 115,410 74,899
Facility and city management services 4,057 13,994
Professional charges 32855 22,564
Rent 510 4311
Repairs and maintenance 2,154 13,387
Communication and office expenses 6,005 4,567
Others 10,867 8,037
176,438 146,759
25, ZAKAT
a) Charge for the year
i Zakat charge for the year ended December 31 comprises the fallowing:
0H 2013
{SR'000) (SR00M)
Cutrent & prior year 26,600 3Ll
ff}  The significant components of Zakat base for the year ended December 31 are as
fallow:
2014 2013
(SR*0:0) fSR000)
Equity and provisions 20,939,552 16,208,096
Book value of long term asscts 20,269,831 (16,305,151}
660,751 (97.055)
Zakatable income for the year 382,937 397,358
Zakat base 1,052, 687 397,363

M
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25,

ZAKAT (continucd)

b)

t)

Accrocd Laka

The movement in scerued zakat during the yvear ended December 31 is as follows:

2014 2013
(SE*000) {(SR'00M
Balance at beginning of the year 36,959 11,371
Add: Charge for the year 26,600 3L112
Less: Payments during the year (6,268) (5,524}
Balance at end of the year 57.291 36,959

Status of assessments

The Company has fited the Zakat returns up Lo the year 2013 and obtained restricted Zakat
certificates.

The DZIT issued Zakat assessments for the years 2006 to 2008 and claimed additional Zakat
and wilthholding rax differences of SR 90.4 million in addition to delay penalty. The case
was transfesred to the Higher Appeal Committee (HAC) which requested some additional
documents which were provided by the Company. In compliance of the appeal procedures
#nd without admitting the liability, the Company submitted 3 bank guzrantee and paid under
protest the withholding tax differences. The HAC issued a decision supporting the DZIT.
The Company will appeal apainst the HAC decisions at the Burean of Grievance. The
Company is of the view thal given a fair review of the assessments, their view miay prevail.
No provision is made for the additional Zakat and withholding tax ligbility in these financial
statements.

The DZIT issued Zakat assessment for the years 2009 to 201 | and claimed additional Zakat,
wilhholding tax and delay penalty differences of SR 64.7 million. The Company has fited an
objection against this assessment and submitted the documents supporting the oljection. The
Company is of the view that given a fair review of the assessments for the years 2009 1o
2011, their view may prevail for most of the items under objection. On prudeace basis, the
Company niade a partial provision of SR 26.6 million during 2013.

ECIHC and [ZDCL have fmalized their Zakat status up to the year 2011 and have also filed
the Zakat return for the year 2012 and oblained an unresiricted Zakat certificate. The filing
of the zakar return for the year 2013 is in progress.

REOM, REM and RED are incorporated during the year ended December 21, 2013 and

were not subject to Zakat. |lowever, these are currenuly in the grocess of repistration with
BZIT.

25
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26.

2%

25

EARNINGS PER SHARE

Eamings per share on profit from operations are calculated by dividing the profit from aperations
with the weighted average number of erdinary shares in issue during the vear.

Eamings per share on net income are calculated by dividing the net income with the waighted
rverage number of ordinary shares in issue during the year. The calenlation of diluted carnings
per share is not applicable to the Group.

OPERATING LEASES

Operating lease commitnients - Group as lessee

The Group has operating leases for office space, residential units and equipment. The leascs are
renewable at the expiry of lease period. The Group’s obligation under the cperating lease is as
follows:

2014 2013
{SR'000) (SRO00)
Within one year 1,404 4,022

Operating lease comnitments - Group as lessor

The Group has entered inta leases on its invesiment property portfolio. The fidure minimum
rentals receivable under non-cancellable aperating leases centracted For as at 1he repoding date
but not recognised as receivables, are as follows:

2014 2013
(SR'000) (SR*000)
Withitt one year 8,492 21,509
After one year but not more than five years 140,758 79.386
More than five vears §54.119 316,322
133,569 417617

RISK MANAGEMENT
The Group is exposed 1o market, credit and liguidity risks.

The Graup's managemenl oversees the management of these risks. The Group's financial risk-
laking activities are governed by sppropriate policies and procedures and that financial risks are
identified, measured and managed in accordance with Group policies. The Board of Directars
reviews and agrees policies for managing each of these risks which are swnmarized below:

Marketi risk

Market risk is the risk that the fair value or future cash flows of a finencial instrument wilt
Muetsate because of changes in market prices. Financial instruments affected by market risk
inciude loan from Ministry of Finance and commercial bank and Murabaha deposits. Market
prices comprise of cemmission rate risk and currency risk as stated below.
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28. RISK MANAGEMENT (continued)
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Market risk {continued}

Comnission rofe risk

Commisston rate risk is the risk 1hat the fair value or future cash fows of a financial instrument
will fluctuate because of changes in market commission rates. The Group’s exposure to the risk
of changes in market commission rates relates primarily to the Group’s commission bearing bank
deposits and loan from MoF and commercial banks. The Group imanages its commiission rafe risk
by monitoring changes in commission rates in the currencies in which its commission bearing
liakilities and assets are denominated.

Crirrency risk

Currency risk is the risk that the fair value or tuture cash flows of Financial instruments will
fluctuate due 1o changes in forcign exchange rates. The Group did not undertake significant
transaclions in currencies other than Saudi Riyals and US Dollars, and as US Dollar is pegged Lo
Saudi Riyal, the Greup is net exposed 1o significant currency risk.

Credit risk

Credit risk is the risk that one party will fail to discharge an obligation and wili cause the ather
party to incur a financial loss. The Group seeks to niamage its credit risk with respeet to customers
by monitoring eutstanding receivables, The sale agreements with customers provide that the Gitle
to the property is transferred 1o the customers only upen the reccipt of complete sale price. The
five largest customers account for 27.2% (2013: 43%) of outstanding accounts receivabla at
December 31, 2014,

The Group manage its exposure to credit risk with respeet to Murabaha deposits with banks by
diversification and investing with counterparties with sound credit rating preferably A or higher,
At the reporting date, all counter parties to the Murabaha deposits have credit ratings of A or
higher. With respect to credit risk arising from the other fnancial assels of the Group, the
Group’s exposure to credit risk arises from default of the counterparty, with 8 maximum eXposiTe
cqual to the carrying amount of these instruments.

Liquidity risk

Liquidity risk is the risk 1hat the Group will encounter dififeulty in raising funds to mest
commitments associated with financial Habilities. Liquidity requirements are monitored on a
regular basis and the Group manages its liguidity risk by ensuring that sufficient funds are
available to meet any commilments as they arise,

As at December 31, 2014, financial liabilitics of SR 186 million (2013: SR 213.6 million) arg
payable within 3 months and the remaining financial liabilities are payable within 4 to 12 months,
of the year end.

FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair valug is the amount for which an asset could be exchanged, or a liability seitled between
knowledgeable willing parties in an arm’s length transaction, The Group's financial assets consist
of cash and cash equivalents, Murabaha deposits with banks, accounts receivable and amount due
from an affiliate and its financial liabililics consist of peyables and accruals and lom from MoF
and commereial banks. The management believes that the fair vatues of financial instruments are
not materialiy different from their carrying values,
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30, CONTINGENT LIABILITIES AKD COMMITMENTS
8)  The Group has contracted with its industrial customers to provide property managament and
city maintenance services. The costs of providing these services to industrial customers niay
be higher than the fee or charpes that the Group may be able to charge (o its industrial
custorers. The financial effect, if any, is not currently practicable to estimate.

) The Group had commilments as at December 31, 2014 amounting to SR 2,963 million
{2013: 5R. 1,602 millign) refated to future capital expenditure far the development of KAEC.

¢} The Group's bankers have issued tetters of cradit amounting to SR 109.3 million { SR 121.2
million} on which there is cash imargin of SR 0.4 million.

31, APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial slatements were approved and awthorised to issue by the Board of
Directors on Rabi Al Thani 29, 1436H, corresponding to February 18, 2015.
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