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Investment Summary

* In view of the difficult macroeconomic environment and deteriorating liquidity situation
in the second half of the year, the profitability of Mashreq Bank declined during 2008.
The balance sheet size of Mashreq Bank reached AED93.2bn at the end of 2008, a lower
growth of 6.4% over the balance sheet size at the end of 2007. It is important to note that
all the growth came in the first quarter of 2008. For the rest of 2008, balance sheet size was
almost constant or even declined.

* Gross loan portfolio (including Islamic products) of the bank increased from AED36.4bn
in 2007 to AED56.2bn in 2008, a significant growth of 54.2%. The net loan book increased
from AED35.3bn in 2007 to AEDS55.0bn in 2008, a growth of 55.8% during the year.
Contribution of net loans to total assets was 59.0% in 2008, up sharply from40.3% in the
previous year. This was due to sharp rise in loans and advances and also decline in the
balances with Central Banks which was down 68.9% YoY to reach AED6.3bn.

* Lending growth has been strong for the bank; however NPL level has been managed well.
Gross non-performing loans (NPLs) of the bank, in fact, declined from AED383.1mn in
2007 to AED364.2mn in 2008. Gross NPLs as a percentage of gross loans declined from
1.1% in 2007 to 0.6% in 2008. However we expect this ratio to go up in coming months
on account of deterioration in economic scenario.

* Total interest income of the bank (including Islamic) increased from AED4.0bn in 2007
to AED4.8bn in 2008, an increase of 18.9%. The growth in interest income was mainly
driven by the growth in loan volume as yield on interest earning assets declined to 6.5% in
2008 from 7.5% in 2007. The decline in yield was expected in view of declining interest
rate scenario. However bank’s yield on interest earning assets is comparatively higher than
its peers because of its greater focus on lucrative retail segment.

e Total interest expense of the bank decreased from AED2.8bn in 2007 to AED2.7bn in
2008, a decrease of 4.3%. Cost of funds decreased from 4.9% in 2007 to 3.7% in 2008.
Cost of funds of the bank is higher than some of the domestics peers since the share of low
cost deposits is comparatively low and also due to lower share of government deposits. As
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the decline in cost of funds was sharper than the fall in yield on interest earning assets,
Mashreq Bank’s net spread increased from 2.6 % in 2007 to 2.8% in 2008.

* Mashreq Bank’s net profit declined by 13.6% to reach AED1.6n, down from AED1.9bn
in 2007. Return on average equity decreased from 22.4% in 2007 to 16.7% in 2008.
Similarly, return on average assets declined from 2.6% in 2007 to 1.8% in 2008.

» Balance sheet size of Mashreq Bank decreased by 2.8% as compared to 2008 to reach
AED90.7bn at the end of March 2009. Customer deposits (including Islamic deposits)
increased by 6.0% to AED54.5bn at end of March 2009 as compared with AED51.5bn
at the end of year 2008. As a result, the contribution of customer deposits to the total
liabilities and equities increased from 55.2% in 2008 to 60.2% at the end of Q1-2009. Due
to banks was down 24.7% during the period to reach AED9.3bn.

* During QI1-2009, gross loan book reached AED55.2bn, an YTD decline of 1.8% from
the year-end 2008. Net Loans decreased by 2.1% YTD to reach AED53.9bn in Q1-2009,
down from AED55.0bn in 2008.

* Net profit for the period AED484.1mn, up 4.0% from AED465.3mn in Q1-2008. Return
on average equity (RoAE) was 19.0% for the period Q1-2009 whereas return on average
assets (RoAA) was 2.1%.

*  We expect the growth rate of the bank to slow down considerably in coming years in contrast
with high growth rates achieved in the past years. This is not surprising given the slowdown
witnessed across-the-board. Dubai has been highly impacted by this slowdown as it was
depending mainly on non-oil sectors like real estate, construction, tourism, retail to drive
growth. All of these non-oil sectors have experienced a significant slowdown in Dubai.

* One of our key concerns areas is quality of assets which we project to deteriorate in
coming quarters in view of the economic slowdown especially Dubai which is highly
impacted as compared to other Emirates of UAE. We have started to see some impact as
gross NPLs as a percentage of gross loans have gone up in 1Q-2009. Though Mashreq
Bank has been conservative in its approach, we are a bit concerned about the high retail
exposure of the bank in the current scenario. Dubai has witnessed significant job losses
over the past few quarters and this might impact the retail portfolio of the bank.

* In view of the difficult economic environment, we believe most of the banks including
Mashreq Bank will focus on factors like monitoring of credit quality, setting up effective
risk management systems and rationalizing cost bases etc. Mashreq Bank needs to
rationalize its operating expenses which have grown at a higher pace in recent times.
Therefore expansion plans are expected to take a back seat in 2009 and 2010.

*  Our estimated value for this banking scrip is worked out to be AED101.52 based on DDM
(80%) and adaptation of the Gordon Growth Model (20%). According to our fair value
the banking scrip offers a downside of 17.5% at the closing price of AED123.00 per share
(as of May 27, 2009). We therefore recommend a REDUCE on Mashreq Bank at the
current price level.
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Table 1: Investment Indicators

Latest Price Shares in Issue (‘000) Market Cap 52-week price range
AED123.00 161,026 AED19.81bn AED122.90 — 254.55
Operating
Income Net Profit EPS BVPS P/E P/BV
Year (AED’000) (AED’000) (AED) (AED) ROAE (x) (x)
2010 F 4,120,234 1,995,206 124 77.8 16.8% 9.9 1.6
2009 F 3,696,835 1,679,279 10.4 69.9 15.7% 11.8 1.8
2008 A 3,621,576 1,642,830 10.2 62.5 16.7% 235 3.8
2007 A 3,542,101 1,900,632 11.8 59.7 22.4% 18.2 3.6

Price for future years are based on market price in the DFM as on May 27, 2009
Source: Mashreq Bank, DFM and Global Research

Chart 1: Share Price Performance Chart
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Recent Developments

* In May 09, Mashreq Bank opened its new Country Head Office in Amwal Tower in
Doha's West Bay.

* In Apr 09, Badr Al-Islami, the Islamic Banking Division of Mashreq, and Standard
Chartered Saadiq along with Abu Dhabi Islamic Bank PJSC, Dubai Islamic Bank,
Emirates NBD, First Gulf Bank, Ajman Bank and Arab African International Bank
arranged a US$347mn Dual Currency Syndicated Islamic Finance Facility for Al Ghurair
Center LLC. Mashreq and Standard Chartered Bank were the Bookrunners on this deal.
The Facility has a door to door tenor of ten years. Proceeds of the Facility will be used to
finance the expansion of Al Ghurair City, a mixed used (retail, commercial and residential)
complex located in Dubai.

* In Apr 09, Mashreq Bank partnered with PayMate, India's leading mobile commerce
company to launch mobile payments in the UAE. The scope of offerings would include
paying for over-the-counter shopping, utility bills, and online purchases via the mobile
as well as mobile applications enabling purchase of movie and flight tickets. This mobile
payment service in the UAE would be available for 3.5 million credit card users in the
UAE as well as Mashreq Bank account holders.

Trading of Mashreq Bank stock

The trading in the Mashreq Bank stock has been very low. This is due to the fact that the free
float is very less as promoters hold 87% stake in the bank. The bank also does not permit
any foreign shareholding which has contributed to illiquidity of the stock. The annualized

turnover ratio of Mashreq Bank was a mere 0.01% for initial four months of 2009.

Table 2: Liquidity of Mashreq Bank

2007 2008 Apr-09*
Traded shares (‘000) 616.6 206.9 4.1
Annualized Turnover 0.38% 0.13% 0.01%
Market Price (AED) 215.38 240.00 129.35%*
Market Cap (AED mn) 34,682 38,646 20,829* *
* For the four months ending Apr’09, ** Price at the end of Apr’09
Source: DFM
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Financial Performance — 2008

In view of the difficult macroeconomic environment and deteriorating liquidity situation
in the second half of the year, the profitability of Mashreq Bank declined during 2008. The
balance sheet size of Mashreq Bank reached AED93.2bn at the end of 2008, a lower growth
of 6.4% over the balance sheet size at the end of 2007. It is important to note that all the
growth came in the first quarter of 2008. For the rest of 2008, balance sheet size was almost
constant or even declined.

Modest growth in deposits

During 2008, customer deposits (including Islamic deposits) increased from AED48.3bn in
2007 to reach AED51.5bn, a growth of 6.6%. Deposit base as a percentage of total balance
sheet remained almost constant at 55.2% in 2008. Deposit from banks declined during the
year reaching AED12.3bn, down from AED13.4bn at the end of 2007. Repos with banks
increased during the year reaching AEDS.1bn, up from AED3.8bn at the end of 2007.

Chart 2: Funding Mix
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Time deposits grew by 5.3% from AED37.0bn in 2007 to AED39.0bn in 2008. The
contribution of time deposits to total customer deposits declined from 76.7% in 2007 to
75.8% in 2008. Current account deposits increased from AED10.6bn in 2007 to AED11.6bn
in 2008, a growth of 10.0%. The share of current account deposits increased from 21.9% in
2007 to 22.6% in 2008. The share of savings account deposits increased from 1.4% in 2007
to 1.6% in 2008. Over the years, the bank has improved the share of low-cost deposits which
is a positive development.

Government and public sector deposits increased from AEDS.6bn in 2007 to AED9.2bn in
2008, a growth of 7.7%. At end 2008, the share of government deposits in total customer
deposits (excluding Islamic) stood at 19.0%, up from 18.6% in 2007. During 2008, Mashreq
Bank received AED3.4bn from UAE Ministry of Finance as part of the liquidity support
made available to UAE banks in view of the recent credit crisis. Interest is paid every three
months and calculated on prevailing coupon on the US Treasury benchmark 5 year note plus
120 basis points or 4% whichever is higher.

Good growth in loan portfolio
Gross loan portfolio (including Islamic products) of the bank increased from AED36.4bn in
2007 to AED56.2bn in 2008, a significant growth of 54.2%. The net loan book increased from
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AED35.3bn in 2007 to AEDS55.0bn in 2008, a growth of 55.8% during the year. Contribution
of net loans to total assets was 59.0% in 2008, up sharply from40.3% in the previous year.
This was due to sharp rise in loans and advances and also decline in the balances with Central
Banks which was down 68.9% YoY to reach AED6.3bn.

Looking at the sectoral composition of loans, trade segment dominates by accounting for
around quarter of total in 2008, up from 21.0% in 2007. The contribution of personal segment
decreased from 25.5% in 2007 to 22.4% in 2008. The sectors which witnessed high growth
during the year include services recording 101.2% YoY growth, trade (82.6%) and transport
and communications (51.3%). Bank has limited exposure to real estate and construction
sector which is viewed positively by us.

Chart 3: Loan by sectors - 2008
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Historically the net loan to customer deposit ratio of the bank has remained below 100%.
However this ratio was up significantly during 2008 to reach 106.9%, up from 73.2% in
2007.

Chart 4: Loans to customer deposit
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Non-Performing Loans

Lending growth has been strong for the bank; however NPL level has been managed well.
Gross non-performing loans (NPLs) of the bank, in fact, declined from AED383.1mn in 2007
to AED364.2mn in 2008. Gross NPLs as a percentage of gross loans declined from 1.1% in
2007 to 0.6% in 2008. However we expect this ratio to go up in coming months on account
of deterioration in economic scenario.
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Chart 5: Asset Quality
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The provision coverage ratio of the bank increased from 284.8% in 2007 to 307.4% in 2008
on account of higher provisioning made by the bank as a prudent measure in view of economic
slowdown. In fact Mashreq Bank has one of the highest coverage ratios in the entire UAE
banking industry.

Investment portfolio

The investment portfolio of the bank stood at AED13.4bn at the end 0f 2008, down 9.2% from
2007. This mostly consists of non-trading investments (AED13.2bn) and trading investments
(AEDO.2bn). It is important to note that during the year the bank has reclassified securities
worth more than AEDS.5bn (as on 31st Dec 2008) in accordance with amendments to IAS 39
and IFRS 7. In view of the decline in the value of financial assets, Mashreq Bank witnessed
investment losses during 2008. We expect the portfolio to sustain further losses on in 2009.

Interest Income

Total interest income of the bank (including Islamic) increased from AED4.0bn in 2007 to
AED4.8bn in 2008, an increase of 18.9%. The growth in interest income was mainly driven
by the growth in loan volume as yield on interest earning assets declined to 6.5% in 2008
from 7.5% in 2007. The decline in yield was expected in view of declining interest rate
scenario. However bank’s yield on interest earning assets is comparatively higher than its
peers because of its greater focus on lucrative retail segment.

Total interest expense of the bank decreased from AED2.8bn in 2007 to AED2.7bn in 2008, a
decrease of 4.3%. Cost of funds decreased from 4.9% in 2007 to 3.7% in 2008. Cost of funds
of the bank is higher than some of the domestics peers since the share of low cost deposits
is comparatively low and also due to lower share of government deposits. As the decline in
cost of funds was sharper than the fall in yield on interest earning assets, Mashreq Bank’s
net spread increased from 2.6 % in 2007 to 2.8% in 2008. In fact the net spread improved
significantly during the fourth quarter of 2008 which we believe was mainly due to re-pricing
of loans by the Mashreq Bank taking advantage of credit crunch.
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Chart 6: Margins
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Non-interest income

Non-interest income of the bank declined by 28.3% during the year to reach AED1.9bn,
down from AED2.7bn in 2007. Net fees and commission income increased from AED1.1bn
in 2007 to AED1.3bn in 2008, a growth of 14.8%. We expect fee and commission income to
decline in 2009 due to lower expected growth in loan book.

Bank made a net investment loss of AED218.0mn in 2008 compared to net investment gain
of AED873.8mn in 2007. This was on account on account of significant corrections in assets
witnessed during the year. In addition, losses to the tune of AEDI.2bn from investment
securities were reflected directly in the statement of equity. It is important to note that on
account of reclassification securities in accordance with amendments to IAS 39 and IFRS 7,
losses to the tune of AED428.5mn were not reflected in income statement.

Operating efficiency

During the year, total operating expense increased by 32.9% to reach AED1.9bn, up from
AED]1.4bn. This increased the cost to operating income ratio from 36.6% in 2007 to 47.0% in
2008. In fact Mashreq bank has one of the highest cost ratios in UAE banking sectors. This is due
to bank’s extensive presence in retail segment and consequent branch expansion. Staff expenses,
which form around 60% of total operating expenses, was up 32.2% during the year. Total operating
expense to average assets has gone up to 2.1% up from 2.0% in the previous year.

Chart 7: Cost Structure
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Provisions

The bank also increased its provisions during 2008. The total provision for the year was
AED362.4mn in 2008, up 17.5% from 2007. However in view of decline in NPL level, the
NPL coverage ratio of the bank increased from 284.8% in 2007 to 307.4% in 2008
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Profitability

Mashreq Bank’s net profit declined by 13.6% to reach AED1.6n, down from AED1.9bn in
2007. Return on average equity decreased from 22.4% in 2007 to 16.7% in 2008. Similarly,
return on average assets declined from 2.6% in 2007 to 1.8% in 2008.

Chart 8: Return Ratios
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Segmental composition

Looking at the segmental composition, retail banking segment has the highest contribution
to the total operating income. In fact, Mashreq Bank has higher contribution from retail
segment compared to its peers in UAE banking sector. Operating income from the retail
banking business increased by 24.6% to AED1.5bn in 2008 which represented around 38%
of total operating income. The contribution of corporate banking business to the group profit
was AED1.2bn, up 7.6% from the previous year.

Chart 9: Segmental Composition of Operating Income -2008
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Capital adequacy

The capital adequacy ratio of the bank stood at 14.1% at the end of 2008 which was above
Central Bank’s requirement. For implementing current capital requirements, the Central
Bank of UAE requires the group to maintain a prescribed minimum ratio of total capital to
total risk-weighted assets of 10%. The capital adequacy ratio has declined from 17.8% at
the end of 2007 on account of significant growth in risk-weighted assets. Out of total capital
adequacy ratio of 14.1%, Tier I capital adequacy ratio was 12.9% at the end of 2008. As per
Central Bank directives Tier I Capital need to be 11% from June 2009.
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Analysis of Q1-2009 Performance

Balance sheet size of Mashreq Bank decreased by 2.8% as compared to 2008 to reach
AED90.7bn at the end of March 2009. Customer deposits (including Islamic deposits)
increased by 6.0% to AED54.5bn at end of March 2009 as compared with AED51.5bn at the
end of year 2008. As a result, the contribution of customer deposits to the total liabilities and
equities increased from 55.2% in 2008 to 60.2% at the end of Q1-2009. Due to banks was
down 24.7% during the period to reach AED9.3bn.

Debt issued and other borrowed funds by the bank decreased to AED4.0bn at end of Q1-
2009, down from AEDS5.2bn in 2008. There are no more remaining repayments for the rest
of 2009 since bank repaid AED1.1bn during Q1-2009 which is an encouraging reflection of
debt repaying capacity of the bank.

During Q1-2009, gross loan book reached AED55.2bn, an YTD decline of 1.8% from the
year-end 2008. Net Loans decreased by 2.1% YTD to reach AED53.9bn in Q1-2009, down
from AEDS55.0bn in 2008.

Gross non-performing loans (NPLs) increased from AED364.2mn in 2008 to AED483.6mn
in Q1-2009, an increase of around 33%. Therefore NPL to gross loans ratio increased to 0.9%
at the end of Q1-2009 up from 0.6% at the end of 2008. We expect NPL level to rise in the
face of difficult economic scenario. The investment portfolio of the bank stood at AED12.5bn
at the end of Q1-2009, down from AED13.4bn in 2008. The investment portfolio continued
to witness losses during Q1-2009.

The total operating income of Mashreq Bank reached AED994.7mn in Q1-2009, a jump of
6.0% from the corresponding period in the previous year. Net interest income (including
Islamic) reached AED581.0mn in Q1-2009 i.e. up 41.0% from AED412.1mn in Q1-2008.
The improvement in net interest margin played a significant role in increase in net interest
income as compared to previous year. Bank was able to re-price its loans during the period
resulting in higher net interest margin.

Table 3: Income Statement Q1-2009

(In AED ‘000) Q1-2008 Q1-2009 Change %
Interest Income 1,142,829 1,241,566 8.6%
Interest Expense (744,181) (707,617) -4.9%
Net interest income 398,648 533,949 33.9%
Income from Islamic products 35,712 90,865 154.4%
Distributions to depositors - Islamic financing (22,235) (43,837) 97.2%
Net income from Islamic products 13,477 47,028 249.0%
Net interest income and income from Islamic products 412,125 580,977 41.0%
Net fee and commission income 319,175 338,668 6.1%
Investment income 174,967 (103,374) -159.1%
Other income 147,680 410,526 178.0%
Provisions for Loan Losses (115,726) (232,061) 100.5%
Operating income 938,221 994,736 6.0%
Other operating expenses (428,379) (479,957) 12.0%
Operating profit 509,842 514,779 1.0%
Less: Provision for tax (3,716) (3,190) -14.2%
Net Profit before minority interest 506,126 511,589 1.1%
Minority interest (40,832) (27,479) -32.7%
Net Profit 465,294 484,110 4.0%

Source: Mashreq Bank
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Net fee and commission income was up 6.1% YoY during the period to reach AED338.7mn
as compared to corresponding period in the previous year. On account of decline in values
of investments, bank made a net loss of AED103.4mn as opposed to gain of AED175.0mn
in Q1-2008. In addition, losses to the tune of AED27.7mn from available-for-sale securities
were reflected directly in the statement of equity. On account of reclassification of securities
in accordance with amendments to IAS 39 and IFRS 7, losses to the tune of AED236.8mn
were not reflected in income statement.

Other income of the bank was significantly up by around 178.0% YoY during the period.
Keeping in view of the deterioration in economic conditions, the bank doubled its provision
for NPLs to AED232.1mn, up from AED115.7mn in Q1-2008. However due to the sharper
rise in NPL level, the coverage ratio of the bank declined from 307% in 2008 to around 264%
in Q1-2009.

Total operating expenses for Q1-2009 was AED480.0mn, up 12.0% from AED428.4mn in
Q1-2008. Cost to income ratio of the bank stood at 39.1% in Q1-2009, down from 40.6%
in Q1-2008. The operating profit for the period reached AED514.8mn as compared to
AED509.8mn in Q1-2008. Looking at the segmental composition of operating income, retail
banking business was the biggest contributor to the bank’s operating income at 36.0%. This
was followed by corporate segment which contributed 26.7% of total operating income.

Net profit for the period AED484.1mn, up 4.0% from AED465.3mn in Q1-2008. Return on
average equity (RoAE) was 19.0% for the period Q1-2009 whereas return on average assets
(RoAA) was 2.1%.
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Outlook

Given the deteriorating economic scenario and adverse credit environment over the past few
quarters, the performance of Mashreq Bank during Q1-2009 was above our expectations. This
was mainly due to improvement in net interest income on the back of widening net interest
margin. The declining interest rate scenario during the first quarter of the year worked in
favor of the bank resulting in higher net interest margin.

The bank’s capital ratios stood at 14.3% at the end of Q1-2009 as compared to 14.1% in
2008. The bank has not yet converted Ministry of Finance’s deposits to Tier II capital and
has informed that the procedures for conversion are still in progress. As our estimation once
conversion is complete, Tier II capital will increase by around 4 percentage points.

We expect the growth rate of the bank to slow down considerably in coming years in contrast
with high growth rates achieved in the past years. This is not surprising given the slowdown
witnessed across-the-board. Dubai has been highly impacted by this slowdown as it was
depending mainly on non-oil sectors like real estate, construction, tourism, retail to drive
growth. All of these non-oil sectors have experienced a significant slowdown in Dubai.

One of our key concerns areas is quality of assets which we project to deteriorate in coming
quarters in view of the economic slowdown especially Dubai which is highly impacted as
compared to other Emirates of UAE. We have started to see some impact as gross NPLs
as a percentage of gross loans have gone up in 1Q-2009. Though Mashreq Bank has been
conservative in its approach, we are a bit concerned about the high retail exposure of the bank
in the current scenario. Dubai has witnessed significant job losses over the past few quarters
and this might impact the retail portfolio of the bank.

We have started to see some signs of market stabilizing both internationally and regionally.
Though it is very early to say that market will enter a high growth phase in near future, we
believe that market might have found a bottom. However on the macroeconomic front, we
still continue to witness adverse economic indicators. As per IMF forecast, UAE’s economy
is expected to contract by 0.6% in 2009. We believe it will take some more time before we
see normal liquidity level in the banking system. However things have improved since 4Q-
2008 when the liquidity dried up after speculative money betting on revaluation of Dirham
went out of UAE banking system. Though Government has taken several positive steps to
infuse liquidity into the system, it will take some time to show the impact.

In view of the difficult economic environment, we believe most of the banks including
Mashreq Bank will focus on factors like monitoring of credit quality, setting up effective risk
management systems and rationalizing cost bases etc. Mashreq Bank needs to rationalize its
operating expenses which have grown at a higher pace in recent times. Therefore expansion
plans are expected to take a back seat in 2009 and 2010.
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Valuation & Recommendation
For arriving at the fair value of Mashreq Bank, we have used two valuation methods:

1. Cash flow approach represented by the Dividend Discounting Model.

2. P/BV target multiple approach using an adaptation of the Gordon Growth Model.
Dividend Discounting Model (DDM)
The DDM is based on a 4-year forecast of dividends as cash flows (2009-12). The dividends
for the forecasted period and the terminal value are then discounted back at the cost of equity
to arrive at the total equity value of the bank. In our calculations, we have made the following

assumptions in order to arrive at the equity value of Mashreq Bank:

1. Cost of Equity derived using Capital Asset Pricing Model comes out to be 12.80% based
on the following assumptions:

a. Risk free rate of 6.30%.
b. Market risk premium of 6.50%.

c. Beta of 1. The actual beta for the company is low, but to be more appropriate in
reflecting the market risk we have taken it as 1.

2. Terminal growth rate of 3.00%.

Based on our future earnings projections and the above assumptions, the DDM value of
Mashreq Bank is AED101.41 per share.

Table 4: DDM Valuation

Terminal
(000> AED) 2009 F 2010 F 2011 F 2012 F Value
Dividends Expected 1,046,667 1,288,206 1,529,744 1,771,283 18,616,543
PV of dividends expected 4,292,284
PV of Terminal Value 12,037,605

Estimated Fair Value of Equity 16,329,889
No. of Outstanding Shares (‘000) 161,026

Fair Value Per Share (AED) 101.41

Value in AED ‘000s unless otherwise mentioned
Source: Global Research

Sensitivity Analysis - DDM

A sensitivity analysis for different estimated long-run growth rates and cost of equity has
been provided. The table provides estimated fair values for Mashreq Bank’s shares based on
a range of varying inputs. The shaded area at the center shows the most probable range of

alternatives.
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Table 5: DDM Valuation — Sensitivity Analysis

Cost of Equity
10.80% 11.80% 12.80% 13.80% 14.80%
1.00% 105.93 95.88 87.54 80.51 74.50
2.00% 115.68  103.64 93.83 85.70 78.84
3.00% 127.93  113.16  101.41 91.85 83.91
4.00% 14379  125.12  110.71 99.26 89.93
5.00% 165.10  140.61  122.40  108.35 97.17

Terminal
Growth Rate

Source: Global Research
Gordon Growth Model (GGM)

The adaptation of the Gordon Growth Model uses the sustainable return on average equity
(ROAE), cost of equity (COE) and expected growth in earnings (g) to calculate the target
P/BV of the bank using the formula:

P/BV = (ROE - g) / (COE - g)
This P/BV is then multiplied with the BVPS of the bank at the next full year, in our case

the BVPS at December 31, 2009 to arrive at the fair value of the bank over a medium term
investment horizon.

In our calculations, we have made the following assumptions in order to arrive at the equity
value of individual banks:

1. Sustainable ROE calculated as the average ROAE of the forecasted 4 years.
2. Cost of Equity derived using the same assumptions as in the DDM.
3. Terminal growth rate of 3.00%, similar to the DDM.

On the basis of Gordon Growth Model, the bank’s stock value comes to AED101.94 per
share.

Table 6: Gordon Growth Model

Sustainable ROE 17.28%
COE 12.80%
Terminal Growth Rate (g) 3.00%
P/BV target multiple (x) 1.46
2009: BV/share (AED) 69.95
GGM Value per share (AED) 101.94

Source: Global Research
Sensitivity Analysis - GGM
We have also prepared a sensitivity analysis for the estimated fair price based on various

terminal growth rates and COE. The shaded area at the center shows the most probable range
of alternatives.
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Table 7: GGM Valuation — Sensitivity Analysis

Cost of Equity
10.80% 11.80% 12.80% 13.80% 14.80%
1.00% 116.21 105.45 96.52 88.97 82.53
2.00% 121.47  109.07 98.98 90.59 83.51
3.00% 128.07 113.52  101.94 92.50 84.66
4.00% 136.62  119.11 105.57 94.80 86.02
5.00% 148.12  126.34 110.14 97.62 87.66

Terminal
Growth Rate

Source: Global Research

The following table shows the movement in fair value as a consequence of different ROE
and COE assumptions.

Table 8: GGM Valuation — Sensitivity Analysis

Cost of Equity
10.80% 11.80% 12.80% 13.80% 14.80%
15.28% 110.14 97.62 87.66 79.55 72.80
16.28% 119.11  105.57 94.80 86.02 78.73
17.28% 128.08  113.52  101.94 92.50 84.66
18.28% 137.04  121.47  109.08 98.98 90.59
19.28% 146.01 12942  116.21 105.45 96.52

Return on
Equity

Source: Global Research

Weighted Average Share Value

To arrive at the weighted average share value, we have provided a higher 80% weightage to
the value arrived at using the DDM method and 20% weightage to the value arrived at using

the GGM method.

Table 9: Weighted Average Share Value (AED)

Weighted
Method Value Weight Value
DDM 101.41 80% 81.13
GGM 101.94 20% 20.39
Fair Value 101.52

Source: Global Research

Our estimated value for this banking scrip is worked out to be AED101.52 based on DDM
(80%) and adaptation of the Gordon Growth Model (20%). According to our fair value the
banking scrip offers a downside of 17.5% at the closing price of AED123.00 per share (as of
May 27, 2009). We therefore recommend a REDUCE on Mashreq Bank at the current price
level.
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Fact Sheet
MASHREQ BANK
2006 2007 2008 2009E 2010E 2011E  2012E
Profitability
- Return on Average Assets 3.2% 2.6% 1.8% 1.7% 1.9% 2.1% 2.2%
- Return on Average Equity 21.5% 22.4% 16.7% 15.7% 16.8% 18.0%  18.6%
- Net interest income / Op. Income after Provisions for Loan Losses 274%  252% 47.5% 388% 43.7% 482%  51.0%
- Non-interest income / Op. Income after Provisions for Loan Losses 72.6%  74.8%  525% 612% 563% 51.8%  49.0%
Margins
- Net income / Revenues 58.7% 47.1% 343% 33.6% 38.0% 39.7% 39.3%
- Operating profit / Revenues 61.7%  529% 36.5% 357% 40.7% 42.4% 42.0%
- Interest Expense to Interest Income 67.0% 702%  56.5% 51.5% 51.5% 54.1%  56.3%
- Yield on interest earning assets 7.1% 7.5% 6.5% 6.0% 5.8% 6.0% 6.3%
- Cost of interest bearing liabilities 4.4% 4.9% 3.7% 3.4% 3.3% 3.6% 4.0%
- Net Spread 2.7% 2.6% 2.8% 2.7% 2.5% 2.4% 2.3%
- Net Interest Margin 2.4% 2.2% 2.8% 2.9% 2.8% 2.8% 2.7%
Efficiency
-Cost / Op. Income after Provisions for Loan Losses 38.5% 39.8% 51.7% 51.7% 482% 448%  42.8%
-Cost / Op. Income before Provisions for Loan Losses 36.5% 36.6% 47.0% 40.8% 40.9% 402% 39.5%
- Staff Expense / Op. Income after Provisions for Loan Losses 22.6% 234% 302% 30.0% 28.0% 26.0% 25.0%
- Staff Expense / Op. Income before Provisions for Loan Losses 21.4%  21.5%  27.5% 23.7% 23.7% 233% 23.1%
- Cost to Average Total Assets 2.1% 2.0% 2.1% 2.0% 1.9% 1.8% 1.8%
Liquidity
- Loans to Interest Earning Assets 753%  53.8% 70.8% 71.6% 71.6% 72.8%  73.3%
- Loans to Customer Deposits 84.8%  732% 1069% 97.2% 93.5% 92.8%  93.3%
- Customer Deposits to Equity 469.7% 502.3% 511.5% 546.4% 553.1% 560.2% 569.4%
- Due from Banks to Due to Banks 150.1%  81.9%  73.6% 104.4% 107.0% 109.6% 109.6%
Credit Quality
- Provisions to Average Gross Loans 0.5% 0.9% 0.8% 1.7% 1.1% 0.7% 0.5%
- NPLs to Gross Loans 1.3% 1.1% 0.6% 1.4% 1.9% 2.1% 2.2%
- NPLs to (Equity + Loan Loss Reserve) 4.8% 3.6% 33% 6.3% 8.2% 9.1% 9.9%
- Loan Loss Reserve to Gross Loans 3.0% 3.0% 2.0% 3.4% 4.2% 4.5% 4.4%
- NPL Coverage 231.2% 284.8% 307.4% 250.0% 225.0% 215.0% 200.0%
Capital Adequacy
- Equity to Total Assets 13.0% 11.0% 10.8% 11.4% 11.7% 11.9% 11.8%
- Equity to Gross Loans 243%  264% 17.9% 182% 18.5% 18.4%  18.0%
- Capital Adequacy Ratio (CAR) 17.5% 17.8% 14.1%
Constitution of Total Income
- Net commission income / Op. Income after Provisions for Loan Losses 264%  30.8% 34.6% 322% 292% 26.7%  25.8%

- Investment securities income / Op. Income after Provisions for Loan Losses ~ 28.7%  24.7%  -6.0% -1.4%  -0.5% 0.2% 0.2%
- Other operating income / Op. Income after Provisions for Loan Losses ~ 17.5%  19.3%  23.9% 30.4% 27.6% 249% 22.9%
Operating Performance

- Change in Net Interest Income after Provisions for Loan Losses 10.9%  213%  93.0% -16.7% 257% 23.4% 17.7%
- Change in Other Income -333%  459%  263%  30.0% 1.0% 1.0% 2.5%
Ratios Used for Valuation
- EPS (AED) 9.75 11.80 10.20 10.43 12.39 14.80 17.04
- Book Value Per Share (AED) 45.82 59.70 62.50 69.95 77.83 86.68 96.31
- Market Price Year End (AED) * 145.24 21538 240.00 123.00 123.00 123.00 123.00
- P/E (x) 14.89 18.25 23.52 11.79 9.93 8.31 7.22
- P/BV (x) 3.17 3.61 3.84 1.76 1.58 1.42 1.28
- Dividend yield (%) 1.1% 1.0% 0.8% 5.3% 6.5% 7.7% 8.9%
- Dividend pay-out ratio (%) 16.5% 17.8% 17.8%  62.3% 64.6% 64.2%  64.6%

* Market price for 2009 and subsequent years as per last closing price available on DFM as on May 27, 2009.
Source: Company Reports and Global Research
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Global Research - UAE Global Investment House

The following is a comprehensive list of disclosures which may or may not apply to all our researches.
Only the relevant disclosures which apply to this particular research has been mentioned in the table
below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price Disclosure
Mashreq Bank MASQ.DU (Reuters)
Reduce MASQ UH (Bloomberg) AEDI123.00 1,10

1. Global Investment House did not receive and will not receive any compensation from the company
or anyone else for the preparation of this report.

2. The company being researched holds more than 5% stake in Global Investment House.

3. Global Investment House makes a market in securities issued by this company.

4. Global Investment House acts as a corporate broker or sponsor to this company.

5. The author of or an individual who assisted in the preparation of this report (or a member of his/her
household) has a direct ownership position in securities issued by this company.

6. An employee of Global Investment House serves on the board of directors of this company.

7. Within the past year , Global Investment House has managed or co-managed a public offering for
this company, for which it received fees.

8. Global Investment House has received compensation from this company for the provision of
investment banking or financial advisory services within the past year.

9. Global Investment House expects to receive or intends to seek compensation for investment banking
services from this company in the next three month.

10. Please see special footnote below for other relevant disclosures.

Global Research: Equity Ratings Definitions

Global Rating Definition

Buy Fair value of the stock is >10% from the current market price

Hold Fair value of the stock is between +10% and -10% from the current market price
Reduce Fair value of the stock is between -10% and -20% from the current market price
Sell Fair value of the stock is <-20% from the current market price

This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central
Bank of Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer
to buy any securities. Global may, from time to time,to the extent permitted by law, participate or invest in
other financing transactions with the issuers of the securities (‘securities’), perform services for or solicit
business from such issuer, and/or have a position or effect transactions in the securities or options thereof.
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect
transactions in the securities before this material is published to recipients.

Information and opinions contained herein have been compiled or arrived by Global from sources believed
to be reliable, but Global has not independently verified the contents of this document. Accordingly, no
representation or warranty, express or implied, is made as to and no reliance should be placed on the
fairness, accuracy, completeness or correctness of the information and opinions contained in this document.
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to
any person and any such person shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the
securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice.Past
performance is not indicative of future results. This document does not constitute an offer or invitation to
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form
the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information
and may not be reproduced or redistributed to any other person.

Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its
distribution may be restricted by law. Persons who receive this report should make themselves aware of and
adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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