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+ Aabar (AABAR.AD) announced on Monday that it has signed a heads of agreement with Mubadala
Development Company for the sale of a 90% stake in its Pearl Energy unit for USD877.5 million.

« The offer price of USD877.5 million, with Mubadala assuming no debt, suggests that Pearl Energy is worth
USD975 million (AED3.6 billion). According to our forecasts, we have an estimated equity value for Pearl
Energy of AED4.5 billion (based on a long-term oil price of USD56) assuming no debt or cash. While we
estimate Aabar will have a cash balance of AED1.5 billion at the end of 2007 (boosted by the completion
of its sale of Dalma in 4Q2007), the company has an outstanding convertible bond of AED1.6 billion,
assuming redemption at par.

+ However, a covenant in the company’s convertible bond states that in the event of a significant/
substantial change in control of the assets of Pearl Energy, bond holders are given the right to early
redemption in cash, and at a lower strike price. We estimate the strike price falls from AED4.00 to AED3.87
and estimate that it will cost the company AED2.0 billion to pay back this debt at the current share price.

+ The company had originally acquired Pearl Energy for AED2.02 billion back in July 2006. Since then, under
Aabar’s management, Pearl has doubled its production to just under 20,000 barrels of oil per day (bopd)
and the oil price has risen significantly. Therefore, while Mubadala’s offer represents a tidy profit for Aabar,
it means that the company will be left with i) cash of AED4.7 billion (current cash balance plus cash from
sale of Pearl), i) debt of AED2.0 billion (the cost to pay back its convertible bond) and 10% of the Pearl
business (valued at AED360 million at the acquisition price). This suggests to us that the resulting value of
Aabar is AED3.1 billion or AED3.40 per share.

« It is also worth mentioning that Mubadala along with Abu Dhabi Investment Company currently own a
45% stake in Aabar. What is unclear is why Mubadala is not increasing its stake in Aabar, or indeed
acquiring the parent company completely, rather than taking over its subsidiary. Moreover, this leads to
question marks as to the future of Aabar. Only a few months ago, the company sold its drilling service
business Dalma, and this divestment represented a repositioning and a tightening of Aabar's long term
strategy, allowing the company to focus on the upstream oil and gas sector. This deal, therefore, would
appear be a huge step backwards for Aabar and goes against the company’s vision, and thus strikes us as
confusing.

+ Therefore, if the deal is to go ahead, which seems likely, this implies an unclear future for Aabar. Indeed,
as yet, the company is not willing to comment in any detail as to the future of Aabar. With Aabar in effect
becoming a cash shell (besides its 10% stake in Pearl) with a residual value of AED3.40 per share, which is
considerably less than the current share price of AED4.76, we reduce our recommendation to ST/LT Reduce
from ST Neutral/ LT Accumulate and reduce our LTFV to AED3.40 from AED3.75 per share.
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DISCLOSURES

We, Abid Riaz and Mohammad Madani, hereby certify that the views expressed in this document accurately reflect our personal views about the securities and
companies that are the subject of this report. We also certify that neither we nor our spouses or dependants (if relevant) hold a beneficial interest in the securities
that are traded in the UAE stock exchanges.

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

DISCLAIMER

Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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