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The positive economic outlook and optimism that

characterized Kuwait’s real estate sector in 2002 was
substantially reinforced during 2003 with a continued
Government agenda for economic reform, combined
with a sustained low interest rate regime worldwide,
and, not least of all, the confidence engendered by
the liberation of Iraq and the prospects for reactivation
of the economies of the North Arabian Gulf.
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Introduction

Szlhia Real Estate Company has been the grateful beneficlary of a number of key factors that
rave, with the grace of Gog, coincided in time Lo create ane of the most favourable business
enviranments that Kuwait has expenenced for many years.

The positive economic outlook and optimism that characterized Kuwait’s real estate sector

in 2002 was substantially reinforced dunng 2003 with & continued Government agenda for
economic reforrm, combined with a sustained low interest rate regime worldwide, and, niot
least of all, the confidence engendered by the liberation of Irag and the prospects for
reactivation of the economies of the north Arabian Guif, The flow of internaticnal contractors
and other personnel into Irag through Kuwait, and business done from Kuwait, has sustained
what 5 now a buoyant economy.

Underlying these factors has been continued strong hydrocarbon prices, allowing the
Governmenlt Lo reinvest in the country's Infrastructure whilst planming for budger deficits on
the basis of conservative price lorecasts, yet running fiscal surpluses. Together with payments
received from the United Nations Compensation Commission for damages suffered as a result
of the 1920/91 invasion and cocupation of Kuwait snd the repatriation of private Kuwaiti
investment funds abroad in the wake of the September 2001 attacks on the U5, and reduced
opperiumties internationally, iquidity in Kuwait has remained at it highest levels for many
years. This 15 manifest in the performance of the Kuwait Stock Exchange - amang the best of
any in the world in. 2003 - and the visible activity in all formis of construction natiomwide,

In a small economy that has yet to diversify to s full potential, there are limited outlets
for imvestment funds. The real estate sector s one of these.

One of the most impartant of the favourable conditions prevailing this year has been low
interest rates, both in Kuwait and abroad. Thes enabled the Group to reduce the cost of
financing projects, particularly during the construction phase before revenues start to flow,
It also-allows significantly greater leverage on our shareholders' funds at a reduced risk.
Fareign currency risk has been managed effectively by maiching loans to the currency of
the underlying assets and cash flow.

The Group is now well advanced in & capital expenditure programme, particularly in Kuwait
and with its interests in Germany. The German developments should be substantially complete
by the end of 2004 but new investrments that formed the early part of this programme are
already delivering cash flow. Kuwart developments will not be complete until 2006, when

the Group will cwn one of the taliest occupied buildings in the country, the 42-starey tower
that forms the last major phase of the Arraya Project. However, a new hotel property, new
shopping centre, new conference centre and other investmeants, some as part of the Arraya
Project and others elsewhere in Kuwait, are already In operation and gensrating profits.
Future years are likely to see greater imvestment in the LUK, with above-market growth

in asset values and: profits

Salhm Real tstate Company s well-placed to continue providing supenior returns to its
sharehiolders. With a strategic vision that has been vindicated time and again, & firm and
ahding commitment to investing in Kuwait, 3 diversified portfolio of guality properties, and
a dedication to developing its management and staff to their graatest potential, Salhia Real
Estate Company looks forward to a prosperous future.




Consolidated net profits for the year increased by 44% to
KD9.5 million (2002; KD6.6 million). The Group’s profit from
operations for the year was KD10.1 million (2002: KD6.2
million), an increase of 62%. Shareholders'’ equity has increased
by 19% to a total of KD78.7 million (2002: KD65.9 million)
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Chairman’s Message

Dear Shareholders,

The year 2003 has been without doubt the most successful in the proud 30-year history of our
Company. It therefore gives me great pteasure to present the Report of the Board of Directors
for the Sathia Real Estate Group for the year ended 31 Decermber 2003,

Consolidated nel profits for the year increased by 44% 1o KD9.5 million (2002 KDB.6& million
on substantially improved operating revenues of KD25 8 million (F002: KD20.5 millian).

The Group's profit from operations for the year was KD 10,1 million (2002: KD&.2 million),

an increase of 62%

Total consolidated Group assets now stand al KD191.9 mllion (2002 KD152.7 million),

an ncrease of 26%; total shareholders' equity grew by 19% w KD7E.7 million (2002; KDAS.9
millian). With the rate of asset, revenue and profit growth outpacing that of equity, the Group
i clearly providing an ever-increasing return on investmeant for its shareholders. Salhia Real
Estate’s lang-standing strategy of conservative investment in quality properties in Kuwait and
dbroad, balanced diversification, tight cost control, and careful management of risk continues
to generate dividends in the farm of real, tangible strategic asset growth and supenor
short-term profitability

The highlight of the year has been the opening of the Arraya Centre in eastern Kuwait City,
This. innovative architectural development, combirung a luxury shopping mall, four-star hotel,
convention centre, exclisive corperate offices and car park, is truly a landmark achevement
Once compiete in 2006, the project will include a 42-storey tower, one of the tallest occupied
buildings in Kuwait.

Elsawhera in Kuwait, the Group marked the opening of the new Salhia Complex Car Park,

a 15-storey residential building, -and the new entrance and western facade of its flagship
saltva Complex, all in central Kuwait City. The transition of these projects from developrnent
stage to revenue-earning status has contributed significantly to the Group's cash flow
Throughout Kuwait City, all of the Group’s properties enjoy substantially 100% occupancy.

Internationally, the Group’s investments, concentrated in the UK. and Germany, continue
to expand in a careful and considered manner, In the UK., the blue-chip Alstom portfaiio,
acquired in late 2002, has proved to be a most encouraging investment. Favaurable
development opportunities, actively supported by local authorities, also existin other
properties held by the joint venture, particularly in the prosperous south-east, near London.



The highlight of the year has been the opening of the Arraya
Centre in eastern Kuwait City. This innovative architectural

development, combines a luxury shopping mall, four-star hotel,
convention centre, exclusive corporate offices and car park.
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Chairman’s Message (continued)

In Germany, the Group's operating subsidiary, Haddia GmbH, is in the rmidst of a four year
strateqic plan to buld and acquire further nursing homes for senior citizens, and o upgrade
its existing propertias, This business is focused in the economic heartland of Norbern Germany
and provides excellent cash flow and sustained profitability.

Today, the Group enjoys the most favourable economic environment that has prevailed for
saveral years, both in Kuwail and abrosd. The low interest rates prevailing glotally and the
new era of confidence and optimism in Kuwalt following regional political developments in
early 2003 have had a mosl positive effect. The Group s woll placed for sustained growth

One of the most vilal duties ot any Kuwaiti company in this new century continues 1o be the
development of the Kuwaitl workforce. The Group is justifiably proud of its achievements

in this area, not anly through the increased number of positions for young Kuwaitis made
paossible by its operations and its contribution of MNational Labour Support Tax, but alsa for
the fact that Kuwaitl managers and stalf of both genders are assuming ever greater positions
of respansibility within the Group

In closing, | should like to express the Board's continuing deep appreciation to His Highness
Sheikh faber Al-Ahmed Al-laber Al-Sabah, Amir of Kuwait, 1o his laithful heir apparent,
Sheikh 5a'ad Al-Abdullah Al-Salem Al-Sabah, Crown Prince of Kuwadt, and to Sheikh Sabah
Al-Ahmed Al-laber Al-Sabah, Prirme Minister of Kuwait, for their wise leagership and guidance
of our beloved country, 4s ever, the Board is gratetul for the continued support of s
shareholders. Finally, | pay tribute to each and everyone of my Board colleagues, the Group's
loyal employees, management and stafl, both m Kuwait and internalionally, for their service
and dedication throughout the year. Without them, this year's excellent results would not have
been possible

(4

;,Lf’

Ghazi Fahad Alnafisi
Chairman and Managing Director
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Report of the Board of Directors
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Chizirmian and Managing Cirectar Vice Chairman
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Board Membser Bodrd Mermber Board bemie



_Sarhta Feal Esta't_e Company K.5.C. :Clused]__f_r'.d Subsidiaries Annual Report 2003

It gives the Board of Directors of Salhia Real Estate Company greal pledsure to prasent
the Group's annual report for the year ending 31 Decermber 2003,

Balance Sheet

The Graup's total assets increased by 26% from KD152.7 million 10 £D131 9 millisn during
the year, with tatal real estate investments and fixed assels, its core business, increasing 25%
from KD118.8 million to KB148.5. The Group is now truly 3 half-bilion doliar enterprise.

Statements of Income and Cash Flows

The Growp schieved a cansolidated net profit of KD9.5 millien during the vear, an Increase

af 44% over the KD6.6 million posted in 2002, This was inclusive of 3 KDZ2.5 miliion
extracrdinary item comprising compensation received from the United Nations Compensation
Commission for losses sufferad as a result of the 1990 [ragi invasion and occupation

of Kuwait,

Revenue increased from KD20.5 million 1o an unprecedented KD25.8 million, prior to
consalidation of the Group's 50% share in its UK. joint venture, which iself increased

by B0% from KD3.7 million to KD6.7 million. Accordingty, the Board recammends a share
dividend of 10% per share.
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Report of the Board of Directors
Local Investments, Kuwait (continued)

Salhia Complex

For a generation, the Group's flagship Salhea Complex has set the standard for commercial
property in Kuwait and the region. Established in 1978 in the thrving commercial and financial
centre of Kuwait City, the Complex now includes a mult-level shopping center hosting & wide
selection of excluswe boutigue outlets far the world's leading brands and Kuwaili retailers,

an integrated office complex, W Marniott five-star luxury hotel, the Al-Sahab Tower with it
wiorld-class office space, and its own carpark

Salhia Commercial Complex

With a rentable area of 12,811 square metrés, the Salhia Commercial Complex enjoys an
aimost unmatched 100% octupancy, returning annual rental revenues of K23.2 million for
the year, an increase of 2% from 2002,

Duning the year, a number of renavation and electro-mechanical works were completed,
maintaining the world-class standards that tenants of the complex and their customers are
entitled to expect. This indluded upgrading all utilities and services, particularly the most
essential firefighting and security systems, modernization of the complex’s car park, including
improved lighting, signage and safety equipment; and computarization of architectural,
electrical and mechanicals plans.

The completion of the elegant Western fagade of the complex this year has not only
endowed the development with 3 stunning new portal worthy of its status but also
provided substantial additional rentable space. The Complex is now instantly recognizable
both internally and externally as one of Kuwait's most elegant shopping and office facilities:
The project has provided an additional 312 square metres of deluxe showroom space at
ground levet and 1,400 sguare metres of office space - now utilized by the Group as part
of its Head Office - and also integrated the architectural style of the Salhia Complex itself
and the adjacent Al-Sahiab Tower,



The tower’s high level of services and quality, with
its unmatched vistas over Kuwait Bay, has enabled
the Group to maintain 100% occupancy for the
past two years. Total annual revenue increased
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Report of the Board of Directors
Local Investments, Kuwait (continued)

Al-5ahab Tower

Adjoming the Salhia Complex, the Al-Sahab Tower was built in the sarly 19905 as one of the
first major real estaie cevelopments posi-Liberation Cpened in 1998, this premisr 22-storey
skyscraper property is testament to the Group’s long-term commitment to investing in the
Kuwalti economy. Regarded as one of the mast desirable office locations in the country,
Al-Sahab Tower hosts the local headguarters of major multinational corparations as well as
Ieading Kuwart firms and consultancies, The tower's high level of services and quality, with its
unmatched vistas over Kuwait Bay, has enabled the Group to maintain 100% occupancy for
the past twio yvears. Total annual revenue increased by 13% from KDBOR, 327 1o KDI17,.281

MNew Salhia Complex Car Park

Complementing the shopping and office complex ks the new 450-space Salhia Car Park which
wias officially opened i Cctober 2003, This 11,000 square-metre facility serves both tenants
and wvisitors to the complex itsell and other nearby Group properties, Including the W Marriott
Kuwait Hotel and Al-Sahab Tower, Escalators and elevators inking the naturally-iit tao
basements of the car park directly to the complex and valet parking provide a unique fevel

of senice and convenience to central oity parkers. Further work- associated with the project
will greatly improve traffic flow in the vicinity, When complete, the landscaping of the plaza
associzted with the car park will proswide significant envirenmental and assthetic benefits to
the immediate area, with greenery and fountains



With 68 luxury suites complementing its award-winning 323 rooms,
and now one of the highest levels of in-room technology of any

regional hotel — complete with broadband Internet connectivity in every
room, a first for any hotel in Kuwait — the JW Marriott Kuwait
continues to be the hotel of choice for discerning high-end guests.
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Report of the Board of Directors
Local Investments, Kuwait (continued)

JW Marriott Kuwait Haotel

During 2003, the Group marked the first full year of operation by the renowned Marriott
Internaticnal Inc. of the Group's cenlral city S-star hotel property. This premiere 16-5Torey
establishment, formerly run by Le Meridien, is now recognized as one of the very best of

W Marriolls properties worldwide and a standard-setter tor opulence and |uxury throughout
the Marrigtt system

The hotel has enjoyed the highest occupancy rates for many years thanks largely to regional
palitical events in the first half of the year, followed by a greatly renewed level of confidence
in the economy of Kuwall and the region. The faresight and vision shown by the Group in
Investing more than KDE.1 millian in the property in recent years has been vindicated many
times over as leading businessmen, officials and madia companies established themselves in
the hotel during the crucial early months of 2003, The expectations of these most demanding
International guests, particularly for salety, security and communications. were met with ease
as a result of the careful attention to detall applied in this major capilal expenditure
programme and the professionalism of the hotel's management and staff under very
challenging circumstances.

The lobby of the hotal centinues to be one of the mast acclaimed in the country, oraviding

an alternate entrarice into the Group’s adjacent Salhia Cornplex shopping mall, New computer
systerns now empower staff 1o serve their quests ever maore effectively and unobtrusively

The ballreoms, conference facilities, restaurants, health and beauty services and other
attractions meet the diverse needs of both international guests and Kuwait's own business,
official and diplomatic community with an unmaiched level of professicnalism and service

Buring the year, all rooms on the hotel’s second and third floors were completely upgraded
and renewed. Similar work will be undertaken in 2004 for the fourth and fifth floors,
completing a four-year project that will see all rooms completely refurbished, maintamning
the competitive quality that the property demands, The Terrace Grill restaurant was also
upgraded and the lobby is being further developed. With 68 |uxury suites complementing
fts award-winning 323 rooms, and naw ohe of the highest levels of in-room technology

of any regional hotel — complete with broadband Internet connectivity in every room, & first
for any hotel in Kuwait — the W Marriott Kuwait continues 1o be the hatel of chaice far
discerming high-end guests.



The Group’s Kuwait portfolio includes several important
commercial and residential properties in the western
and eastern parts of Kuwait's city centre.
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Report of the Board of Directors
Local Investments, Kuwait (continued)

Downtown Area Properties

The Group's Kuwart portfialio includes several important commercial and residential properies
in the western and eastern parts of Kuwaits cty centre,

Fahad Al-5alem Street Properties

The Group owrs eight builldings with & total area of approzimately 3,605 square metres

In thie prime location of western Kuwait Citys main tharouahfare, Fahad Al-Salem Street,
These properties include a diverse mix of commercial offices, retail showrooms and residential
apartments. Occupancy was maintained at 100% duning the year Redevelopment options for
these properties are being actively considerad,

Al-So0r Street Property

The Kuwail portfolio includes a property averlooking historic A-S0ar Streel, where Kuowaits
old city wall once ran, This 1,222 square-mietre building, with ful occupancy, includes
commercial offices, retail showraoms, stores and a residential complex

Al-Shuhada Street Residential Towers

One of the Group’s most recent acqulsitions &5 a 2,900 sguare-metre property, purchased

in 2002 on Al-Shuhada Street in eastern Kuwart City, near the Group's new Arraya Centre,
Two 15-storey towers constructed on this site orovide tully-furnished city center apartment
living for up to 650 peaple. With 150 studio apartments and 30 other apartmenis; it is
already housing the staff of the Group’s Kuwart hotels, the JW Marmiott Kuwait and the
Marriott Courtyard, thus complementing the operational efficiency and return on investment
from these two properties,

Al-Asima Property

The Group owns saveral investment and commercial properties in eastern Kuwail City's
Al-sharg area, collectively referred to as Al-Asima. Together, these comprise a total area
of 21,414 square matres on 2 large and unigue island site, bounded by the important
thoroughfares of Al-Shuhada Street and Khalid Bin Al-Waleed Street,

During the year, the Group engaged leading international architectural and marketing
consultants to advise on the best design and mixes of uses for the site, with the overarching
objective of ensuring that the growing and unigue needs of the local Kuwaiti market are
met. The preferred vision for the development is to serve as a social and cultural arena.

It may combine a plaza area, space for outdoor activities, a residential tower to meet
Increasing demand for convenient central city Iing, and a centre for cultural activities,

This exciting development promises to breathe new life into a part of the city with
substantial unrealised potential,



The Group’s newest major development, the landmark Arraya Centre
in Kuwait City’s historic Al-Sharqg precinct, comprises of a luxury
66-outlet shopping centre, high-end corporate office accommodation,
four-star Marriott hotel, conference centre and recreational plaza.
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Report of the Board of Directors
Local Investments, Kuwait (continued)

The Arraya Centre

The Group’s newest major development, the landmark Arraya Centre in Kuwait City's histeric
Al-Sharg preanct, comprises af a lusury 66-outlet shopping centre, high-end corporate office
accommmodation, four-siar Marriott hotel, conference centre, multi-storey car park, and
recreational plaza, all in & sophisticated and integrated design, each element complementing
the' other.

This project, which broke ground in April 2000, 15 in many ways the younger but equally
ambilious sister of the Group's flagship Salhia Complex, at the oppesite end of Kuwait City.
Capitalising on the Group's 25 years of expanence in the Kuwait real estate market, Arraya is
ane af the most important developments In the eastern central dity in many years, providing
significant new investment in this vital lecale,

The first phase of the project, a 7,209 square-metre shopping centre covering three floors and
a basement, opened in September 2003 With convenient access for the public thraugh nine
entrances - four of which are linked to the adjacent car park through panoramic
arrconditioned flyover bridges — the centre has become a coveted address for leading boutique
retaiters. By the year-end, it had already achieved almost 100% occupancy with a diverse
range of quality brand name outlets selling everything from fashion ta jewellery, cosmetics 1o
domestic appliances. A bank, cafés and restaurants, specialist optician and telephone shop
complete a convenient range of quality services

A most important part of the praject is the Courtyard Hotel by Marpott, the Group's second
hotel, which opened during the vear. With 312 rooms - including 12 VIR suites — this four-star
development fills an Important niche in the Kuwait hotel market. The Group had identified

a need for high-guality senice at moderate prices, focused mainly on business dientale who
demand something different and skghtly understated from their home-away-from-home,



An integral part of the project is a 8,000 square
metre six-level car park with capacity for 1,400

vehicles. Direct climate-controlled pedestrian links
to the shopping centre provide convenient access
for all tenants, customers and visitors.




Report of the Board of Directors
Local Investments, Kuwait (continued)

The latest m-room lechnalogy and systems have beern installed according to the maost
demanding miernational specficanons. The hotels parly success 15 proof that the need
has bean well met

The hatzl & heused in two towers, occupying all of ane taelve-starey buildieg are much ot a
second 31 storey tower aigngside i, connecied by a dounle-decked bridge at mezzanme level
specal meeting and funclion facilibes are avalable, some af which may be equipped as board
raoms ar executive offices. With astnking mght-thoor gloum, premeer takan restagrant, two
cafés, a rooftop swamming poal, superbly equipped health club ang 24-hour busress centre,
the hotel adds new e and elegance 1o this previously underdeveloped part of the oty

The top seven floars of the larger of the two hotel lowers contam exclusive corparate affices,
wiith each Hloor providing 850 sguare metres of space and unparalleled panorgmic views of
Kauwall City or the Arabian Guif, The infrastructure includes three last elevators, the latest
informatien and communcations technalogy, satelite channels, and 24-hour secunty,

Thie third phase of Arraya, a spacious state-of-the-arl convéention centre, managed by Marmot
international Inc , provdes more than 2,750 square metres of meeting space and offices an
twa flocrs. The man feature af this centre is a grand balioom diasible mbo seseparate halls
ar one sngle space with a floor area of 1,800 square metres and ar eighl metre cear celling
fieight. This sxcusitely furnisned fachty s fully eguipped with the maost madern audio-wsual
and communications technelogy ard promises 1o bacome ane of the region’s leading
corivernton centres.

An integral part aof the projedt is a 8,000 sguare metre ssclevel car park with capacity for
1,400 vehicles, Direct climate-controlled pedestrian inks Lo the shopping centra arovide
canvenent access far all tenants, customers arid visitors,

The devalaprment alto ncudes a climate-contralled covered 3000 sguare metre outdoor
olaza area at its centre, using sophisticated emvirgnmental systems, tensie fabric shading and
tountaing ta provide year-round comfor: for its patrons, Pavec with deluxe granite and using
meavative ighting technigues, this area well provide a verueg [or restaurants, shopoinmg

and entertainment

The majar outstanding phase of the oropect 5 the A2-starey tower which, when completed in
2006, will provide as one of the taliest ocoupied buildings in Kuwait magnificent views rorth
and past across Kuwait Bay and the Arabean Gulf, and south acrass Kowan s suburbs
Development cptians for the 25,000 square metres of rentable space include a mix of office
accammodation and furnished apartments. Leasing regotiations with guality commercidl
tenants e already well-progressed,




At the end of 2003, KPI held a total rentable area
of 10.5 million square feet, generating gross rental
income of KD10.8 million (2002: KD4.1 million)

on a total asset base of KD121 million (2002:
KD52.3 million).
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Report of the Board of Directors
International Investments: UK and Germany

Overview

The Group's ntermational Investments are focused n Western Europe, particutarly the
United Kingdom through Key Property Investiments Lid. UK [KPY, an 2qual jomt venture with
5t Mowden Propertiss of the UK, and an 89 72% mterest 10 Hadda GmbH, Gerrmany,

kPl speaalises i commercial, retal ang residential developments i Great Bolain, Hadaoas
primary area of actaaty is the developrment, ownershup and management of nursing homes
and residences for senior Citizens in Germany. Thess mvestmants nave proven to e among
the Groups most successtul, providing strategic dwersification in the Group's portfolo and
excolient returns

Key Property Investments Ltd, UK

At the end of 2003, KPI heid a total rentable-arez of 105 million sguare fest, genarating
gross rental income ol KD10.8 milkon 12002 K041 milkon on a 1otal asset base of

kD121 million (2002 KDS5Z 3 milliany With a net pre-tax profit eguivalent to KD5.04 millon
(2002 KB 3 meion) ang an atter tax probit of KB3.74 million (2002, KD925,0001, the |aint
yenture produced 8 net cash yvield of 8 33%  Following a doubling of K¥'sshare capital to
KD26.4 million, and an extension of the criginal 2ight year penod of the oint venture, the
Grayp 5wl placed to take advantage of emerging investmen] opportunites

KFI's four main dreas of inveslment are in Farnbarough Town Shopping Centre, south-vest

af London; the Elephans ang Castle Shappieg Cantra, on the mam arterial read into London's
Wost Fnd; & porttolio of commerdial peoperties leased to major Bntish corporate, Marcany, and
a similar partfoha lgased o Alstom The ont venture also holds several properiies g5 part of
the Refuge Assurance Portfolio: Faur properties tram this portiolio end gne each fram the
Marcon and Alstam portfolios were sold during the year far a pratit of about ®EB263, 500,

or £500, 000

Farnborough Town Shopping Centre

KPS properties in Farnboraugn, hame of the world-rencwned miernational air shaw, are
centred on the Kingsmead covered shopping centre, intercanrected with the Gueensmear
pedestrian precinct These two groperties Logether comprise 31,538 square metres of built-up
space, providing 27,900 sguare metres of shopping facilities, office and residertial unils,
leisure faclities, and & muit-storey car park

In addition 1o these bwo lead properbies, the int veniure in 2003 completed some
developrents in The Mead, which Iinks Gueensmesd and 8 contiguous separately-owned
shiopping ares Thes increased rentable space from 7,000 square feet 1o 21,000 square teat
in a three-starey retail development with seven around flaor unets

Further development work was completed on the Gueensgate arga in 2003 1o create tour
retail units and 24 ane-bedroom spartrments, most of wiich had been-sold by vear end




The KPI joint venture has completed its first full

year of ownership of the Elephant and Castle
Shopping Centre.
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Report of the Board of Directors
International Investments:
UK and Germany (continued)

Elephant and Castle Shopping Centre

The KPi joint venture has completed Its first full year of ownership of the Elephant and Castle
Shopping Centre. Purchased in 2002 for KD15.42 milion, or £29.25 million, this 1960%
vintage development cccupies most of 3 desirable sland site formed by Walwaorth Road - the
rmain road into London's West End — Oid Kent Road and Elephant Place. It comprises 33,850
sfuare metres ol retail, lesure and office space, and a 142-bay car park. The scheme benefits
from strong public transport links with the Elephant and Castle underground and mamniine
train stations serving the area

Significantly, this investment lies in an area slatad for sustainable regeneration through a major
23 hectare development plan by the local authority, Southwark Council. The Group's shopping
centre and associated properties will be the centerpiece of a master plan which will transform
the area irto & thriving new town centre with 650,000 square metres of new development
incorporating a transport hub — including an underground railway station — with pedestrian
routes and public spaces

Through a combination of private investment and local asthonty participation, the socio-
economic profile of the area will be further enhanced, prowding employment opportunities
and increased business, recreational and leisure facilities, and high quality transport links,
This wall in turn lead 1o increases in the rentable and asset values of the Group's nvestment
The master plan is expected to be approved in early 2004, increasing the residential area 1o
95,615 square metres, the retall element to 26,545 square metres, and public and cultural
spaces 1o 23,850 square metres. In all, the total development area for the Group's shopping
centre will be about 146,000 square metres.

Marconi Portfolio

This portiolio comprises of eleven properties in the British- towns and aties of Accrington,
Hemel Hemstead, Liverpool, Poole, Rugby, Stafford and Trafford Park. With a total area

ot 2.2 million square feet and consisting of industrial estates, warehouses, apen storage
spaces, office accommodation and playing fields, these properties are all leased to Marconi,
one ot the UKS leading rechnology companies.

Significantly, most properties in this portfalio hold redevelopment potential which will serve
in time to enharice their value and revenue siream

Alstom Portfolio

Acguired i late 2002, this portfolio has contributed o the joint venture’s revenue for the first
time this year. With a total Hloor space area of 800,000 square metres on 500 acres of land

In ten cities across the UK, it s a significant addition 1o the joint venture’s assets, |t arlginally
comprised nineteen properties; one in Aberdeen, Scotland, was disposed of during the year as
part of a rationalization process. Most of the remaining eighteen properties are leased 1o
Alstom, with a guaranteed return to the joint venture of about 10%.
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Haddia GmbH's revenues for the year were KD14.17
million (2002: KD8.4 million), a substantial improvement
on last year. Assets grew strongly to KD50 million,

up from KD29 million at the end of 2002.
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Report of the Board of Directors
International Investments:
UK and Germany (continued)

Haddia GmbH, Germany

Engaged in the development, ownership and management of nursing homes and residences
for senior citizens in central and northern Germany, the Group's Haddia GmbH subsidiary

i5 one ol the most successtul private companies of its type in Germany, and regarded as

a standard setter in guality compassionate care for the aged. With fourteen properties,
comprising of eleven new and established nursing homes and three senior citizens’ residences
in Appen, Hannover, Bad Pyrmont and Bad Schwartz, the company provides 1,188 units

of all types. With the completion of further developments in 2004, the total number of units
i5 expected 1o increase further by almaost a third.

Haddia GmbH% revenues for the year were KD1417 million (2002 KDB.4 million),
@ substantial improvement on last year Assets grew sirongly to KDSO million, up from
kD29 milion at the end of 2002,

This year saw the completion and opening of a 4,970 square metre 113-bed nursing home
in the town of Appen, near Hamburg. This property marks the eleventh nursing home now
operated by the Group, With a basement, ground flocr and two upper floors, il provides

a well-balanced mix of single and double accammaodation for its tenants, together with eass
of access. Ample parking is provided onsite for family and other visitors. A bistro and coffes
shop, open to the public, helps to Integrate the facility into the general community.

Elsewhere, development 5 continuing on a twelfth nursing home, with a 150-bed capacity,

on a 7,360 square metre site in the town.of Plon. Construction commenced in May this year
and the property 15 expected to be operational in mid-2004. In Neustadt, near the shores of
the Baltic Sea in the state of Holstzin, work is proceeding on property of 75 flats specialized
for senior citizens and two nursing homes with a tatal of 130 beds, all to be built on a 45,000
square metre site, This substantial project alse broke ground in May 2003 and 15 expected

o reguire about 18 manths to completion,

Renovation and upgrading work continues at several of Haddia's-established properties,
ensuring that they meet the highest standards the Group sets, and which its clients are
entitied 10 expact. New technology and initiatives in care of the aged are implemanted almost
daily, and buildings and facilities are being constantly upgraded with an ongoing commitment
to Improving guality of life.

In addition 1o its nursing home and residence properties, Haddia acquired an office bullding
in the aity of Hannaver for use as its headguarters, The property is expected 1o be operational
inearty 2004, Total purchase and renovation cost will be about KD millicn

Follewing the completion of this major capital expansion programme in late 2004 with the
commissioning of the Neustadt praperties, results and cash flow are expected 1o improve
significantly, Haddia is well-capitalised and has excellent prospects. The new headguarters
building will also contribute 1o reduced overhead costs, and allow the Group to benefit fram
the apprecaton in value of the property itself.

The Group's investment in this strategic dermographic sector is consistent with its vision of
participating In projects with long-term, sustainable returns, and potentiat for solid asset
growth. With an ageing population, the developed economies of VWestern Europe are
Increasingly in need of faclites such as those provided by Haddi, and the skills developed in
canng for this important market



Following the implementation in 2002 of a state-of-the-art
ORACLE Enterprise Resource Planning suite of software,
the Group has invested heavily in staff training and

In associated organizational restructuring.
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Executive Management

Anwar Abdulaziz Al-Usaimi Mohammed K. Al-Musaibesh
Deputly Managing Director Ctief Accountant

Ali M. Al-Hamdan Engr. Tarek Darwish
Investrment and Support Group Head Design Department Manager
Engr. Saud Al-Sager Engr. Kifah Georges

Real Estate Management and Construction Department Manaager

Development Group Head

Engr. Ahmed Yousef
Hany A, Abdelnour (CPA-PHD) Property Manager
Finance and Accounting Group Head

Feras A. Al-Rushaid
Khalid M. Al-Awadi Assistant Chief Accountant
Personnel and Administration Manager

Human Resources

The Group s fully commitied to developing its personnel, wherever they serve in the world.
Although it 15 engaged in a capital intensive business, it cannot truly service its clientale
effectively without a skilled, dedicated and motivated workforce, backed up by the latest
systemns. An in-depth understanding of the real estate market and the ability to-arrive at
informed investment decisions and to follow thern through has been the hallmark of the
Groups success over the yaars. This can only be maintained with professional, well-trained
and well-managed staff,

T this end, foliowing the implementation in 2002 of a state-af-the-art QORACLE Enterprise
Resource Planning suite of software, the Group has invested heavily in staff training and in
associated organizational restructuring. The CRACLE system represents a whole new
generation of management and personnel empowsrment, allowing staff 1o work much more
eftectively, in a mare integrated manner, and without many of the barriers inherent in more
traditional structures. Both management and staff are learning to provide further real added
value 1o their funchions, and are fully supported in this by the Group's new systems.
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KD 192m

Share Dividends Total Assets

Financial Highlights

The Group achieved a consolidated net profit of KD9.5 million during
the year, an increase of 44% over the KD6.6 million posted in 2002.
This was inclusive of a KD2.5 million (2002: KD73,036) extraordinary
itern comprising compensation received from the United Nations
Compensation Commission for losses suffered as a result of the

1990 Iraqi invasion and occupation of Kuwait.

Revenue increased from KD20.5 million to an unprecedented
KD25.8 million, prior to consolidation of the Group's 50% share

in its U.K. joint venture, which itself increased by 80% from KD3.7
million to KD6.7 million. Accordingly, the Board recommends a share
dividend of 10% per share.
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AUDITORS' REPORT

1O THE SHAREHOEDERS OF
SALHIA REAL ESTATE COMPANY K.5.C. (CLOSED)

We have audited the accompanying consofidated balance sheet of Salhia Real Estate Company K.5.C, (Closed) and Subsidiaries
45 ol 31 Decemnber 2003 and the related cansolidated statements of incoms, changes in sharsholders’ equity ang cash flaws
for the year then ended. These corsolidated financial statements are the responsibility of the company's management. Our
responsibility (s o express an aginion on these consohdated francial statements based on our audil.

We conducted our autit in accordance with International Standards on Auditing. Those Standards require that we plan and
perform the audit o sbiain reasonable assurance about whether the consolidated finandal staterents are free of materdal
misstatement. An audit includes examining, on a test basls, evidence supporting the amounts and diselosures in tha financial
statements. An audit also includes assessing the accounting prindples used and sigrificant estimates made by management,
as well as evaluating the overall financial statement presentation. We befieve that our audit provides 2 reasonahle basis for
DU CpInon.

Irt Gur apimion, the consolidated finandial statements referrad 1o above present fairly, in all material respects. the finandal
pesition of the group a5 of 31 December 2003, and the rasults of its operations and its cash flows for the year then ended
in accordance with International Financial Reporting Standards,

Furthermore, in our opinion proper biaoks of account have been kept by the cormpany and the cansalidated financial
statermnents, together with the contents of the report of the board of directars relating to these consolidated finanaal
slatemnents, are in accordance therawith. We further report that we obtained all the information and explanations that ywe
Tequired Tor the purpose of our audit and that the consclidated financial statements incarparate all infarmation that is required
by the Commercial Companies Law of 1960, as amended, and by the company's articles af association, that an inventary was
duly carried out and that, to the best of our knowledge and belisf, no violations of the Commercial Companiss Law of 1850,
as amended, nor of the arficles of association have occurred during the year ended 31 December 7003 that rmight hiave haid

2 material effect on the business of the company or on its finaricial position.

Waleed A. Al Osaimi Ali A. Al Hasawi
LICENCE NO. 62 A LICENCE MO 30 A
OF ERMST & YOUNSG BLIRGAN BDO:
INTERNATIONAL ACCOUNTANTS
2 March 2004

Einvvait
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CONSOLIDATED BALANCE SHEET

AT 31/ DECEMEER 2003

2003 2z

Hcits FL) 8]
Hfssets
Bank balances and cash 3623516 2,045,745
Investments B 20,860,121 15,780,064
Inventeres 130,839 i |
Accounts recelvable and prepayments X 4883273 HAETER2
Investment i -joint venire 5 13960176 11,514,000
Investinant properties (&} 44 142071 44,088,392
Fixed assels 11 104,382,002 74,796,108
Total Assets 191,981,887 152,724,092
Liabilities, Minority Interest and Shareholders’ Equity
Liabilities
Due to banks 1z 8,306,743 7,026,994
Bcooumts payables and accruals i 11847792 H G, 2090
Long-tenm loans 14 g2 712,755 /2,688,295
Total Liabilities 112,968,250 86:609,582
Minority Interest 247,205 152,569
Shareholders' Equity
Share capital 15 23,841 245 23,841,245
Share premiLirn 14,457,158 14 457 158
Statutony reserve 18 7054 287 6,067,290
Valuntary reserve 16 7.054.487 6,067,290
General reserve 4,250,000 4,250,000
Foreign exchange fransiation reserye 2.873,565 438,903
Cumulative changes in falr value 17 6,520,221 927,128
Retained earnings 12715218 9,812 928
Total Shareholders' Equity 78,766,392 65,961,941
Total Liabilities, Minority Interast and Shareholders’ Equity 191,981,887 152,724,092

£

A5~

Ghazi Fahad Alnafisi
Chalman-and Managing Director

* The attached notes 1 126 form part of thesa consotidated financial statoments,

salah Fahad Almarzotik

Vice Chairman



Salhia Real Estate Company K.5.C. (Closed) and Subaldiades Annual Report 2003

CONSOLIDATED STATEMENT OF INCOME
YEAR ENDED 31 DECEMBER 2003

2003 20032
it KD kD
Revenue 25840622 20,540 757
Operating costs {10,538.531) (2,846,979
Giross profit 15.362.021 11,653,778
Snare in joinl venture’s results a 2,329 305 622370
Expenses and charges:
General and adminstrative expenses (3.535;503) {2;862,215)
Depreciation {2,309,204) {2,223.517)
Sales and marketing experses (1,678,010 (990,000}
Profit from aperations 10,108,019 6240316
Investment income 3 2,577,187 3430639
Foreign exchange loss (T08,391) {668,155)
interest income 32,298 66,917
Gain an sale of Investment proparties and fised assets = 1,090,815
Other income 247670 596,930
Finance costs (3.647,403) (F275,578)
Provision lor impairment of investments {621,845) (384,901}
Profit before minornity interest and foreign tax 7.987 535 7,056,982
Mimarity interest 26,440 {6,710
Tax (6971, 470) (237,089
Frofit from ordinary activities 7.32X,505 f,853.184
Extraordinary item : 4 2,549,462 73,0386
Profit for the Year 9,871,967 6,926,220
Cantribution 1o Kuwail Foundation for the Advancement
of Sciences (B8, B48) (62,336
Mational Labour Support Tax (181,184 1152,357)
Ditectors’ fees 77,000) (77,000
Net Profit for the Year 9,544,935 6,534,527
Earnings Per Share 5 40.0 fils 28.0 fils

The: sttached notes 1 10 26 form part-of these corsolidatad firandis) satsments.
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CONSOLIDATED STATEMENT OF CASH FLOWS
YEAR ENDED 31 DECEMBER 2003

Fi1 A 2002
Moy KD A
Dperating Activities
Prafit before minority interest and foreign tax 7,987 535 7095 983
Adjustments for:
Shiare i joint veriture's fesuits {2.329,305) (623, 270)
Bepreciation , 2,309,804 2223517
Provision for employees’ tarminal benefits 480,753 117270
Irvestment income 2577 16T {3,430,639)
Fareign exchange loss 708,391 B6E,. 155
Initerest income (32,298) {66.217)
Gaini on sale of invéstment properties and flxed assets - (1,090 815)
Firance costs 2,647,403 3. 275573
Provision for impaitrment of investments 621,845 354,901
Op=rating profit bef_urfe changes in operaling assets and liabilites 10,796,921 555,763
Changes in operating assets and labilities
Decrease in mventories 123702 81,937
Increase inaccounts recevable and prepayments {1,130.974) (1,341.970)
Incresse in accountspayable and accruals 4,606,787 2,273,857
Cash from operations 14286126 G 569 557
Employees' terminal benefits paid (185,352) {41.782)
Payment of contribution to KFAS 162,336) £111.852)
Payment of National Labour Support Tax (152,357) 1135.217)
Diractors’ fees paid (77,0000 {77,000
Cash flow before extraordinary item 13886051 9,203,636
Extraordinany em . 25494672 13,035
Met gash from operating activities 16,435,543 926677
Investing Activities
Investment in joint venlore - (6,538,932
Purchase of investments {11,962 248) {5.033,645)
Procesds from sale of investmants y 14,176,508 9,441,198
Purchase of investmerit properties-and fixed assets (27,043 725) [16,657.292)
Proceeds on sale o investment properties and fixed assets - 6,251,395
Bividend fncome 757655 FI8,115
Dividend incorme fram joint verituce 617,500 -
Interest income received 37,622 73,096
Met cash used in investing activities 123 416,688) {11,746,065)
Financing Activities
Proceeds from sale of treasury shares - 1264507
Loans receved £1.259.974 21675089
Leans repaid (6,222,130 {17:205,457)
Finance costs paid {2,626,862) (3.278.263)
Dividends paid {4,721,815) (#.223,778)
Net cash from (used in) financing activities 5,689,167 {1,767.810)
Decrease In Cash and Cash Equivalents {291,878) (4,237.203)
Cash and cash equivalents at beginning of the year (4,391,249) [154.048)
Cash and Cash Equivalents at End of the Year [E (4,683,227) (4,391,249)

The attached notes 1 o 26 form part of these consaiidatad finandial statemonts.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

YEAR EMD

EMBER 2003
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

1. ACTIVITIES

Sathiz Real Estste Comipany - K5.C (Closed) (the parent company) s & Kuwwaiti shareholding company mcorporatad on
Seplember 16, 1974 and & listed an ' the Kuwait Stock Exchange It registered addrass s Salhia Compled, Fahad Al Salem
Street, PO, Bex 23413 Safat 1341’35, Euwail. The group’s main activities comprse deafing in vanous-real estate activities, in
particular the-owning and renting out of commercial propery, induding hiotel accomodation in Kiwait and the pperation of
care homes in Germany. Surplus funds are invested in real estate and securities portfolios managed by specialist investment
managers. Details ol the subsidiades are set oul m Note 8.

Ihe cansolidated financial statements were authanised for issue by the parent company’s Beard of Directors ore 2 March 2004,
The Shareholders” General Assembly has the power to amend these consolidated finanoal siatements after issuance

2. SIGNIFICANT ACCOUNTING POLICIES
The slanificant accounting policies adopted in the preparation of the winsclidated financial statements are set out below:

Basis of preparation

The consolidated finanoal statements have been prepared in accordance with Standards issued, or adopted by the Intermational
Accounting Standards Board, and interpretations issued by the Intermational Financat Reporting interpretations Committes and
applicable reguirements of Ministerial Order Mo, 12 of 19990,

Thie corgolidated financial staterments dre prepared under the historical ot convention as moditied by the reasurement at falr
walue ol gualable for sale investments snd have been presented in Kowaib Dinars.

The accounting polidies are consistent-with those used in the previous year,

Basis of consolidation
The consalidated financial statements incorporate the financal statements ol the parent company and it subsidiaries for the
yearended 31 December 2003,

A SUDSM}EW i5 a-company in which the parent company owns directly or Indirectly more than 50% of the voting capital and
has control or is a company where the parent comparny owns 50% of less of the voting capital but has a sufficent degree of
controlling power over the companies including the power to govern and coatrol the finandial and operating. polices so as to
benefit from its activities.

A subsidiary is consalidated fram the date when the parent company obtalns control untit such time as control ceases unles
canitral is intended to be tempaorary and the subsidiary is exclusively held with a view to dispasal, in which case 1t is classified as
an available for sale investment and carried at fair value,

The parent company consolidates the subsidiany’s assets, liabilities and results on a line-by-ling basis and discloses the minofity
interest separately. Al intra-group balances and transactions are elimipated from the copsolidated finandal statements.



5alhia Real Estate Company K.5.C. (Closad) and Subsidlariss Annual Report 2003

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

Recognition and derecognition of financial assets and liabilities

A financial asset or 3 finandal liability is recognised when the group becomes a party to the contractual provisions of the
instrument. A financial asset is derecognised when the group foses control of the contractual rights that comprise the financial
asset, A financal |i3.t|irll_lf is derecodnised when the obligation specified in the contract is discharged, cancelled or expired.

All financal instruments are Inttially recognised at cost (which includes fransaction costs).

Trade and settlement date accounting

All “regular way” purchases and sales of finandal assets are recognised on the trade date, e the date that the entity commits
1o purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that require delivery of
assels within the tme frame generally established by regulation or convention in the market placs,

Investments

The group classifies investments: as available for sale. All investments are initially recognised at cost, being the fair value of the
consideration given including acquisition charges associated with the iivestinent. Affer fritial recognition, investments are
remeasured at fair vaiue, uniess fair value cannot be reliably measured. Changes in fair value are reported in the cumulative
chaniges in fair values reserve within eguity until the investment s 50ld; collected oF otherwise disposed of or the investment s
gelermingd 1o be impaired, at which time the changes in fair value as previously reported are removed from equity and are
included In the consohidated staternent of income within investment income,

For investments traded i oroanised financial markets, fair value 15 determined by reference 1o stock exchange quoted market
bid prices at the close of business.on the balance sheet date.

For investments where thers is no quoted market price, a reasonable estimate of the fair value & determined by reference to an
earnings multiple, oran industry specific earnings muttiple o 5 value basad on a3 similar publicly traded company, or is based
on the expected cash flows of the investment. Fair value estimates take into account liquidity corstraints and assessment for
any irnpairment,

lnvestments with no reliable measures of fair value and for which fair value information could riot be obitsinad are carfied at
cost less impairment n valie.

Impairment

A finandial asset is impairad if its carrying amount s greater than its estimated recoverable amount. An gszessment is made at
each balance sheet date 1o determine whether there is objective evidence that 3 spedfic finandal asset, or a group of similar
assels, may be Impaired. i such evidence exists, the estimiated recoverable amount of that asset is determined based on the
net present value of future cash flows, discounted at original Interest rates and any impairment lass is recognised in the
consolidated statement of income.
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Investment in joint venture

The investment in joint venture is accountad for under the equity method of accounting, Under the eguity method of
accounting, the initial investrment & recorded at cost and the carrying ameunt 5 Increased or decreased to recognize the
group’s share of profits or losses and other changes in equity of the joint venture. Distributions recéived from joint venture
reduce the cartying amount of the investment, '

Investment properties
Investmant propertiss ars recorded at cost. Freehold land is net depreciated. Bulldings are deprediated using the straight line
method aver their estimated useful lives which vary betwean 10 1o 50 years,

The carrying amounts are reviewed at each balance sheet date to assess whether they are recorded inexcess of their
recoverable amount, and where carmying values exceed their recoverable amount, properties ans wiitten down 1o thelr
recoverable amount

Fixed assets

tixed assets.are stated at deprecialed cost less impairment in value. Freehold land is not depreciated. Depreciation is provided
on a straight line basis on fixed assets at rates calculated to write-off the cost of each assel over s expected useful life as
follows:

* Buildings and related immovable equipment 10 to 50 years
= Furniture and equiprient 10 years
» Motorvenicles 5 years

The carrying amauiits are reviewsd at each balance sheet date 1o assess whether they are recorded in excess of their
reciwerable amount, and where carmying values exceed Lheir recoverable amount, assets are written down to their
recoverable amount.

Inventories
Inventories of food and beverages are valued at the lower of cost and net realisable vaiue after making due slowance for any
expered or slow-moving items. Cost is detarmined by the first-in, first-out method.

Met realisable value is based on estimated selling price less any further tosts expected 1o be incurred on sale.

Inventorses of operating supplies are valued at cost less due sllowance for any obsolete or siow-meving ltems. Cost is
determined on a weightéd average basis.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

2. SIGNIFICANT ACCOUNTING POLICIES {continuad)

Accounts receivable

Accounts receivable are stated at orginal invoice amount less provision for impalrmant. The grotip's terms:ol sale réguire the
amauints to be paid within 30 days of the date of sale 'or of the date of rendering of tervices

Cash and cash equivalents
Cashand cash equialents comprise cash, bank batances and due to banks.

Accounts payable
Liabilities are recognised for amounts to be paid in the future for goods of services receved, whether or not Billed: by the
supplier. Accounts payable are normally settled within 30 days,

Taxation
Taxation is provided for in accordance with the fiscal regulations of the respactive couritries in which the QoD Dperates

Income recognition

Rental income from investment properties are recognised on an accrual basis. Interest income s recogrised on 8 time
apportionment basis taking Into account the outstanding balance and applicable interest rate. Hotel and care home incame
represent the invoiced value of services provided during the year, Dividend income is recognised when the group’s right 1o
recatve payrment is established

Finance cosis

Finance costs that are directly attributable tothe scgusition and construction ol an asset that necessarily takes a substantial
period of time to'get ready for its intended: usa or sale are-capitalised as part of the cost of that asset. Capitalisaton of
borrowing costs ceases when substantially all the activities necessary to prepare the asset forits mtended use or sale are
compiele. Other finance costs are reconnised as an expense in the periad in which they are incurrad,

Provisions
A provision is recognised when, and only when the group has a present abligation (legal or constructive) as a result of 2 past

‘event and it is probable (2. mare likely than not) that an outflow of resaurces embodying econamic benefits will be requirad
1o settle the obligation, and a refiable estimate can be made ol the amount of the obligation. Provisions are reviewed at each

balance sheet date and adjusted to reflect the current best asfimate, Where the effect of the time value al maney is material,
the amount of & provision is the present value of the expenditures expected o be required 1o settle the obligation.
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Contingencies
Contingent iabilities are not recognised in the consolidated financial staterments. They are disclosed unless the possibility of an
outflow of resources embodying economic benefits is remote,

A comiingent asset 5 not recognised in the consolidated finandal statements bBut disclosed when an inflaw of economic
bensfits Is probable.

Foreign currencies

Transactions | foreign currencies are recorded in the functional currency of the parent and subsidiary companies at the rate
ruling at the date of the transaction, Monetary assets and liabilities denominated in foreign cumencies are retranslated at the
rate of exchange ruling at the balance sheet date. All differences are taken to the consafidated staterment of income.

On consolidation, the-assets and lizbilitles of the subsidiaries are translated into Kuwaiti dinars at the year end rates of
exchange and the results of the subsidiaries are transiated inte Kuwaiti dinars &t the average rates of axchange for the year,
All exchange differences arisinig on consolidation are included within shareholders' equity as forelgn currency transiation
adjustment. The exchange differences arising on investrment in joint venture are accounted for on the same basis as

the subsidiaries.

3. INVESTMENT INCOME

2003 2002

KD KD

Gain przale of Investments 1,818,532 2712524
Dividends 5,655 FHE115
2,577,187 3,430,639

4. EXTRAORDINARY TTEM

The extraordinary item represents final compensation received fram the United Nations Compensation Commission in respect
of loszes suffered by the parant company as a result of the Iragi invasion and otcupation of Kuwalit in 1990 The contribution
to Kuwalt Foundation for the Advancement of Sciences attributable to this item amounted to KD 22,945,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

AT 31 DECEMBER 2003

5. EARNINGS PER SHARE

2003 w02
(] K]
Met profit for the year 8544955 6,634 527
Sharas Sharos
Wisighled aversge number of shares cutstanding 238412460 236,596,091
Earnings per share would be further analysed as follows: 40.0 fils 28.0 fils

Earnings per share:
Fromy ordinary activities 29.3 fils FFTiils
Fram extraordinary item 10.7 fils 0.3 fils
40.0 fils 28.0 fils

6. INVESTMENTS

2003 2002
kL kD
Quoted securities 11,352,555 8,071,871
Unquated securities 9.507 556 7708093
20,860,121 15,780,064

Investments amounting to KDZ,851,754 (2002 KD 2,908,811} are carried at cost less rrairment since fais values cannot be
reliably estimated because they comprise unquoted securibes hald within managed portfolios and the managers have been

unable to indicate any estimates of the range within which fair values might lie,

7. ACCOUNTS RECEIVABLE AND PREPAYMENTS

2003 2003

4] KD

Hotel guests and care home residents recalvables T33na0n] G422 287
Rent receivable 119,761 273,243
Due from refated parties 1,401 805 743,912
Deposits and prepaid expenses 167,323 200,965
Advance payments to contractors 298,722 973,840
Other receivables 1,560,360 022,735
4,883,222 3.757,.572

Due from related parties includes an amount of KD 433,053 advanced 1o key management personnel of a subsidiary company
on 31 luly 2003 to finance thelr participation in-an employes share option scheme of the subsidiary. Under the terms of loan
agreement, the borrower is lisble for interest at 6% per ahnum payable at the end of the calendar year  The principal
including any unpaid interest is repayable when the borrower exits the share cpticn scheme. Since-the loan deoes not have a

fixed repayment date, the fair value of the loan s not determinable.
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B. SUBSIDIARIES
Detalls of subsidiaries are sel aul befow:

Percentage ot Country of Principal
Marme of (he company awnership incopporation Activity
Haddia Holding GMEBH B9.72% Germany Holding company
SAREC GMBH a89.72% Germany Leasing of properties
Dana GMEH BY % Germany Care hams operator
Dana Ambulante GMBH B9.72% Berrany Care home senice pravider
Greda GWEH 83.72% Gerrnany Care home Latering semice provider

9. INVESTMENT IN JOINT VENTURE
The parent comipany has & 50% irferest in & jaint venture in the United Kingdom. At 31 December 2003, the parent
company’s share of the assets, liabilities and results of operations of the joint Yenture was as follows:

2003 2002
kD KD
Current assets 71,285.387 g, 038,651
Long-term assets: 52.960,616 19,917,248
Current habilitias 7,080,605 2,800,886
Lang-tarm liabiliies 41,458,148 ¢ N e
Reverues 6,720,985 3731484
Expenses 1,830,047 1,416,332
[he mavement during the year on the investment in the joint venture is as follows
Carrnying value of the investrnent at beginning of the vear 11,514,000 4.7 14096
Establishimernt costs written off - (7. 347)
Dividend receied (617.500) .
Share in the joint venture results net of fax of KD 712,439 (2002 KD 185470} 1,610,866 436,200
Additianal investment - 6,538,932
Forelgn currency translation adiustment 1,452,810 (168,481)
Carrying Value of the fnvestment at End of the Year 13,960,176 11,514,000

The joint venture uses an accounsing pollcy otherthan that used by the parent company for the accounting of investment
properties. Appropriate adilstments have not been made as it i impracticable (o do so.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

AT 31 PECEMBER 2003

10, INVESTMENT PROPERTIES

Freehold !-.‘.r-l:l Builehiriigs Testal

kD KB KD

Balance at. | January- 2003 42T 371 13659021 44.086,392
Additions - 348495 3,995
Transfer [rom capital wark in progress - &800.314 600,314

Depraciation for the year - {548:690) {548,650)
Balance at 31 Decembeér 2003 30,427,371 12,714,640 44 142,011
Cist 304233N 24,343,537 54,770,908

Accumulated depreciation - (10,628:8597) (10,628 .897)
Balance at 31 December 2003 20,427,371 13,714,640 44,142,011

Freehold land and buildings with a carming value of KD 8,396,573 (2002 KD §.396,573) are mertgaged adainst certain bank

e (See Nota 14),

The far value of the investment properies amounted to KD 112,153,500 at the balance shieet date (2002 KD &2 596,005).
The fair values have been determined by indegendent valuation Using acceptable methods of calculation such s sales

comparisor and income capitalisation.

11. FIXED ASSETS

Furniture Capital

Freeheld and Migtor work in
[earicd Builldings  eguipment  vehicles fOgiess Total
kD D KD kB kD K
Balance at 1 lanuary 2003 13039455 35869039 2043866 46635 23797109 74,796,108
Additions 1,381,846 357,841 650,914 87014 24552115 27039730
Transfers from capital werk in progress - 2204 947 561,670 - 13:456,931) (600314}
Depredcation for the year = (1.1909.815) (499,385) (28.867) £ (1.719062)
Forelgn currency transiation adjustment 57010 25515 167,970 - 151:854 4,865,540
Balance at 31 December 2003 14,991,406 41,315,527 2925035 104787 450447247 104,382,002
Cost 14,591,406 54986848 7013923 217105 45044247 122,253,529
Accumuiated depredation - (13,670,321) (4088883 (112,318) - [17.871.520)
Net .CarTyPﬁ_g Amount at 31 December 2003 14,991,406 41,316,527 2925035 104,787 45044247 104,382,002

Freehold land and bulldings with 2 carrying value of KD 35,280,308 (2002: KD 40,904 496} are mortgaged against certain

lzans (See Mote 14).

During the year, the parent company capitalised borrowing costs amounting to KD 674,128 (2002: D 457,498), Curmulative
capitalisad borrowing costs amourit to KD 1,524,844 (2002 KD §50,716).
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12. DUE TO BANKS
Due 1o banks are subject fo effective Interest ratas Which range from 4255 10 4. 75%,

13. ACCOUNTS PAYABLE AND ACCRUALS

2003 200
KD )
Accounts payable 2.337.967 1283222
Retentions payable 2,721,076 1,381,877
Accrued expenses 1,063 3398 S00.872
Depasits from tenants, hotel and care home guests 825.373 BO01,313
Rents received In advance 124 978 202,007
Employess’ terminal benefits 1,205,031 B52,630
Provisions 294,351 124,798
Euwail Foundation for the Advancement of Scerces BE. 248 62,236
Mational Labour Suppert Tax 151,184 152357
Birectors fees F7.000 227 000
Amourits due 1o related parties 291,059 355,276
Uspaid dividends 132,737 B6.305
Other payables 1,894,790 657,297
11,947,792 5,886,290
14, LONG-TERM LOANS
Long~term loans are denominated in the fallowing currencies:
2003 2002
KB kD
Euwaiti-dinars 54,888,000 42875000
Euro 35,310,335 25,004,293
iapanese Yen 4,515,370 4,807,000
92 713,755 712,686,298
The loans are due for repayment as follows:
2003 2002
KL kD
200 1,775,008 829221
2005 14,162,068 10,377,855
2006 9569 744 G406 045
2007 10,150,064 g, 129278
After 2007 31 056,873 36,390,854
92,713,755 72,686,298

The loans are repayable in equal periodic instalimeants over variable periods of time with maturities extending to
31 Decarmber 2002,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

14, LONG-TERM LOANS (continued)

The Kuwaiti Dinar loans cary varisble interest rates, which range from 0/5% and 1.25% ovet the Central Bank discount
rate, interest on these loans is repriced when the Central Bank dicount rate changes. The foreign currency loans carry
both varable and fixed interest rates which rangs fram 1% and 1.5% over LIBOR. The variable interest rate loatis.are
repiriced every 310 6 mionths.

Bank foars of the group with a-Carrying value of Kl 52,713,755 (2002: KD 72 686,798} dre secured by investrmert properties
with a carrying value of KD 8,396,573 (2002: KD 8,396,573) and fixed assets with a carmving value of KD 35 280,308

(2002 KD 40,904.456) owned by the group. Of these, bank loans amounting to KD 33,021 842 (2002; KD 23.071,652) have
bean obfained by subsidiaries under terms of which lenders have no recourse to the paféht company in the event of default.

A loan-of Eurg 21,000,000 (KD equivalert 7,801,500) was obtained by a subsidiary company during December 2003 based o
an assurance provided by the parent company to the creditor bank that, for 2 period of three years commencing 3 December
2003, the subsidiary company will be sufficiently iquid 1o meet interest and principal repayments & well as any other chariges
thereon 8t each matunty date,

15. SHARE CAPITAL
At 31 December 2003, the parent company’s autharised, issued and fully paid share capital consistad of 238417 460 shares of
100 fils each (2002; 238,412 460 shares).

The parent company’s Board of Directors will propose Issue of additional 47,682,497 shares at 250 fils per share to the annual
general assembly of the shareholders of the parent comparny. This proposal is subject 1o the approval of the annual gereral
assermbly of the shareholders of the parent company.

16. STATUTORY AND VOLUNTARY RESERVES

As required by the Commercial Companies Law and the parent company’s articles of association, 10% of profit for the year is
transferred to stslutory reserve. The parent company may resolve to discontinue such annual transfers when the resenie aquals
50% of paid-up share capital. Distribution of this reserve is limited to the amount required fo enable the payment of &
dividend of 5% of paid-up share capital to be made in years when accumulsted profits are not sufficient for the payment of a
dividend of that amount. :

As requirad by the parent company’s articles of association, 10% of profit for the vear is transferred to voluntary resenve. Such
transfer may discontinue by a resolution at the General Assembly,
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17. CUMULATIVE CHANGES IN FAIR VALUE
The movernent in cumulative changes in falr value are analysed a5 follows:

2003 2007

KD kD

Balance-at 1 lanuary 927,128 1,284,276
Chianige in fair value during the year 5713647 1,099 495
Impairment loss mecognised durng the year 321,512 189,800
Gain realized on sale dunnig the year {442,056) (1, 645.444
Balance at 31 Decémﬁer 6,520,231 927 128

18. CASH AND CASH EQUIVALENTS
Cash and cash equivalents included in the conselidated statement of cash flows comprise the follewing amounis;

2003 2002

KD KD

Bank balances and cash 3623516 2645745
Due 1o banks (8,306, 743] (7,035,894
{4.683,227) {4,391,248)

19. RELATED PARTIES
Buring the normal course of its business, the group conducts certain transactions with parties related to the group at arms
length, prices of which are appraved by management. The following s summary of sigaiticant related parly balances:

2003 2007
kD kL
Balance shest

Erpe trom related parties 1,407,805 743,912
staff recenables 5207 43078
Amounts due 1o related parties 891,059 355276

Incame stalement:
Ciperating costs 419,421 545647

Sales and marketing exdpenses 63867 T Z8B.933
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

20. EMPLOYEE INFORMATION
AL 31 December 2003, the group had 1,284 employees (2002; 1,185 employees),

For the year ended 21 December 2003, staff costs amotinted 1o KD 9,645,681 (2002 KD 7,244,354},

21. PROPOSED DIVIDEND

The parent company's Board of Directors will propese issue of bonus shares of 105 of pac Lp Capital amounting fo 2,384,125
tar the year ended 31 December 2003 (2002: cash dvidend of 20 fils per shiare smounting 1o KD 4,768,225) ta the afinual
general assembly of the sharcholders of the parent company. This proposal is subject 1o the approval of the annual genarzl
asserntily of the shareholders of the parent company.

22, SEGMEI'!I'I'A_L INFORMATION

Primary segment information

The group is organised into functional divisions to manage its various lines of business, For the purposes of primary
segment reporting, the parent campany’s management has grouped the group’s products and senices into the foltowing
business segrmants:

» Real estate operations: Consist of development and leasing of propery.
= Hotel operations: Consist of the hotel hospitality activities provided through W Marriott Hotel — Euwait.
* Care home operstions: Consist of care home actwities provided by the subsidiary company
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

22, SEGMENTAL INFORMATION icontinted)

Secondary segment information

The group operates in two geographic markets: Kuwalt and Europe.  The foliowing table shows the distributlon of the group's
segmenl revendes, assets and capital expanditure,

31 Decembear 2003 31 Decamber 2002
Euwair Europe Total FLAaIT Eirope Total
¥D KD KD ED |} ED
Reveriun 15,693,184 10,147,438 25,840,622 12,126,599 8,414,158 20,540,757
Assits 148,875,749 43,106,138 191,981,887 123,607,721 29,116,371 152,724,092
Capital Fjicigehdi'mre 19,244 887 7.794.843 27,039,730 14,962,078 1,700,488 16,662,566

23, FAIR VALUE OF FINAMCIAL INSTRUMENTS

In the ordinary course of business the group uses nor-dervative finandial instruments. The carrying valuss of varisble rate
short-term and long-term loans approximates their fair valies because of the short-term repricing of Intérest rates. Fised rate
long wemm loans approximate their fair values because prevalent interest rates for similar loans are not significantly differsnt
from contractual rates. In the opinion of management, camying values of all other finandal Instruments ame niot significantly
different from fair values expected a5 noted in Notes 6 and 7.

24, RISK MANAGEMENT

Details of the group's principal risk exposures and how they are managed are as follows:

Credit risk

Credit risk is the risk that one party to a financial instrumant will fail to discharge an obligation and cause the other partyio
incur & tinancial loss, :

Financial assets which patentially subject the groun to credit risk consist principally of bank balances and cash and receivables,

The group’s bank balances are placed with high creditworthy financial institutions. The group’s receivables are diversified across
large numnbar of customers thersby limiting credit risk exposure.

The group also controls credit risk by monitaring credit exposures, limiting transactions with specific cobnterparties and
assessing the credibworthingss of counterparties.
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Market risk
Market risk is the-rick that the value of & financisl instrument will Hlucluate a5 a result-of changes in market prces, whether
those changes are caused by faciors spedilic to the individual security, or it ssuer, or [actors alfecting all securities traded in
the rmarket

The group s expased to market risk with respect to its Investmienis.

The group limits market risk by maintaining a diversified portfolio and by contindous maenitoring of developments in
international equity and bond markets. In addition, the group actively monitors the key factars that affect stock and bond
market mavements, Including anatysis of the aperational and financial pedformance of investees,

Interest rate risk

The group has significant financial liabilities that are subject to interest rate risk. Inlersst rate nsk 10 the group is the risk of
changes in market inlerest rates increasing the interest cost af its financal liabilties. The group limits nterest rate risk by
borrowing at varable imterest rates with short repricing maturities and by monitoring changes in interest rates in the cumanges
in wiich its loans are denominated.

Currency risk
Currehcy risk is the risk that the value of the finanicial instrument will fluctuate due to changes In forelgn exchange rates.

Currency nsk principally arises from the group’s exposure 1o inyestments in overseas markets and borrowings in foresgn
currency. The group sesks to imit its exposure by investing in US dollar denaminated markets and otherwise by borrowing in

currencias that approximately match {ts investments in non-Us dellar denominated markets.

The group had the following-significant net exposures denomimated in foreign currencies as of 31 Decembern;

2003 2002

Ecjuivalent Equivalent

long {short) long fshart)

2] KD

s Dollars 5. 263530 3,645,250
Japanese Yen (5,291,B58) (4,708,433)
German Marks . z
Eurg (3.767.271) (6,059,225)

Pound Sterling 440,534 406,246
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT 31 DECEMBER 2003

24, RISE MANAGEMENT (continued)

Liquidity risk

Liggsicity risk is the risk that the group will encounter difficulty I raising funds fo mest COMmiEEnts assodiated with
financial lizbiliies,

Liuiidity requirements are monitored on a fegular basis and management ensures that stifficient funds, and borrowing liries ane
available to meet any commitmeants as they arise.

25, CONTINGENT LIABILITIES AND COMMITMENTS
AL the balance sheet date, the group had the following tontingances and capital commitmenls:

2003 '.JT'CII_JE_

KR kD

Letters of guaraiiies 1,341,360 7523260
Uncalted capital of an unquoted investmeant 653,969 500,000
Canstruction projed 7,000,000 19,500,000
Capital commitrments of subsidiares - 927 445
8,795,329 21,679,745

26. COMPARATIVE INFORMATION
The patent company’s share of the faint ventlre’s results is now presentad gross of 1ax.  As a result, comipasative information s
alsn presented gross of tax,



