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Certified Accountants Al Lt:'l I A u d ] L B ureau 5

Professional Partnership Co. Licence No. 36

Member Firm of Abdullah AlBasri & Co.

Grant Thomion

AUDITORS' REPORT

To the Shareholders of
Almarai Company

A Saudi Joint Stock Company
Riyadh - Saudi Arabia

We have audited the accompanying consolidated balance sheet of Almarai Company — a Saudi Joint Stock
Company as of 31 December 2005 and the related consolidated statements of income, cash flows and
changes in shareholders’ equity for the year ended 31 December 2005 together with notes 1 - 23. These
consolidated financial statements are the responsibility of the Company’s Management. Our responsibility is
to express an opinion on these consolidated financial statements based on our audit and information which
we obtained and deemed necessary in the circumstances.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by Management, as well as evaluating the overall financial statements
presentation. We believe that our audit provides a reasonable basis for our opinion.

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

- Present fairly, in all material respects, the financial position of Almarai Company — a Saudi Joint Stock
Company as of 31 December 2005 and the results of its operations and cash flows for the year ended
31 December 2005, in the light of presentation and disclosure of information contained in the
consolidated financial statements and in conformity with generally accepted accounting principles
relevant to the Company’s underlying circumstances,

- Comply with the requirements of companies’ regulations in the Kingdom of Saudi Arabia and the
company'’s articles of association concerning the presentation and disclosure of the consolidated
financial statements.

Aldar Audit Bureau
Abdullah Al Basri & Co.
’___:2_._1.

&
Abdullah M. Al-Basri

Certified Accountant
License No. 171

Riyadh, 24 Dhu’l Hijjah 1426 A.H.
Corresponding to 24 January 2006 A.D.



ALMARAI COMPANY
A SAUDI JOINT STOCK COMPANY
RIYADH - SAUDI ARABIA

CONSOLIDATED BALANCE SHEET

AS AT 31 DECEMBER 2005

Current Assets

Cash and Bank Balances
Receivables and Prepayments
Inventories

Total Current Assets

Current Liabilities
Payables and Accruals
Short Term Loans

Total Current Liabilities

NET CURRENT ASSETS

Non Current Assets
Intangible Assets
Fixed Assets

Total Non Current Assets

Non Current Liabilities
Long Term Loans
Employees' Termination Benefits

Total Non Current Liabilities

NET ASSETS

SHAREHOLDER'S EQUITY
Share Capital

Statutory Reserve

Retained Earnings

Notes 2005 2004

SAR '000 SAR '000
4 41,675 60,954
5 217,502 186,594
6 320,981 243,239
580,158 490,787
7 370,391 286,471
8 118,927 22,074
489,318 308,545
90,840 182,242
9 - -
10 2,396,258 1,909,185
2,396,258 1,909,185
8 992,138 745,350
66,201 53,420
1,058,339 798,770
1,428,759 1,292,657
11 1,000,000 750,000
12 212,470 173,860
216,289 368,797
1,428,759 1,292,657

TOTAL SHAREHOLDER'S EQUITY

“THE ACCOMPANYING NOTES FORM AN INTEGRAL PART OF THIS STATEMENT”
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ALMARAI COMPANY

A SAUDI JOINT STOCK COMPANY

RIYADH - SAUDI ARABIA

CONSOLIDATED STATEMENT OF INCOME

FOR THE YEAR ENDED 31 DECEMBER 2005

AND FOR THE THREE PERIODS ENDED 31 DECEMBER 2005

October - October -
December December
Notes 2005 2004 2005 2004

SAR '000 SAR '000 SAR '000 SAR '000
Sales 13 603,708 504,485 2,146,113 1,885,112
Cost of Sales 14 (374,733) (309,765)  (1,299,338)  (1,126,588)
Gross Profit 228,975 194,720 846,775 758,524
Selling & Distribution Expenses 15 (90,315) (70,091) (322,349) (275,612)
General & Administration Expenses 16 (21,937) (25,064) (92,523) (86,294)
Net Income before Bank Charges & 116,723 99,565 431,903 396,618
Zakat
Bank Charges (7,034) (3,180) (35,564) (16,872)
Net Income before Zakat 109,689 96,385 396,339 379,746
Zakat 17 (2,764) (1,854) (10,237) (9,444)
Net Income 106,925 94,531 386,102 370,302
Earnings per Share (SAR)* 5.3 4.7 19.3 18.5

* Earnings per Share is calculated on the total number of issued shares at 31 December 2005 (i.e. 20 million

shares).

“THE ACCOMPANYING NOTES FORM AN INTEGRAL PART OF THIS STATEMENT”
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ALMARAI COMPANY
A SAUDI JOINT STOCK COMPANY
RIYADH - SAUDI ARABIA

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2005

Notes 2005 2004
SAR '000 SAR '000

Cash Flows from Operating Activities
Net Income 386,102 370,302
Depreciation & Amortization 18 126,985 126,923
Bank Charges 35,564 16,872
Change in Employees' Termination Benefits 12,781 (1,015)
Ope_ratlng Cash Flows Before Changes in Working 561,432 513,082
Capital
Changes in:

Receivables & Prepayments (30,908) (7,646)

Inventories (77,742) (50,102)

Payables & Accruals 83,920 62,371
Cash Flows (used by)/from Changes in Working Capital (24,730) 4,623
Cash Flows from Operating Activities 536,702 517,705
Cash Flows used in Investing Activities
Additions to Fixed Assets and Intangibles (666,033) (493,605)
Proceeds from the Sale of Fixed Assets 51,975 43,900
Cash Flows used in Investing Activities (614,058) (449,705)
Cash Flows used in Financing Activities
Increase in Loans 343,641 261,064
Dividends Paid during the Period (250,000) (300,000)
Bank Charges (35,564) (16,872)
Cash Flows from/(used in) Financing Activities 58,077 (55,808)
(Decrease)/Increase in Cash and Bank Balances (19,279) 12,192
Cash and Bank Balances at 1 January 60,954 48,762
Cash and Bank Balances at 31 December 41,675 60,954

“THE ACCOMPANYING NOTES FORM AN INTEGRAL PART OF THIS STATEMENT”
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ALMARAI COMPANY

A SAUDI JOINT STOCK COMPANY

RIYADH - SAUDI ARABIA

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2005

Notes 2005 2004
SAR '000 SAR '000

Share Capital

Balance at 1 January 750,000 500,000
Transfer from Retained Earnings 250,000 250,000
Balance at 31 December 1,000,000 750,000
Statutory Reserve

Balance at 1 January 173,860 136,830
Transfer from Retained Earnings 38,610 37,030
Balance at 31 December 212,470 173,860
Retained Earnings

Balance at 1 January 368,797 585,525
Net Income 386,102 370,302
Transfer to Share Capital 11 (250,000) (250,000)
Transfer to Statutory Reserve (38,610) (37,030)
Dividends Paid (250,000) (300,000)
Balance at 31 December 216,289 368,797

“THE ACCOMPANYING NOTES FORM AN INTEGRAL PART OF THIS STATEMENT”
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ALMARAI COMPANY
A SAUDI JOINT STOCK COMPANY
RIYADH - SAUDI ARABIA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

THE COMPANY AND ITS BUSINESS DESCRIPTION

Almarai Company (the “Company”) is a Saudi Joint Stock Company, which was converted on 2 Rajab
1426 A.H. (8 August 2005). The Company initially commenced trading on 19 DI’ Hijjah 1411 A.H. (1 July
1991) and still operates under Commercial Registration No. 1010084223.

The Company is a major integrated consumer food company in the Middle East with leadership positions
in Saudi Arabia and the neighboring Gulf Cooperative Council (GCC) countries. All raw milk production
and related processing along with food manufacturing activities are undertaken in Saudi Arabia. Final
consumer products are distributed from the manufacturing facilities in Saudi Arabia to local distribution
centers by the Company’s long haul distribution fleet.

The distribution centers in the GCC countries (except for Bahrain and Oman) are managed by the
Company and operate within Distributor Agency Agreements as follows:

Kuwait - Al Kharafi Brothers Dairy Products Company Limited
Qatar - Khalid for Foodstuff and Trading Company
United Arab Emirates - Bustan Al Khaleej Establishment

The Company operates in Bahrain through a subsidiary, Almarai Company Bahrain W.L.L..

During 2005, the Company commenced the process of establishing a subsidiary in Oman. This
company, Arabian Planets for Trade and Marketing L.L.C. was established on 16 May 2005 and started
trading on 30 June 2005. This development did not impact our business in Oman.

The Company’s Head Office is located at the following address:
Exit 7, North Circle Road
Al Izdihar District
P.O. Box 8524
Riyadh 11492
Kingdom of Saudi Arabia

The Company successfully commenced trading on the Saudi Arabian stock exchange on 11 Rajab 1426
A.H. (17 August 2005).

In June and December 2005, the Company acquired the trade, assets and liabilities of Al Riyadh Dairy
Company and Green Dairy Farms respectively.

BASIS OF ACCOUNTING, PREPARATION, CONSOLIDATION & PRESENTATION OF
CONSOLIDATED FINANCIAL STATEMENTS

(@) These consolidated financial statements have been prepared on the accrual basis under the
historical cost convention and in compliance with the accounting standards issued by the Saudi
Organization for Certified Public Accountants (SOCPA).

(b) Although the Company was converted to a Joint Stock Company on 2 Rajab 1426 A.H. (8 August
2005), these consolidated financial statements have been prepared as if no conversion took place.
The Management believes this gives the readers of these consolidated financial statements the
best understanding of its activities.

(c) The statutory records are maintained in Arabic.

(d) When necessary, prior year/period comparatives have been regrouped on a basis consistent with
current year/period classification.



3.

(e) The consolidated financial statements reflect all business operations undertaken on behalf of the

Company and its subsidiaries and the assets and liabilities beneficially held by the Company.

() The figures in these consolidated financial statements are rounded to the nearest thousand.

SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements, in conformity with generally accepted accounting
principles, requires the use of estimates and assumptions. Such estimates and assumptions may
affect the balances reported for certain assets and liabilities as well as the disclosure of certain
contingent assets and liabilities as at the Balance Sheet date. Any estimates or assumptions
affecting assets and liabilities may also affect the reported revenues and expenses for the same
reporting year/period. Although these estimates are based on management’s best knowledge of
current events and actions, actual results ultimately may differ from those estimates.

Revenue Recoqnition

Products are sold principally on a sale or return basis. Revenue is recognized on delivery of
products to customers by the Company or its Distributors, at which time risk and title passes,
subject to the physical return of unsold products. Adjustment is made in respect of known actual
returns.

Cash and Bank Balances

Time deposits purchased with original maturities of less than three months are included in Cash at
Bank.

Accounts Receivable

Accounts receivable are carried at the original invoiced amount less any provision made for
doubtful debts. Provision is made for all debts for which the collection is considered doubtful.

Inventory Valuation

Inventory is stated at the lower of cost and net realizable value. In general, cost is determined on a
weighted average basis and includes transport and handling costs. In the case of manufactured
products, cost includes all direct expenditure based on the normal level of activity. Net realizable
value comprises estimated price less further production costs to completion and appropriate selling
and distribution costs. Provision is made, where necessary, for obsolete, slow moving and defective
stocks.

Goodwill

Goodwill represents the difference between the cost of businesses acquired and the aggregate of
the fair values of their identifiable net assets at the date of acquisition. Goodwill arising on
acquisitions is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired.



Fixed Assets

Fixed assets are stated at cost less accumulated depreciation. There is no open market for dairy
livestock in the GCC against which to measure fair value. Accordingly, dairy livestock are treated as
fixed assets and included in the accounts at their cost of purchase or at the cost of rearing to the
point of first calving, less accumulated depreciation. The cost of dairy young stock is determined by
the cost of rearing to their respective age.

Cows in the dairy herd are depreciated to their estimated residual value, at rates between 10% -
25%, based on their expected continuing useful life. Other fixed assets are depreciated on a straight
line basis at the following annual rates:

Buildings 3% - 10%
Plant, Machinery & Equipment 5% - 33%
Motor Vehicles 15% - 25%

Land is not depreciated

The carrying values of fixed assets are reviewed for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable. If any such indication exists and
where the carrying values exceed the estimated recoverable amount, the assets are written down to
their recoverable amount. Impairment losses are expensed in the consolidated Statement of
Income.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount, so that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been
recognized for the asset in prior years/periods. A reversal of an impairment loss is recognized as
income immediately in the consolidated Statement of Income.

Conversion of Foreign Currency Transactions

During the financial year foreign currency transactions are converted and booked in Saudi Riyals at
standard exchange rates which are periodically set to reflect average market rates or forward rates
if the transactions were so covered. At the Balance Sheet date, assets and liabilities denominated
in foreign currencies are converted into Saudi Riyals at the exchange rates ruling on such date or at
the forward purchase rates if so covered. Any resulting exchange variances are charged or credited
to the consolidated Statement of Income as appropriate. Gains and losses on derivative financial
instruments used to hedge foreign currency exposures are recognized in the consolidated
Statement of Income when the underlying transaction occurs.

Employees’ Termination Benefits

Employees’ termination benefits are payable as a lump sum to all employees employed under the
terms and conditions of the Saudi Labor and Workman Law on termination of their employment
contracts. The liability is calculated as the current value of the vested benefits to which the
employee is entitled, should the employee leave at the Balance Sheet date. Termination payments
are based on the employees’ final salaries and allowances and their cumulative years of service, in
compliance with the conditions stated in the laws of the Kingdom of Saudi Arabia.

Selling, Distribution, General & Administration Expenses

Selling, Distribution, General & Administration Expenses include direct and indirect costs not
specifically part of Cost of Sales as required under generally accepted accounting principles.
Allocations between Cost of Sales and Selling, Distribution, General & Administration Expenses,
when required, are made on a consistent basis. The Company charges payments in respect of long
term agreements with customers and Distributors to Selling and Distribution expenses.



K. Management Fees

The Company credits fees charged in respect of the management of Arable Farms to General &
Administration Expenses.

L. Zakat
Zakat is provided for in the consolidated Balance Sheet on the basis of an estimated Zakat
assessment carried out in accordance with Saudi Department of Zakat and Income Tax (DZIT)

regulations. Adjustments arising from final Zakat assessments are recorded in the year in which
such assessments are made.

M. Operating Leases

Rentals in respect of operating leases are charged to the consolidated Statement of Income over
the terms of the leases.

2005 2004
SAR '000 SAR '000

CASH AND BANK BALANCES

Cash at Bank 27,800 46,109
Cash in Hand 13,875 14,845
Total 41,675 60,954

RECEIVABLES AND PREPAYMENTS

Net Accounts Receivable 133,598 124,863
Prepayments 83,904 61,731
Total 217,502 186,594
INVENTORIES

Raw Materials 231,265 176,382
Work-in-Progress 7,975 1,880
Finished Goods 81,741 64,977
Total 320,981 243,239
PAYABLES AND ACCRUALS

Accounts Payable 195,293 170,238
Accrued Expenses 164,861 106,552
Zakat 10,237 9,681
Total 370,391 286,471




LOANS

() Saudi Industrial Development Fund
(i) Saudi Arabian Agricultural Bank
(iii) Islamic Banking Facilities (Murabaha)
(iv) Commercial Banks

Total

2005 2004
SAR '000 SAR '000
325,878 220,350
22,572 12,074
762,615 -
- 535,000
1,111,065 767,424

A. The borrowings from the Saudi Industrial Development Fund are secured as follows:
(i) in respect of borrowings amounting to SAR 310.5 million for 31 December 2005 and SAR 204.5

million for 31 December 2004 by a mortgage on specific assets;

(i) in respect of borrowings amounting to SAR 15.4 million for 31 December 2005 and SAR 15.9

million for 31 December 2004 by a bank payment guarantee.

B. The borrowings from Saudi Arabian Agricultural Bank are secured by a bank payment guarantee.

C. The borrowings from commercial banks and Islamic banking facilities (Murabaha) are secured by

promissory notes given by the Company.
D. Maturity of Financial Liabilities:

Less than one year
One to two years

Two to five years
Greater than five years
Total

INTANGIBLE ASSETS

Goodwill

Cost

Balance at 1 January
Additions

Disposals

Balance at 31 December

Accumulated Amortization
Balance at 1 January
Amortization

Disposals

Balance at 31 December

Net Book Value
Balance at 31 December

10

118,927 22,074
625,678 228,500
284,470 478,220
81,990 38,630
1,111,065 767,424
- 103,276
7,879 -
7,879 103,276
- 80,689
7,879 22,587
7,879 103,276
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10. EIXED ASSETS

Cost

At 1 January 2005
Additions during 2005
Livestock Appreciation
Transfers during 2005
Reclassification during 2005
Disposals during 2005

At 31 December 2005

Accumulated Depreciation

At 1 January 2005
Reclassification during 2005
Disposals during 2005
Charges for 2005

At 31 December 2005

Net Book Value

At 31 December 2005

At 31 December 2004

Land Plfamt, Motor . Capitgl
& Machinery & . Dairy Herd Young Stock Work-in- Total
Buildings Equipment Vehicles Progress
SAR '000 SAR '000 SAR '000 SAR '000 SAR '000 SAR '000 SAR '000
751,198 1,147,282 258,362 213,207 79,059 548,722 2,997,830
10,464 1,656 55,071 14,658 9,459 566,346 658,154
- - - - 103,351 - 103,351
286,182 551,645 - 78,850 (78,850) (837,827) -
(23,356) 23,356 - - - - -
(30,728) (155,630) (24,308) (57,043) (13,920) - (281,629)
993,760 1,568,309 289,125 249,672 99,099 277,741 3,477,706
202,992 685,196 137,875 62,582 - - 1,088,645
6,798 (6,798) - - - - -
(43,876) (138,320) (18,688) (19,191) - - (220,075)
24,838 120,092 38,468 29,480 - - 212,878
190,752 660,170 157,655 72,871 - - 1,081,448
803,008 908,139 131,470 176,801 99,099 277,741 2,396,258
548,206 462,086 120,487 150,625 79,059 548,722 1,909,185
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12.

13.

SHARE CAPITAL

At an Extraordinary General Assembly Meeting held on 23 Dhu’l Qa’ ada 1426 AH (25 December 2005),
the Shareholders of the Company approved a bonus issue of 1 share for every 3 shares held.
Consequently, the Company’s share capital increased from SAR 750.0 million, consisting of 15 million
fully paid and issued shares of SAR 50 each to SAR 1.0 billion, consisting of 20 million fully paid and
issued shares of SAR 50 each.

STATUTORY RESERVE

In accordance with its Articles of Association and the regulations for Companies in the Kingdom of Saudi
Arabia, the Company is required each year to transfer 10% of its net income to a Statutory Reserve until
such reserve equals 50% of its share capital. This Statutory Reserve is not available for distribution to
Shareholders.

SEGMENTAL REPORTING

Analysis of Sales is given by Product Group as shown below. The disclosure of segmental information
by geographical area would, in the opinion of the Board of Directors, be prejudicial to the interest of the
Company and accordingly is not disclosed.

October - October -
December December
2005 2004 2005 2004
SAR '000 SAR '000 SAR '000 SAR '000
SALES
By Product Group:
Fresh Dairy 413,037 340,035 1,370,896 1,190,897
Long Life Dairy 53,275 40,393 209,903 175,217
Fruit Juice 37,220 33,022 142,424 137,920
Cheese & Butter 95,843 87,784 405,042 369,559
Non-Dairy Foods 2,330 1,993 10,619 5,352
Other 2,003 1,258 7,229 6,167

603,708 504,485 2,146,113 1,885,112
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14.

15.

16.

COST OF SALES

Direct Material Costs
Employee Costs

Depreciation & Amortization
Livestock Appreciation

Loss on Disposal of Livestock
Other Expenses

Total

SELLING AND DISTRIBUTION EXPENSES

Marketing Expenses
Employee Costs
Depreciation & Amortization
Other Expenses

Total

GENERAL AND ADMINISTRATION EXPENSES

Insurance

Employee Costs

Depreciation & Amortization

Profit on Disposal of Other Fixed Assets
Other Expenses

Total

13

2005 2004
SAR 000  SAR '000
891,128 752,141
154,159 137,916
173,392 171,325
(103,351) (84,865)
18,118 17,475
165,892 132,596
1,299,338 1,126,588
114,541 103,922
133,898 113,142
39,275 25,072
34,635 33,476
322,349 275,612
13,090 12,078
66,884 59,559
8,090 8,273
(8,539) (10,357)
12,998 16,741
92,523 86,294




17. ZAKAT

A.

2005

2004

SAR '000

SAR '000

Zakat is charged at the higher of the net income or net working capital methods as required under
Saudi Arabian Zakat Regulations. In the current year, the Zakat charge is based on the net income

method, calculated as follows:

Net Income before Zakat

Disallowed Expenses:
Accrual for Employees' Termination Benefits
Other Provision

Net Income for Zakat Purposes

Zakat Charge @ 2.5%
Adjustment in respect of prior year provision
Charged to Consolidated Statement of Income

Zakat Provisions

Balance at 1 January

Charged to Consolidated Statement of Income
Payments

Balance at 31 December

396,339 379,746
12,781 (1,015)
365 8,514
409,485 387,245
10,237 9,681

- (237)
10,237 9,444
9,681 9,862
10,237 9,444
(9,681) (9,625)
10,237 9,681

The Company has paid its Zakat liabilities for all years up to 31 December 2004 and has obtained a
Zakat Certificate in respect of the years then ended. The final assessments for 2004, 2003 and 2002

are still under discussion.
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18.

19.

2005 2004
SAR '000 SAR '000

DEPRECIATION AND AMORTIZATION

Livestock

Depreciation of Dairy Herd 29,480 26,033
Livestock Appreciation (103,351) (84,865)
Net Livestock Appreciation (73,871) (58,832)
Depreciation of Fixed Assets 183,398 156,050
Amortization of Intangible Assets 7,879 22,587
Loss on the Disposal of Livestock 18,118 17,475
Profit on the Disposal of Fixed Assets (8,539) (10,357)
Total Depreciation and Amortization 126,985 126,923

(Profit)/Loss on the Disposal of Assets

Livestock

Proceeds from Disposal of Livestock (33,654) (30,866)
NBYV of Dairy Herd Cows Disposed 37,852 36,448
NBV of Youngstock Disposed 13,920 11,893
Loss on the Disposal of Livestock 18,118 17,475

Fixed Assets

Proceeds from the Disposal of Assets (18,321) (13,034)
NBYV of Assets Disposed 9,782 2,677
Profit on the Disposal of Fixed Assets (8,539) (10,357)

FINANCIAL INSTRUMENTS

Financial instruments carried on the consolidated balance sheet include cash and bank balances, trade
and other accounts receivable, short term bank borrowings, accounts payable, accrued expenses and
other liabilities, and long term debt.

Credit Risk is the risk that one party will fail to discharge an obligation and will cause the other party to
incur a financial loss. The Company has no significant concentration of credit risks. Cash and bank
balances are placed with national and international banks with sound credit ratings. Trade and other
accounts receivable are mainly due from local customers and related parties and are stated at their
estimated realizable values.

Interest Rate Risk is the exposure to various risks associated with the effect of fluctuations in the
prevailing interest rates on the Company's financial position and cash flows. The Company has no
significant interest-bearing assets at 31 December 2005. Islamic banking facilities (Murabaha)
amounting to SAR 762.6 million at 31 December 2005 bear financing charges at the prevailing market
rates.

Liquidity Risk is the risk that an enterprise will encounter difficulty in raising funds to meet commitments
associated with financial instruments. Liquidity risk may result from the inability to sell a financial asset
quickly at an amount close to its fair value.

Liquidity risk is managed by monitoring on a regular basis that sufficient funds are available to meet the
Company's future commitments. Also see Note 8.
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Currency Risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. The Company's transactions are principally in Saudi Riyals, United States Dollars,
Sterling and Euro. Management believe that the currency risk for inventory and capital expenditure
purchases is adequately managed primarily through entering into foreign currency forward purchase
agreements. Other transactions in foreign currencies are not material.

The outstanding foreign currency forward purchase agreements were as follows:

2005 2004
SAR '000 SAR '000

Euro 138,932 121,400
United States Dollar - 94,055
Sterling 38,383 36,899
Danish Kroner 597 3,309
Other 22,444 1,637

200,356 257,300

Foreign currency forward purchase agreements are secured by promissory notes given by the Company.

Fair Value is the amount for which an asset could be exchanged, or a liability settled between
knowledgeable willing parties in an arm's length transaction. As the Company's consolidated financial
statements are prepared under the historical cost method, differences can arise between the book
values and the fair value estimates. Management believes that the fair values of the Company's financial
assets and liabilities are not materially different from their carrying values.

20. COMMITMENTS AND CONTINGENCIES

A. The contingent liabilities against letters of credit was SAR 6.2 million and SAR 85.7 million for 31
December 2005 and 31 December 2004 respectively.

B. The contingent liabilities against letters of guarantee was SAR 34.8 million and SAR 36.4 million for
31 December 2005 and 31 December 2004 respectively.

C. The Company had capital commitments to SAR 387.6 million and SAR 292.2 million for 31
December 2005 and 31 December 2004 respectively in respect of ongoing projects. The majority of
the capital commitments are for new production facilities, sales depot development, distribution fleet,
fridges and information technology.

D. Commitments under operating leases expire as follows:

Within one year 17,452 14,663
Two to five years 57,845 20,952
After five years 10,561 16,109

85,858 51,724

21. DIRECTORS REMUNERATION

The Directors' fees paid to the Board of Directors for each year ending 31 December 2005 and 31
December 2004 amounted to SAR 2.0 million.
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22.

23.

2005 2004
SAR '000 SAR '000

RELATED PARTY TRANSACTIONS

During the normal course of its operations, the Company had the following significant transactions with
related parties during the years ended 31 December:

Sales 60,530 65,356
Purchases 146,706 128,075
Due to Related Parties - Net (10,469) (5,380)

Pricing and terms of payment for these transactions are at arms length.

SUBSEQUENT EVENTS

In the opinion of the Management, there have been no significant subsequent events since the year end
that would have a material impact on the financial position of the Company as reflected in these
consolidated financial statements.
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ALMARAI| BOARD OF DIRECTORS REPORT
To our Esteemed Shareholders,

2005 has been a year of challenges and successes for Almarai; we have continued to increase our
profits for the last fifteen years. It has been a year in which the foundations for continued growth
have been laid.

The Company achieved record sales of SAR 2,146 million and a net income of SAR 386 million, a
significant increase of 14% and 4% respectively over last year's figures. These substantial results
were achieved despite the Company absorbing a 5% increase in Direct Material Costs; had these
costs remained in line with the increase in sales, or had they been passed onto our customers, we
would have achieved an increase in net profit of 14% on last year.

2005: A productive year

Almarai witnessed some of the most significant business developments in 2005. In August, we
successfully floated 30% of the Company’s Share Capital on the Saudi Stock Exchange; we would
like to take this opportunity to thank all those involved for their invaluable contribution and tireless
efforts in making this possible. We presented our first quarterly results to Tadawul in October 2005,
and are delighted to note that despite the increase in responsibilities and workload the Company
has made a smooth transition from a private company to a public company. The Company reached
yet another significant milestone at an Extraordinary General Assembly Meeting held in December
2005, where our Shareholders approved the distribution of a bonus issue of shares. By granting one
free share for every 3 shares held, the Company’s paid-up capital increased by one third - from SAR
750 million to SAR 1 billion. We would like to thank our Shareholders for their farsightedness and
overwhelming response.

Amongst other significant developments in 2005 was the construction of our latest farming project,
the Al Badiah Super Farm, which has the capacity to accommodate 15,000 milking cows and
12,500 youngstock. In addition to this, and in anticipation of future growth, the Company also
acquired a new site with similar capacity, Al Danah Super Farm; the first phase of this project is to
be completed in early 2007.

2005 also witnessed the consolidation of our processing and distribution facilities through the
completion of our second production facility, the Central Processing Plant 2 (CPP 2), at a total cost
of approximately SAR 700 million. Located on the same site as CPP 1, approximately 130
kilometres from Riyadh, CPP 2 consists of three new production facilities: for fresh dairy liquid, fruit
juices and cheese. Utilizing modern storage technologies and sophisticated processing facilities,
this new facility has been designed to deliver long-term benefits to the business. In addition to this,
the Company has also installed a state-of-the art Automated Storage and Retrieval System (ASRS)
with a remarkable capacity to store up to 15,000 pallets of products. The new facility also has the
infrastructure to support transportation and distribution activities.

Yet another ambitious venture was launched in September 2005, when Almarai introduced PET
bottles in the Saudi Arabian and other GCC markets, following the successful launch of PET bottles
in the UAE and Oman markets in 2004. As market leaders, we are the first dairy company to launch
such a major initiative in Saudi Arabia, and we believe that we have set the trend and the standards
for others to follow.

2005 also witnessed the expansion of our excellent Sales Distribution Network with the opening and
redevelopment of our depots. We now operate 31 Sales Depots - 22 in Saudi Arabia and 9 in the
other GCC regions - delivering to over 27,000 retail customers and making more than 100,000
individual calls every week. The number of distribution vehicles to service the expansion was
increased by 15%.

Significant investments were also made in the retail arena in 2005. We increased the number of
fresh dairy display coolers placed with our retail customers. Special emphasis was placed on
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placing these coolers in prime positions in outlets, thus ensuring 'first-in-floor' positioning ahead of
the chilled soft drinks.

In 2005, a major change took place in the marketplace with the continued expansion of large
multinational and local retailers. Recognising this development, the Company established a
dedicated Key Account Customer Team and provided them with all the support and resources they
need to respond effectively to the ever-changing needs of our consumers.

We operate in the GCC countries (except for Bahrain and Oman) through distribution agreements,
which are managed by us. On the 1 January 2005, we commenced trading in Bahrain through a
subsidiary, Almarai Bahrain W.L.L.. During the year, we commenced the process of establishing a
subsidiary in Oman. This company, Arabian Planets for Trade and Marketing LLC was established
in May and started trading in June. These transitions were managed very successfully.

As part of our growth strategy and to meet our increased demand for raw milk, we acquired the
Riyadh Dairy and Green Dairy Farms during the year.

Almarai continues to be the largest dairy company in the Middle East. In 2005, as part of our
expansion plans, the Company also witnessed an increase in the total workforce to 5,685
employees. In light of this, we were honoured to receive the HRH Prince Naif bin Abdulaziz Award
for achieving the highest Saudisation targets in our industry.

As we look back at a glorious past and towards a promising future, we reiterate our commitment to
continue to develop new products and seek new business opportunities with the objective of
increasing Stakeholders wealth and offering improved products and services to our customers and
consumers. To this end, we have approved further capital expenditure of approximately SAR 500
million for our Farming and Operations Divisions and the expansion of our Sales Distribution
Network. This will complete the Company’s Capital Expenditure Program of over SAR 2.5 billion that
was presented and subsequently approved by us in June 2002.

We are confident that with the favourable and productive economic environment of Saudi Arabia
and the GCC, and the visionary initiatives undertaken by Almarai in 2005, we will continue to excel
on the path to progress and we look forward to even more successful years ahead.

We take this opportunity to thank our Management Team and their staff for their continued support,

dedication and commitment to the development of the Company, and we look forward with renewed
confidence to another promising year of meeting and exceeding our Shareholders' expectations.

The Board of Directors
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Detailed Review of 2005

Sales
Our Sales for 2005 amounted to SAR 2,146.1 million, which represents an increase of 13.8% on the
previous year.

This exceptional growth is mainly attributed to the strength of the Almarai brand, the quality of our
product and the initiatives launched in 2005, such as route expansion, the investment and
placement of fresh dairy display coolers and the introduction of new PET bottles.

A breakdown of our Sales-by-product can be seen in the table below:

Sales by Product Group (SAR M) Year Ended 31 December

2005 % 2004 %
Fresh Dairy 1,370.9 63.9% 1,190.9 63.2%
Long-life Dairy 209.9 9.8% 175.2 9.3%
Fruit Juice 142.4 6.6% 137.9 7.3%
Cheese & Butter 405.1 18.9% 369.6 19.6%
Non Dairy Food 10.6 0.5% 5.3 0.3%
Other 7.2 0.3% 6.2 0.3%
Total Sales 2,146.1 100.0% 1,885.1 100.0%
Fresh Dairy

Fresh dairy includes short-life products made with locally produced fresh raw milk, of which we
produce in excess of 90% of our requirements. Our range includes fresh laban, milk, natural and
fruit yoghurts, fresh cream and dairy desserts.

Sales for our fresh dairy products, which is the largest product category, amounted to SAR 1,370.9
million, which represents an increase of 15.1% on the previous year.

Long-life Dairy
Long-life dairy, also made from locally produced raw milk, includes UHT milk and cream,
evaporated milk and sterilised cream.

Sales for long-life dairy amounted to SAR 209.9 million, which represents an increase of 19.8% on
the previous year.

Fruit Juice

The fruit juice market has proven to be very competitive in recent years, and in response to
competitor activity, our average sale prices have fallen. However, we have been able to maintain
our market share across the GCC.

Sales for fruit Juice amounted to SAR 142.4 million, which represents an increase of 3.3% on the
previous year.

Cheese and Butter

Sales from cheese and butter have grown dramatically, driven in particular by the successful
revitalisation of the processed cheese range and 'value for money' pricing. Our cheese and butter
prices are, however, heavily influenced by world dairy commodity prices, which have increased our
costs and consequently, reduced our profits in this product category. As of today, these costs have
been absorbed by the Company.

Sales for cheese and butter amounted to SAR 405.1 million, which represents an increase of 9.6%
on the previous year.

Non-dairy Food
The Almarai range of non-dairy food includes tomato paste and jams.
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Operating Costs (SAR M) Year Ended 31 December

2005 2004
Direct Material Costs 891.1 752.1
Other Cost of Sales 408.2 3745
Cost of Sales 1,299.3 1,126.6
Selling & Distribution Expenses 322.3 275.6
General & Administration Expenses 92.5 86.3
Total Operating Costs 1,714.1 1,488.5

Operating Costs may also be viewed by the nature of the expenditure incurred:
Year Ended 31 December

Operating Costs (SAR M) 2005 % of Sales 2004 % of Sales
Direct Material Costs 891.1 41.5% 752.1 39.9%
Employee Costs 354.9 16.5% 310.6 16.5%
Marketing Expenses 1145 5.3% 104.0 5.5%
Insurance 13.1 0.7% 12.1 0.7%
Other Expenses 213.5 9.9% 182.8 9.7%
Depreciation & Amortisation 127.0 6.0% 126.9 6.7%
Total Operating Costs 1,714.1 79.9% 1,488.5 79.0%

The increase in Operating Costs in 2005 over 2004 was principally due to an increase in overall
volumes and to a very significant rise in the level of input costs driven by large increases in world
commodity prices and fluctuation in currencies.

Higher prices of world commodities increased direct material costs in 2005. This is particularly
relevant in respect of animal feeds, ingredients and packaging for our products. In keeping with our
policy of offering value to consumers, we try to avoid price increases whenever possible, or to
reduce their impact by alternative sourcing or by other methods. The other Operating Costs have
increased in line with our volume growth.

Depreciation and Amortisation

Net livestock appreciation represents the growth in our dairy herd, which is capitalised as a fixed
asset in accordance with our accounting policy for livestock which is in line with International
Accounting Standards. Our accounting policy is outlined in our Financial Statements.

The Depreciation of Fixed Assets increased by SAR 27.3 million, due to the ongoing investment in
our farming, production and distribution facilities.

The amortisation of intangible assets in 2005 relates to the goodwill arising on the acquisition of
Riyadh Dairy Company. The amortisation of intangible assets in the previous year relates to the
goodwill arising from the acquisition of Tawdah Dairy Farm Company Limited in 1999.

Payments to Government Agencies
During the year the following payments were made to Government Agencies:

Year Ended 31 December

Payments to Government Agencies (SAR M) 2005 2004
Customs duty 22.0 14.9
Zakat 10.2 9.4
G.O.S.l. 8.0 6.7
Minsitry Costs - visas 5.5 45
Others 4.7 4.3
Total Payments to Government Agencies 50.4 39.8
Net Income

Net income increased from SAR 370.3 million in 2004 to SAR 386.1 million in 2005. Net income as
a percentage of sales decreased from 19.6% to 18.0%. These strong results were achieved after
experiencing an increase in Direct Material Costs of 5%; had these costs remained in line with the
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increase in sales, or had been passed onto our customers, we would have achieved an increase in
net profit of 14.0 % on last year.

Cash Flows
Cash Flow Statement (SAR M) Year Ended 31 December
2005 2004
From Operating Activities 536.7 517.7
Used in Investing Activities (614.0) (449.7)
From/(Used) in Financing Activities 58.0 (55.8)
(Decrease)/Increase in Cash (19.3) 12.2
Cash at beginning of period 61.0 48.8
Cash at end of period 41.7 61.0

Our business operations generate very strong cash flows, which are primarily utilised in maintaining
and developing the asset base, servicing debt and, until recently, paying dividends to Shareholders.

We continue to invest heavily in order to be able to serve future market demand. The level of
investment required will continue to remain high to meet this growth in demand for our products and
to continue to be the market leader in the industry. We will consider alternative dividend policy
options in the future, which are in the best interest of the Company and its Shareholders.

Cash Flows from Operating Activities Year Ended 31 December
(SAR M) 2005 2004
Net Income 386.1 370.3
Depreciation & Amortisation 127.0 126.9
Bank Charges 35.6 16.9
Change in Employees’ Termination Benefits 12.7 (2.0)
Net Changes in Working Capital (24.7) 4.6
Net Operating Cash Flows 536.7 517.7

In general terms, our working capital requirements are relatively low compared to our sales in view
of the short shelf-life of many of our finished products and the significant proportion of sales
undertaken on a cash basis. However, the increases in commodity prices, debtors and stock levels
(which are in line with sales growth) have resulted in an increased working capital requirement of
SAR 24.7 million.

Investing Cash Flows (SAR M) Year Ended 31 December
2005 2004
Capital Expenditure (666.0) (493.6)
Proceeds from disposals 52.0 43.9
Net Investing Cash Flows (614.0) (449.7)

The high level of capital expenditure in 2005 reflects the ongoing investment in our farming,
production and distribution facilities.

Cash Flows used in Financing Activities Year Ended 31 December
(SAR M) 2005 2004
Dividends Paid (250.0) (300.0)
Borrowings from State Financial Institutions

Repayments (11.8) (26.9)

Receipts 127.8 168.0
Net Movement on Commercial Borrowings 227.6 120.0
Bank Charges (35.6) (16.9)
Net Financing Cash Flows 58.0 (55.8)
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Dividends
In March 2005, we paid a dividend of SAR 250.0 million to our Shareholders for the 2004 fiscal year.
At an Extraordinary General Assembly Meeting held in December, our Shareholders approved the
distribution of a very generous bonus issue of shares of 1 share for every 3 shares held. This bonus
issue was in lieu of a dividend for 2005. This resulted in increasing our issued share capital to SAR
1.0 billion.

As noted above, in the next few years our high level of investment will limit our ability to continue to
pay a high dividend to our Shareholders. We will consider alternative dividend policy options in the
future, which are in the best interest of the Company and its Shareholders.

Borrowings
During the year, we converted all of our commercial borrowings to Islamic borrowings (Murabaha).
At the end of the year, our total borrowings amounted to SAR 1,111.1 million.

We have obtained financing in respect of our major investment programs from Government financial
institutions in Saudi Arabia, namely the Saudi Industrial Development Fund (SIDF) and the Saudi
Arabian Agricultural Bank (SAAB). This financing is not commission-bearing and in the case of
SIDF, carries an initial evaluation cost and ongoing follow-up costs. The effective cost of such
borrowings from SIDF is typically lower than borrowings from commercial banks and is not subject
to commission rate risk.

Due to the increase level and cost of borrowings, bank charges increased by SAR 18.7 million to
SAR 35.6 million.

Shareholders Information
As at 31 December 2005, the Shareholders holding more that 5% of the Company’s shares were as
follows:

HH Prince Sultan bin Mohammed bin Saud Al Kabeer 7,441,000
SAVOLA Group Company 5,646,200

As at 31 December 2005, the following Board Members and Senior Management held more than
500 shares in Almarai:

HH Prince Sultan bin Mohammed bin Saud Al Kabeer 7,441,000
Abdulrahman bin Abdulaziz Al Muhanna 238,000
Abdulrahman Abdulmuhsen Al Fadley 14,017
Nasser Mohammed Al Muttawa 6,666

Board Meetings and Directors' Remuneration
During the year we held 3 Board Meetings in 2005; majority of these meetings were attended by
every Member of the Board.

The remuneration paid to the Board of Directors for the year ended 2005 amounted to SAR 2.0
million.

Related Party Transactions
During the year Sales to related parties amounted to SAR 60.5 million, while Purchases amounted
to SAR 146.7 million.

We certify that the internal controls are working effectively, that appropriate accounting records and
related documents are maintained and that there are no ongoing concern issues.

P.S. There will be no Ordinary General Assembly Meeting to approve the 2005 Consolidated
Financial Statements as the first fiscal year of Almarai as a joint company will end on December 31,
2006.
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Key Financial Highlights (SAR M)

Operational Performance
Total sales

Cost of sales

Gross profit

Selling and distribution expenses
Financing cost and bank charges

Income before zakat
Zakat
Net income

Financial Condition
Operating net working capital
Fixed assets

Net operating assets

Total borrowings

Employee termination benefits
Shareholders’ equity

Total assets

Key Indicators
Return on sales
Return on equity ratio
Debt to equity ratio
Current ratio

Debt ratio

Revenue growth rate
Dividends payout ratio

Earnings per Share (SAR) *

Dividend paid

2005

2,146
1,299
847
322
36
396
10
386

168
2,396
2,564
1,111

66
1,429
2,976

18.0%
27.0%
77.8%
118.6%
37.3%
13.8%
0.0%

19.3

250

2004

1,885
1,126
759
276
17
380

9

370

143
1,909
2,052

767

53
1,293
2,400

19.6%
28.6%
59.3%
159.1%
32.0%
7.5%
67.6%

18.5

300

Year Ended 31 December

2003

1,754
1,019
735
258
19
378
10
368

148
1,586
1,734

506

54
1,222
2,007

21.0%
30.1%
41.4%
167.6%
25.2%
9.6%
81.5%

18.4

280

2002

1,601
914
687
235

9
362
10
352

102
1,284
1,386

237

63
1,134
1,641

22.0%
31.0%
20.9%
125.8%
14.4%
12.7%
79.5%

17.6

250

* Earnings per Share is calculated on the total number of issued shares at 31 December 2005 (i.e. 20 million

shares).
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