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“The GCC retail sector is amongst the most promising and attractive sectors in the world. Large
international retailers are expanding and increasing their presence in the region to compensate
for the slow (and sometimes negative) growth in major retail markets in the US and Europe.
Gross Leasable Areas (GLA) is increasing continuously in the region, especially in KSA and
UAE, which reflects the demand over modern and specialized retail space yet at a lower cost.
Even though the larger Middle East region is facing political instability, the GCC countries have
succeeded in maintaining a high level of social and political stability with excellent economic
performance, high social spending and political reforms. However, total retail costs have been
increasing due to increase in rental prices as well as in labor costs, as well as more aggressive
competition from local, regional and international players. This makes it a challenge for retailers
to maintain profitability and fuel sustainable growth.

Encouraged by the demanding consumer taste, needs and changing consumer habits, the
market is moving towards the large box market concept away from the small and limited stores.

We are also noticing changes in the consumer needs and behavior where more importance is
now witnessed towards non-food products and personal luxury goods representing 50% of the
retail market. Such change in the demand represents a valuable opportunity for the current
large retails. On the other hand, there is also an increase in the consumers Value / Price
consciousness as more consumers realize that other options are available for their needs with
the Private Label products reflecting excellent quality at a reasonable cost. In Othaim Markets
Private label now represent 10% of our total sales reflecting the consumers’ confidence and
acceptance.

We believe that in the GCC and more specifically in KSA, the retail market is still severely under
served and lots of opportunity stands out waiting to be reaped.”

Yousef Al-Gafari
CEO
Al Othaim Markets Co

“2014 was a very good year for Dubai Duty Free with our sales reaching a record US$ 1.917
billion which represents a 7.36% increase over the previous year. Our penetration level
continued to be close to 50% while the average spend per departing passenger was around
US$ 47, which is way above the industry average. We sold 79 million pieces of merchandise in
2014, and recorded a total of 27 million sales transactions, which equates to 73,960
transactions per day. In 2015, our sales will be in excess of US$ 2 billion and by 2018 we
expect our sales to reach US$ 3 hillion.

Dubai Duty Free currently operates 26,000 sq meters of retail space at Dubai International
Airport (DIA) and a further 2,500 sq meters at Al Maktoum International (AMI). The opening of
Concourse D at DIA this year will add a further 7,000 sq meters in retail and its spacious design
and layout will make it a welcome addition to the airport experience. The plans for AMI
meanwhile are very impressive and in the long term Dubai Duty Free will manage an 88,500 sq
meter retail operation across the Terminals and Concourses.”

Colm McLoughlin
Executive Vice Chairman
Dubai Duty Free

“The GCC region has generally exhibited a healthy appetite for luxury goods particularly in the
UAE, Saudi Arabia, Qatar and Kuwait. High disposable incomes, large expatriate population
and intra-gulf and international tourist arrivals have added to the appeal of the GCC region as a
lucrative market for the top global luxury brand retailers. Today’s Middle Eastern consumers are
increasingly savvy and knowledgeable; they are well informed and price conscious, they
demand to be given a large choice, an outstanding service and the same shopping experience
as in New York or Paris.”

Patrick Chalhoub

Co-CEO
Chalhoub Group

GCC Retail Industry | January 27, 2015 Page | 4



ALPEN
CAPITAL

“We are seeing a notable shift from the supercenter culture to smaller formats. While the
supercenter concept will not go away, the smaller formats will become more dominant, as they
answer in a better way to the increasing urbanization, and consumers’ changing notion of
convenience.

The market is maturing, and on its way to being less fragmented. From a shopping experience
perspective, the challenges remain managing physical stores while taking into consideration the
growth of non-store based retail, and meeting consumer needs for more and more convenience
in products, services and formats.

The supply chain is becoming more mature. The challenge is to negotiate non-monetary
components — common business expectations that are mutually beneficial to retailers and
suppliers. If a performance improvement plan is required, it should be now developed jointly
with defined objectives and realistic goals from both sides.

A changing and maturing middle class is the main growth factor in this sector. Retailers with
low-price positioning will benefit along with more premium retailers offering a differentiated
proposition. Consumers are already shopping multiple stores, hence retailers without a clear
position will end up at risk of being less relevant.”

Guy Sauvage
Chief Executive Officer
Al Meera Consumer Goods Co. (Q.S.C)

“2014 was a successful year for the Apparel Group with the opening of the 900th store along
with many more new brands. The Group now has presence in 12 countries in the region and
continues to invest in the region with new stores and brands. The Gulf is also gearing to host
events such as World Expo 2020 and FIFA 2022, leading to a growing influx of tourists. Further,
the growing e-commerce segment and easy availability of credit and interest payment plans
boost the retail sector growth. All, these factors present immense retail market opportunity in the
GCC region and we are very positive and excited about the sector’s outlook.”

Nilesh Ved
Chairman
Apparel Group

“The GCC retail industry is evolving into a large contributor to the region’s GDP supported by
robust economic growth, rising purchasing power, changing consumption patterns and
increasing penetration of the international retail players. Government effort to focus on the
development of non-oil sectors and rising tourism has also contributed to the progress of the
retail sector.

As an investment bank, we see a positive environment for investors in the GCC retail sector.
We are seeing that retailers are excited by the growing opportunities presented by the sector
and there is renewed interest in cross border expansion within the GCC countries as well as
M&A opportunities.”

Rohit Walia

Executive Chairman

Alpen Capital
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1. Executive Summary

The retail industry in the Gulf Cooperation Council (GCC) continues to maintain a positive
momentum, driven by the social and economic developments. Key factors influencing the
market include robust economic growth, rising purchasing power, growing population
comprising a large proportion of expatriates, changing consumption patterns and
increasing penetration of international retail players. Additionally, governments across the
region are focusing on the growth of non-oil sectors such as tourism and retail to bring
about the much-needed economic diversification. The Gulf is gearing to host events such
as World Expo 2020 and FIFA 2022, leading to a growing influx of tourists. All these
factors present immense opportunity for existing and new retailers in the region.

1.1 Scope of the Report

This report is an update of Alpen Capital’'s GCC Retail Industry report dated December 9,
2012. The report provides an overall GCC retail industry perspective, along with major
market characteristics and changing dynamics of the industry. In addition, it examines the
key sub-segments of the retail market by analyzing the fundamental growth drivers,
challenges and developments and also presents an outlook for the region’s retail industry.
The report also provides an overview of the key growth factors and recent trends in the
retail industry of each GCC country, along with profiles of leading retailers in the region.

1.2 Industry Outlook

e Our demand-side estimates expect the GCC retail sales to grow at a 7.3% CAGR
between 2013 and 2018 to reach US$ 284.5 billion.

e The outlook for Qatar is the most optimistic, with an expected CAGR of 9.8%
during the period. Other GCC nations are expected to register an annual average
retail sales growth of 6%-7%. The growth projection for Saudi Arabia has been
revised substantially downwards from Alpen Capital’'s GCC Retail Industry report
dated December 9, 2012 to reflect a slower-than-previously expected expansion
in the population base as well per capita retail spending.

e Food retail sales are anticipated to grow at a CAGR of 7.7% between 2013 and
2018, while non-food retail sales are likely to grow at an annualized 7.1%.

e Sales at supermarkets and hypermarkets in the GCC region are expected to
reach US$ 59.3 billion in 2018, exhibiting a CAGR of 9.2% between 2013 and
2018. The sales growth in Qatar, Saudi Arabia and Kuwait is likely to be strong.

e Airport-based duty free sales in the Middle East are estimated to increase from
US$ 3.9 billion in 2013 to US$ 6.6 billion in 2018. This growth is expected to be
driven by robust passenger traffic across all the leading airports in the region.

e The personal luxury goods segment in the Middle East is expected to grow at a
4.6% CAGR between 2013 and 2018 to reach US$ 9.4 billion in sales.

e Based on the moderate growth scenario for our supply-side estimates, occupied
modern retail sales area in the GCC is projected to reach 6.6 million square
meters (sg m) in 2018 compared to 5.3 million sq m in 2013. The supply of new
modern retail sales area is expected to adequately meet the increasing demand
for retail space over the next five years.

1.3 Key Growth Drivers

e A strong economic growth coupled with ongoing diversification across the GCC
provides a thriving market for retailers.

e A growing population base, with a large proportion of youth and expatriates
adapted to modern lifestyle and trends, attract several retailers and brands.
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The region is home to an expanding class of high net worth individuals who
display a liking towards premium and high value products, thus offering a fertile
landscape for local and international retailers.

Over the years, the Gulf has emerged as an international tourist hub for leisure
travelers, international shoppers and pilgrims. The region’s tourism industry is
expected to continue booming, thereby providing a growing consumer base.

The GCC region has one of the attractive corporate tax regimes, which helps lure
retailers to set shop there.

E-commerce is gaining popularity in the region and enabling retailers to offer
better deals while maintaining their margins.

The upcoming mega events in the GCC are likely to provide a boost to the
infrastructure, hospitality, tourism and retail sectors. The developments will also
attract additional foreign direct investment, new businesses, and skilled workers,
resulting in further economic progress and higher disposable income, in general.
To encourage the usage of plastic money and increasing spending, credit
providers and retailers in the region are offering new incentive plans such as zero
interest credit offers.

1.4 Key Challenges

Heavy dependence on the hydrocarbon sector exposes the GCC region to the
risks arising out of oil price fluctuations.

Despite the increase in total retail space and expected GLA supply in the coming
years, retail rental rates in many Gulf cities have been on an uptrend. Such
overhead escalations can have a negative bearing on retailers’ margins.

A shortage of skilled local workforce increases the dependence of the industry on
the expatriate staff.

Although the region presents high e-commerce potential, it remains relatively
unexplored due to inadequate online infrastructure and logistics.

Rising competition among retailers, low credit card usage and parallel existence
of a counterfeit product market are some of the other challenges.

1.5 Key Trends

Changing lifestyle and increasing health awareness among the young and
working population is fueling demand for healthier and convenience food options.
The homegrown brands are demonstrating a strong growth by expanding their
footprint in the market and competing with international retailers by attempting to
match their services and offerings.

Modern convenience store format is emerging as one of the highly promising
segments of the retail industry in the region due to its innovative and customized
offerings and ease of access.

Community malls are gaining traction in the GCC region due to the convenience
of shopping and attractive promotion schemes they offer. From the retailers’
perspective, such malls help in growth of home brands and local small and
medium enterprises.

Overall, the retail sector in the GCC region presents investors with good opportunities
as the market is expanding and is expected to perform well in the future. All
stakeholders are making concerted efforts to tap the potential, with the robust
fundamentals of the region being a strong motivating factor.
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2. GCC Retail Industry
2.1GCC Retail Sector Overview
As of 2013, the GCC had The retail industry in the GCC region has been growing at a steady pace due to a positive

mix of economic, social, political and demographic factors. A growing young population,
strong GDP growth and rising purchasing power have led to a rise in investor confidence,
luring retail players into the region. International retailers from the US and Europe are also
expanding and increasing their presence in the region to compensate for the muted growth
in their home markets. During 2013, the GCC had more than 10 million sq m of retail
space’.

more than 10 million sg m
of retail space

GDP per capita (based on PPP) of all of the GCC countries is higher than most of the
developed economies. Qatar, the UAE and Kuwait have the highest GDP per capita in the
region (see Exhibit 1), largely attributable to a large inflow of petrodollars over the years
coupled with a relatively small population base.

Exhibit 1: GDP Per Capita (based on PPP) Comparison — 2013

160,000 -

145,894

120,000 -
@ 80,000
3 )

40,000 -

Source: International Monetary Fund (IMF), October 2014

GRDI 2014 has placed four Growth drivers of the global retail industry have been shifting from advanced to developing
countries. The four countries viz. the UAE, Kuwait, Saudi Arabia and Oman have been
ranked among the most attractive retail destinations worldwide by A.T. Kearney’s Global
Retail Development Index (GRDI) 2014 for 30 developing countries? (see Exhibit 2). All the
countries are assigned a score and rank based on the evaluation of their respective retail
sector on four main parameters — Market attractiveness, Country risk, Market saturation
and Time pressure (As a function of modern retail sales volume, retail sales area and
development of the economy, time pressure is an indicator of the long-term sustainability
of a country’s retail market).

GCC countries in its list of
most attractive retail
destinations worldwide

! Source: “Malls earning USD 1,800 per square foot yearly”, BQ Doha, July 13, 2014
2 Source: “Full Stream Ahead for Global Retailers”, A.T. Kearney, 2014
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The UAE led the regional

markets in GRDI ranking,

followed by Kuwait, Saudi
Arabia and Oman

In 2013, the completed
modern retail sales area in
the region was 5.3 million
sgm

Retailers, through
expansion of their product
offerings and service
quality, can generate a
competitive advantage for
themselves

Exhibit 2: Comparison of the GCC Countries* on Different GRDI Parameters

WETG Time
Saturation | Pressure

\EW G Country
Attractiveness Risk

Countries

UAE 98.5 82.3 17.5 43.8 60.5 AT
Kuwait 78.8 72.6 32.9 31.7 54.0 8T
Saudi Arabia 72.3 67.3 29.5 27.4 49.1 16
Oman 75.1 79.1 27.0 11.1 48.1 17

Source: A.T. Kearney GRDI 2014
Note: P Indicates increase in ranking from the previous year
Indicates same rank as in the previous year
* Bahrain and Qatar do not form a part of GRDI 2014

The UAE has consistently enhanced its attractiveness ranking on the GRDI. In 2014, the
country was ranked as the fourth most lucrative retail market globally, up three notches
from its 2010 rank. International retailers find the retail market in the UAE safe for
expansion. It was followed by Kuwait at the eighth place. Saudi Arabia has maintained its
16" place for the last two years. Although a smaller market, Oman has been holding the
17" place on the index for the last two years. As the GCC region gains attention from
retailers, it is faced with the need to increase its efforts to modernize its retail industry
structure and meet the fast changing consumer behavior.

Gross Leasable Area (GLA) is increasing continuously in the region, especially in Saudi
Arabia and the UAE. Modern retail formats such as supermarket and hypermarket are also
penetrating the region at a faster rate, replacing the traditional shops. These formats are
highly accepted in the region, where shopping at malls is a source of recreation, especially
considering limited other avenues of entertainment. Also, air-conditioned malls make
shopping more convenient compared to the open markets, considering the hot climatic
conditions in the region. In 2013, the completed modern retail sales area in the region was
5.3 million sq m?®. At 40.4%, the UAE accounted for a majority of the completed modern
retail sales area, followed by Saudi Arabia at 35.8%. The other countries in the region are
gradually adopting the modern shopping retail formats.

Although political instability in the Middle East is a concern, the GCC countries have so far
remained largely immune by maintaining a level of social and political stability through
strong economic growth, high social spending and political reforms. Increasing operating
overheads coupled with aggressive competition from local, regional and international
players pose challenges for retailers in terms of maintaining profitability and sustainable
growth rate. However, most parts of the region are still underserved. Retailers, through
expansion of their product offerings and service quality, can generate a competitive
advantage for themselves and exploit the untapped market potential to reap benefits.

The UAE Retail Market

The hydrocarbon sector accounts for 33% of the UAE’s nominal GDP*. In 2013, the UAE’s
GDP (constant price) grew at 5.2% y-o-y5, supported by its infrastructure and oil sectors.

% Source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
“ Source: “GCC Budget Analysis”, Alkhabeer Capital, August 2014
® Source: IMF, October 2014
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Retail sales growth in the
UAE was estimated at 7.6%
y-0-y to US$ 52.1 billion in
2013

Marka launched its initial
public offering in April
2014, which was
oversubscribed 36.5 times

Completed modern retail

sales area in the UAE was
approximately 2.1 million

sq min 2013

The UAE is the most developed retail market in the GCC region. Unlike some other
nations in the region, the UAE’s free-market economy makes it easy to do business in the
country. Hence, almost all the retailers route their entry into the GCC through the UAE.
The retail sales growth in the country was estimated at 7.6% y-o-y to US$ 52.1 billion in
2013, 9.0% of the GDP® (see Exhibit 3). A strong retail sector growth in 2013 was largely
driven by elevated disposable income levels as a result of high oil prices and low inflation
rate, large infrastructure projects, increasing consumer confidence and growing tourism in
the country. The composition of retailing in terms of food and non-food sales in the UAE
has remained largely the same over the last few years, with food sales accounting for
40%-42% of the overall industry.

Exhibit 3: Size of Retail Sales in the UAE

60 - - 24%
52.1
50 4 46.4 484 - 20%
434 44.5
40 - 105 209 N
c 18.8 ’
S 17.7
@ 30 - — - 12%
@
@ 12.3% 9.0%
> Ll 10.7%
20 9.3% - 8%
4.3% 4.3% T
10 - 2.5% - 4%
25.7 26.4 27.6 28.9 31.2
0 0%
2009 2010 2011 2012 2013E
Non-food retail sales B Food retail sales Retail sales as % of GDP =#—Total growth y-0-y

Source: Economic Intelligence Unit (EIU), August 2014

Dispelling concerns of getting increasingly overcrowded and saturated, the UAE retail
industry continues to lure new players and brands. During 2014, Marka was set up to
focus on introduction of new concepts in the retail and food and beverage sectors. To raise
part of its start-up capital, the company launched its initial public offering in April 2014,
which was oversubscribed 36.5 times. Through this offering, the company raised about
US$ 75 million”. With its shares listed on the Dubai Financial Market, Marka became the
first retail company in the country to be publicly traded. Having identified the inorganic
route as one of its key growth strategies, the company recently announced the acquisition
of the sports goods retailers Retailcorp UAE LLC, a subsidiary of Istithmar, for around US$
60 million.

The completed modern retail sales area in the UAE was approximately 2.1 million sq m in
2013, the highest across the GCC regionB. Availability of quality retail space however
remains scarce in comparison to its demand, leading to an uptrend in the rental costs
across the country. The upcoming retail construction projects are expected to counter this
dearth of retail space.

5 Source: “Consumer Goods and Retail Report - UAE”, EIU, August 2014
” Source: “Dubai’s Marka Retail Start-up Spikes as Trading Starts”, The Wall Street Journal, September 25, 2014
® Source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
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Dubai accounted for about
55%-65% of the country’s
retail sales in 2013

The Abu Dhabi market is
driven by government
initiatives to create
synergies through public
private partnerships

A busy lifestyle of the
peopleis also fueling the
trend of convenience
stores at commercial
towers

Retail sales growth in the
kingdom in 2013 is
estimated at 5.7% to US$
92.6 billion, 16.1% of its
GDP

Dubai and Abu Dhabi are the major retailing hubs of the UAE. Dubai is the second most
popular retail destination globally, after London®. The retail space per 1,000 people in
Dubai is 1,380 sq m, which is the highest in the world™®. The city accounted for about 55%-
65% of the country’s retail sales in 2013". The Dubai Mall and the Dubai Shopping
Festival, alone, attract 35 million visitors per year to the countrylz. The emirate’s geo-
strategic location, along with its advanced infrastructure and logistics facilities, make it an
ideal location for companies to base their wholesale and retail trade operations for serving
the regional markets. Dubai’s rapid transformation into a smart city further bodes well for
its retail industry. New trade license issuance in Dubai increased at an average of about
8% per year between 2010 and 2013

Abu Dhabi is the second largest destination for retailers and consumers in the UAE.
Significantly ramping up its retail offerings, the emirate displays a strong growth potential.
The market is driven by government initiatives to create synergies through public private
partnerships, boosting the hospitality and tourism sectors. Its increasing per capita income
and growing expatriate population further aid the growth of the retail sector. A number of
new large malls such as the Galleria and the World Trade Centre were launched in 2013.
The opening of the Yas Mall in November 2014 was well-timed to benefit from the tourist
inflow on account of the Abu Dhabi Formula 1 race scheduled in the month. New malls are
expected to further increase Abu Dhabi’s retail offerings and sales.

The expansion of the UAE’s homegrown retail brands across the GCC region and beyond
is expected to set off the next wave of retail sector growth. A busy lifestyle of the people is
also fueling the trend of convenience stores at commercial towers. The country is
witnessing a surge in spending in the construction, tourism and hospitality sectors due to
the upcoming Expo 2020, which augurs well for its retail industry. In light of the Expo, a
considerable surge in growth of the number of retail sector employees is expected in the
UAE™,

The Saudi Arabian Retail Market

Saudi Arabia is the largest economy and the biggest retail market in the GCC region. The
country harbors one of the youngest and fastest growing consumer bases in the world,
enhancing its appeal to retailers. In 2013, the country’s GDP (constant price) grew at 4.0%
y-o-y14 due to government spending and revenue from the oil sector. Saudi Arabia
continues to rely significantly on its hydrocarbon sector, which contributed 47.4% to its
nominal GDP in 2013".

The retail sales growth in Saudi Arabia in 2013 is estimated at 5.7% to US$ 92.6 billion,
16.1% of its GDP® (see Exhibit 4). The volume growth was however slowed during the
year, due to the reduced impact of the stimulus measures implemented in the past and
decrease in the overall demand following the departure of a million expatriates from the
country. Food remains the largest retail sub-sector in the kingdom. Saudi Arabia’s
consumer goods market was valued at US$ 37.8 billion in 2013%. The demand for
consumer goods, particularly white goods, textiles, footwear and furniture, has been high
since 2011 due to a strong economy and the government’'s expansionary fiscal policies
(see Exhibit 5). The consumer goods retail sector in the country is mainly driven by a rise

° Source: “Dubai retains second position for international retailer representation for third consecutive year”, CBRE
News, May 28, 2014

1% Source: “Qatar’s retail real estate expected to be a centre of investment”, Gulf Times, June 29, 2014

1 Source: “Dubai’s wholesale and retail trade sector overview”, Emirate NBD, June 30, 2014

12 Source: “UAE retail: 33% growth forecast for 2015”, Arabian Business.com, September 19, 2014

3 Source: “Report Reveals UAE’s Retail Sector Growth Challenged by Skillset Gap”, Tecom Investment, June 15,
2014

 Source: IMF, October 2014

!5 Source: “GCC Budget Analysis”, Alkhabeer Capital, August, 2014

16 Source: “Consumer Goods and Retail Report — Saudi Arabia”, EIU, September 2014
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in employment, government’s program to build 500,000 new affordable homes and limited

forms of entertainment in the country.

Exhibit 4: Size of Retail Sales in Saudi Arabia

Exhibit 5: Consumer Goods Demand Compaosition in

Non-food retail sales
Retail sales as % of GDP
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Source: EIU, September 2014

The Saudi Arabian retail
market is fragmented with
the top five players
controlling just 10.6% of
the total market share

Youth unemployment in
Saudi Arabiais one of the
highest in the world and its
supply chain infrastructure
is in need of an upgrade

Qatar is on its way to
become a balanced
economy with displaying
diversified growth across
multiple sectors

The country’s retail sector is mainly driven by its young population, rising disposable
income and increase in consumer confidence. The market is becoming competitive with
the entry of international retailers through local partnerships. The Saudi Arabian retail
market is fragmented with the top five players controlling just 10.6% of the total market
share'’. The total number of estimated retail outlets in the country stood at 41,000 in
2013, Saudi Arabia is one of the pioneers in adapting to the modern retail formats and
setting up of the required infrastructure to support the growing demand. In 2013, the
completed modern retail sales area in the kingdom was approximately 1.9 million sq m™.

Nevertheless, Saudi Arabia is still fairly under-served in terms of the modern retail area per
capita, which is among the lowest in the region. There are less than 1,000 modern trade
outlets in the country which has around 30 million inhabitants. Further, a relatively low
GDP per capita compared to the neighboring countries hinders the growth of luxury retail
brands, capping further investments from these brands. The luxury market is restricted
only to the major cities in the kingdom. Youth unemployment in the country is one of the
highest in the world and its supply chain infrastructure is in need of an upgrade. However,
increased government and private sector investments could help overcome these
challenges, creating employment opportunities and thereby enhancing the spending power
of residents.

The Qatari Retail Market

With one of the highest GDP per capita in the world, Qatar largely depends on its
hydrocarbon sector for revenue growth. In 2013, the country’s GDP (constant price) grew
at 6.5% y-o-y20 on the back of its already strong oil and gas sector revenue supplemented
by a significant contribution from its non-hydrocarbon sector. Qatar is on its way to
become a balanced economy with displaying diversified growth across multiple sectors.
The country’s economy has exhibited strong resilience to the global crisis and the socio-
political unrest that took place in some parts of the Middle East region.

7 Source: “Consumer Goods and Retail Report — Saudi Arabia”, EIU, September 2014

8 Source: U.S. Department of Agriculture

19 Source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
% source: IMF, October 2014
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Qatar is one of the fastest
growing retail markets in
the GCC region

The size of retail trade,
restaurants and hotel
sector showed a 15.8% y-o-
y growth to US$ 12.5 billion
in 2013

The hydrocarbon sector in
Kuwait contributes 64% to
its nominal GDP

Qatar is one of the fastest growing retail markets in the GCC region. Its retail industry is
strengthened by factors such as a boom in its infrastructure sector, government
development and welfare spending, growing affluent class, rising expatriate population and
surging demand for retail brands. International retailers are attracted to the country by
these favorable demographic trends®>. Most of the retail activities in Qatar are
concentrated in Doha. The country’s modern retail space per 1,000 people is more than
200 sg m, which is expected to increase as the country plays host to the FIFA World Cup
in 2022. Modern retail concepts are fast developing in the country that is home to an
increasing number of hypermarkets and supermarkets. In 2013, the completed modern
retail sales area was approximately 0.4 million sq m?. In fact, the infrastructure in Qatar,
both housing and retail, is growing rapidly. In order to balance out the supply and demand
in its retail property market, the country needs to register a 5% annual population growth?.

At current prices, the size of retail trade, restaurants and hotel sector showed a 15.8% y-o-
y growth to US$ 12.5 billion in 2013 (see Exhibit 6). The fast-growing population and large
infrastructure projects have been supporting the above 10% growth since 2011.

Exhibit 6: Size of Retail Trade in Qatar
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Source: Qatar Statistical Authority, Bloomberg

Note: Size of retail trade as accounted in Qatar’s GDP, Local currency figures are converted into US$ using the
average daily exchange rate for the year

The Kuwaiti Retail Market

Kuwait has one of the highest GDP per capita in the GCC region, second only to Qatar.
However, political uncertainty in the country resulted in a 0.4% y-o-y24 GDP (at constant
price) decline in 2013. The hydrocarbon sector in Kuwait contributed an estimated 64% to
its nominal GDP in 2013%, underlying the need for the country to pursue economic
diversification. The government is already undertaking initiatives to diversify its economy
and augment revenue from non-oil sectors. In 2010, the government launched its five-year

2 Source: “Retail Roundtable”, Qatar Today, September 18, 2013

2 source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital

2 source: “The Gulf States: where retail is expected to grow significantly over the next 3 years”, KPMG, March 3,
2014

2 source: IMF, October 2014

% source: “GCC Budget Analysis”, Alkhabeer Capital, August 2014
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Due to its high GDP per
capita, Kuwait has become
a major hub for many
global luxury brands

Stringent censorship laws
have kept certain retailers
of books, films, records,
clothing, artwork and
music at bay

Bahrain is one of the most
diversified economies of
the GCC region

plan to strengthen Kuwait's private sector, focusing on investments in the infrastructure.
The government amended its laws to introduce the National Fund for Small and Medium
Enterprises in 2014, with an aim to aid the growth in the retail sector.

Kuwait’s retail industry plays a key role in driving its non-oil sector growth. Factors such as
the ongoing urbanization, influx of expatriate workforce, a rising population of the young
and affluent, as well as growth in its tourism and hospitality sectors provide a positive
foundation for growth of its retail sector. Due to its high GDP per capita, it has become a
major hub for many global luxury brands such as Chanel, Burberry, Louis Vuitton, Prada
and Christian Dior. Its non-food retail market is characterized by a growing number of large
shopping malls. The modern retail concepts and formats are gaining popularity in the
country, which had a completed modern retail sales area of approximately 0.4 million sq m
in 2013%°.

On the flip-side, the unorganized retail sector still drives the bulk of grocery sales in
Kuwait. Further, the country’s retail industry is closely monitored by its government.
Stringent censorship laws have kept certain retailers of books, films, records, clothing,
artwork and music at bay, while prompting the exits of Virgin Megastore and Dubai-based
record distributor Music Master from the market in 2012.

The size of wholesale and retail trade in Kuwait was US$ 5.8 billion in 2013 or 3.3 % of its
GDP at current prices (See Exhibit 7). Following a major decline in growth rate in 2011 and
2012 due to political factors, the industry registered a y-o0-y growth of 11.9% in 2013.

Exhibit 7: Size of Retail Trade in Kuwait
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Source: Central Statistical Office, Bloomberg

Note: Size of retail trade as accounted in Kuwait's GDP, Local currency figures are converted into US$ using the
average daily exchange rate for the year, * — Provisional figures

The Bahraini Retail Market

Bahrain is one of the most diversified economies of the GCC region, with only a quarter of
its income dependent on the oil sector. However, unlike most of the other GCC countries,

% Source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
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The Bahraini retail sector
largely depends on
tourism, with a majority of
tourists from its neighbor,
Saudi Arabia

The size of retail trade in
Bahrain grew 3.6% y-0-y in
2013 to reach US$ 1.3
billion or 4.0% of the GDP

Bahrain was affected by the Arab Spring27 for a prolonged period. Nevertheless, its
economic recovery began in mid-2012. In 2013, the GDP (constant price) grew at 5.3% y-
o-y28 due to high oil prices, rising government spending and infrastructural development.

The Babhraini retail market is the smallest in the region due to its small population base and
lowest GDP per capita. However, with rising consumer confidence resulting in increased
spending, the retail market is gearing for a significant transformation. The sector largely
depends on tourism, with a majority of tourists from its neighbor, Saudi Arabia. The
country also hosts tourists at its yearly Grand Prix event. The non-food retail segment
contributes significantly to the total retail sales in Bahrain. Increasing interest from
international players and the development of new retail formats such as malls are
gradually transforming the industry landscape. In 2013, the completed modern retail sales
area in the country was approximately 0.1 million sq m?°.

The country is gaining political stability after the Arab Spring and gradually creating
increased investor interest. Strong potential in the retail sector has succeeded in bringing
in luxury retailers such as Gucci, Saks Fifth Avenue and Burberry, in addition to many
other foreign retailers such as the French retail chains Géant and Carrefour. Regional
hypermarket giant, LuLu, is scheduled to open three hypermarkets by the end of 2015.

The size of retail trade in Bahrain grew 3.6% y-0-y in 2013 to reach US$ 1.3 billion or 4.0%
of the GDP at current prices (see Exhibit 8). Earlier, the size of retail trade had stagnated
in 2011 due to political unrest in the country, followed by a moderate recovery in 2012.

Exhibit 8: Size of Retail Trade In Bahrain
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Note: Size of retail trade as accounted in Bahrain’s GDP, Local currency figures are converted into USD using
average daily exchange rate for the year, * — Provisional figures

% The Arab Spring is a revolutionary wave of demonstrations and protests (both non-violent and violent), riots, and
civil wars in the Arab world which spread throughout the Arab League countries and their surroundings

% source: IMF, October 2014

2 source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
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Oman has witnessed a
sustained 7% y-o-y retail
sales growth since 2011

In 2013, the completed
modern retail sales area in
Oman was approximately
0.3 million sqgm

In Muscat, the trend of
developing smaller malls
with an area of 3,000 sq m
to 10,000 sq m is gaining
traction

The Omani Retail Market

Oman holds a small population base and has one of the lowest per capita GDP among the
GCC countries. However, it houses many high net worth individuals. The country’s GDP
(constant price) grew at 4.8% y-o-y30 in 2013 due to strong growth in its hydrocarbon
sector that accounts for 49% of its GDP®.

Oman'’s retail industry is driven by a rising number of expatriates and tourists, the growing
appeal and awareness of international trends, low market saturation, political stability and
increasing disposable income. Oman featured for the first time on A.T. Kearney’s GRDI in
2012 at the eighth position. However, it fell to the 17" spot on the 2013 index. The country
maintained its ranking in 2014, backed by a sustained 7% y-o0-y retail sales growth since
2011*. Oman’s third position on Knight Frank’s Luxury Opportunity Index® of countries
with the fastest growing spending potential in the short and medium term, in 2014, also
sends a positive signal to retailers and luxury brands.

The number of hypermarkets and supermarkets is also increasing in the country, although
at a slower rate of penetration compared to other GCC countries. In 2013, the completed
modern retail sales area in Oman was 0.3 million sq m*. Overall, retailers regard the
Omani market as stable rather than fast growing, as a result of its small economy with a
relatively low GDP growth.

The Omani retail market is characterized with the presence of many large regional and
international retailers. Among the local players is the Khimji Ramdas Group, which runs
more than 50 Khimji's Mart supermarkets across Oman. The group also manages a chain
of welfare markets for the Royal Oman Police. Foreign players like the LuLu Group have a
robust hypermarket network across Oman. Other major brands such as LVMH, Marks &
Spencer and L’Occitane also have a strong presence.

Muscat is the country’s major retail hub. New projects such as the Muscat Grand Mall, the
Mustafa Sultan complex, the Avenue and the Panorama Mall are expected to strengthen
the country's retail sector going forward. In addition to the larger shopping malls in Muscat,
the trend of developing smaller malls with an area of 3,000 sq m to 10,000 sq m to cater to
the population in their vicinity is also gaining traction®®. The trend of smaller malls is seen
as one of the significant drivers of the country’s retail sector.

The wholesale and retail trade size at market prices in Oman was US$ 5.8 billion in 2013
(see Exhibit 9), contributing about 7.3% to its GDP¥*.

% Source: “Oman GDP Annual Growth Rate 2000-2014", Trading Economics, November 2014
% Source: “GCC Budget Analysis”, Alkhabeer Capital, August, 2014

%2 source: "Full Stream Ahead for Global Retailers”, A.T. Kearney, 2014

% The index was published by Knight Frank in Wealth Report 2014

3 Source: “A Generous Helping of Food Retail Growth in GCC”, A.T. Kearney, Alpen Capital
% Source: “Oman’s retail space needs an equitable mix*, Gulf News, June 1, 2014

% Source: Central Bank of Oman, 2014
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Retail structure in the GCC

region is undergoing
significant transformation,
driven by the social and
economic developments

Hypermarkets and
supermarkets in the Gulf
particularly cater to the
food retail segment

The UAE was one of the
earliest adopters of the
modern retail formats in
the GCC region

In 2013, supermarkets
contributed 26% of the
food retail sales in Saudi
Arabia

2.2GCC Supermarket/Hypermarket Overview

The retail structure in the GCC region is undergoing significant transformation, driven by
the social and economic developments. Key factors influencing the market include a
growing population comprising a large proportion of expatriates, rising purchasing power,
changing consumption patterns, increasing penetration of international retail players and
favorable government policies and initiatives. Such transformation is resulting in an
increase in modern retail formats such as hypermarkets and supermarkets. The organized
large retail formats are increasing in appeal as they offer a variety of products under one
roof, a hassle-free shopping experience and other value-added facilities.

Hypermarkets and supermarkets in the GCC particularly cater to the food retail segment.
With its climatic conditions unsuitable for agriculture, the region depends on the import of
food to meet its demand. The resulting market opportunity has drawn many international
food retailers, who bring modern concepts of retail into the region. Hypermarkets continue
as the fastest growing retail channel in the region.

The UAE was one of the earliest adopters of the modern retail formats in the GCC.
Consequently, the large hypermarket and supermarket retail format is more mature in the
country compared to its other regional counterparts. With new retail formats such as
specialty stores and e-commerce being explored in the UAE, many major hypermarkets
have launched online stores. The real estate boom resulted in an increase in the number
of commercial towers that hold convenience stores and supermarkets, prompting a
corresponding change in the shopping habits. Busy consumers prefer shopping at such
stores and supermarkets in their vicinity to meet their daily needs, even as they visit
hypermarkets for bulk shopping on a weekly or monthly basis. Direct imports have enabled
hypermarket retailers such as Carrefour to offer food at competitive prices. Majid Al
Futtaim Hypermarkets and EMKE Group are some of the major grocery retailers in the
UAE, with a 20% and 12% market share by value in 2013, respectively®’.

Saudi Arabia’s retail market has also seen an increase in the modern formats. The
supermarket model is less developed in Saudi Arabia, with most supermarkets largely
offering food items. In 2013, supermarkets contributed 26% of the food retail sales in the
country®®. On the other hand, increased demand for non-food items is leading to the
growth of hypermarkets, which provides a comprehensive product offering. As of 2013, the
country had 90 hypermarkets located in the major cities of Riyadh, Jeddah and Dammam.
In addition to hypermarkets, convenience stores, known as “bakalas”sg, are also likely to
grow. Aimed at meeting the daily needs of the areas in their vicinity, such stores are
expected to benefit from the restrictive driving regulations for women in the country. In
Saudi Arabia, shopping at hypermarkets and supermarkets is considered as a form of
entertainment due to limited other entertainment options and extreme climatic conditions.
With 150 supermarkets and hypermarkets across the GCC region and a plan to expand
the number to 250 by 2020% the Savola Group owns the largest hypermarket and
supermarket food retail chain in the country. Many regional retail players have tried to
explore the online retail format in Saudi Arabia, but met with little success due to lack of
awareness and low customer demand. Other factors such as low internet penetration and
lack of credit card usage also contributed to the failure of e-commerce retail sites.

The hypermarket and supermarket sector is relatively underdeveloped in Qatar. However,
the modern retail formats are expected to benefit from the anticipated growth in the
country’s infrastructure on account of upcoming FIFA World Cup 2022. Many international

37 Source: “International Grocery Retailers in the United Arab Emirates”, Euromonitor, April 2014
% Source: “Consumer Goods and Retail Report - Saudi Arabia”, EIU, September 2014
% Bakalas are the conventional retail stores of Saudi Arabia
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retail players are already targeting Qatar as a market for these new retail formats. Spar
Group has signed a licensed agreement with the Khimji Ramdas Group to open
supermarkets across the GCC region, with the major share of this investment directed
towards Qatar.

Modern retail formats currently account for a small share of Kuwaiti, Bahrain and Oman
retail market, presenting a huge growth potential. With Bahrain’s economy now stabilizing,
the country is now seeing progress in the supermarket and hypermarket format of retailing.
The country has caught the attention of several supermarket and hypermarket players. In
2014, Al Adil Supermarket announced plans to open ten outlets in Bahrain, while Géant
shopping malls opened its second hypermarket in the country after 2001. The overall urbanization of the
region has put the spotlight on Oman as well, lending a welcome push to the growth of its
retail market. Retailers in Oman are transitioning from the traditional “souk” format to
launching stores in larger shopping malls and the country is gaining attention from the
major regional players. Qatar's Al Meera Holding purchased the retail assets of Oman’s
Safeer Stores in November 2012, thus marking its first overseas foray.

Retailers in Oman are
transitioning from the
traditional “souk” format to
launching stores in larger
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Qatar, the UAE and Oman
hold the top three
positions on the 2014
Knight Frank Luxury
Opportunity Index

The luxury retail market of
the GCC has shown a
continuous growth over
the years, with a yearly
growth rate of 5%-8%

2.3GCC Luxury Retail Market Overview

The GCC region has generally exhibited a healthy appetite for luxury goods. In 2014,
Knight Frank’s Luxury Opportunity Index ranked the Middle East as the second largest
luxury retail destination, after Africa® (see Exhibit 10). Qatar, the UAE and Oman hold the
top three positions on the index, with the fastest growing spending potential in the short
and medium term. Rankings on the index are based on parameters such as the number of
luxury retail outlets, premium air travel, air traffic, ability to create wealth and economic
growth.

Exhibit 10: Luxury Opportunity Market Share By Regions
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Source: The Knight Frank Wealth Report, 2014

The luxury retail market of the GCC has shown a continuous growth over the years, with a
yearly growth rate of 5%-8%"!, showing an uninterrupted growth even during the global
economic meltdown. Factors such as high disposable income, increasing exposure to the
western world due to urbanization, large expatriate population and high tourism growth
have added to the appeal of the GCC region as a lucrative market for the top global luxury
brand retailers.

The high-end fashion and accessories segment represented 40% of the GCC luxury retalil
market in 2013, while hard luxury products (such as watches and jewelry) accounted for
35%. The beauty products segment, especially fragrance, accounted for 25% of the
market in the year*" (see Exhibit 11).

“0source: “Knight Frank Wealth Report”, 2014
“! Source: “GCC’s luxury goods market continues to grow fast”, BQ Doha, September 16, 2014
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Dubai alone represents
30% of the total Middle
East luxury sales and 60%
of the UAE’s luxury sales

Oman’s presence on the
2014 Luxury Opportunity
Index has attracted major
luxury retailers towards the
country

Exhibit 11: Luxury Products Market Composition in the GCC
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Source: Luxury Goods Worldwide Market Study, Spring 2014

Dubai is the most popular shopping destination for high net worth individuals, largely from
China, Russia and other Asian and Arab countries. Dubai alone represents 30% of the
total Middle East luxury sales and 60% of the UAE’s luxury sales®. Qatar is also a growing
market for luxury retailers, driven by one of the largest per capita disposable incomes in
the world. Qatari nationals spend more than US$ 5,000 a month on luxury products®.
However, despite the presence of many luxury brands in the country, Qatari customers
prefer to shop in Paris, Milan, London, New York and Dubai, impacting the luxury sales of
the country*?. With economic growth, Saudi Arabia’s luxury retail market is emerging as
the second largest market in the GCC region. The demand for luxury goods in the country
is increasing with a rising young and affluent population. Saudi Arabian consumers spent
US$ 34.4 per capita on premium perfumes, one of the largest segments in the region, in
2012*.

Kuwait's per capita GDP growth is among the highest in the Gulf. The country is also one
of the fastest growing luxury retail markets in the region, attracting many investors.
However, like consumers across many of the GCC nations, Kuwaitis also prefer shopping
overseas. Bahrain and Oman have a comparatively smaller luxury retail market, mainly
because of their small population base and relatively low disposable income levels.
Nevertheless, Oman’s presence on the 2014 Luxury Opportunity Index has attracted major
luxury retailers towards the country.

“2 Source: “GCC’s luxury goods market continues to grow fast”, BQ Doha, September 16, 2014
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2.4GCC Airport Retail Market Overview
The Middle East garnered The Middle East garnered US$ 3.9 billion as total airport duty free sales in 2013*°. Leading
US$ 3.9 billion as total airports in the GCC continue to account for a lion’s share of this market. International

tourist arrivals in the Gulf displayed a 5.3% CAGR between 2004 and 2013 to touch 31.6
million (see Exhibit 12), outpacing the global annual average of 4.1% over the same period
(see Exhibit 13)44. The region is expecting a spurt in international tourist arrivals in light of
its transition as a hub of business and leisure tourism and the rise of niche segments such
as Meetings, Incentives, Conferences and Exhibitions (MICE). The upcoming events such
as Expo 2020 and FIFA World Cup 2022 are seen as major drivers of tourist inflow into the
region. The resultant expansion of the tourism industry is expected to fuel the growth of
airport retail sales in the region.

airport duty free sales in
2013

Exhibit 12: International Tourist Arrivals in the GCC
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Source: World Travel and Tourism Council (WTTC), 2014, Alpen Capital

Exhibit 13: Comparison of International Tourist Arrivals (Million)

Global 755 1,080 4.1%

GCC 19.8 31.6 5.3%

Source: WTTC, 2014, Alpen Capital

Airport retail growth in the
region is supported by the

The region’s geographical location, presence of large expatriate population and its
strong performance of

emergence as a popular shopping destination have favorably positioned its duty free retail
Dubai, Qatar and Abu market. Airport retail growth in the region is supported by the strong performance of Dubai,
Dhabi duty free retails Qatar and Abu Dhabi duty free retails.

“3 Source: Generation Research
4 Source: WTTC, 2014, Alpen Capital
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In 2013, DDF represented
5.1% of the global airport
duty free business and
about 3% of the total global
duty free travel retail sales

Passenger traffic at Abu
Dhabi International Airport
grew by 12.4% in 2013

Qatar Duty Free is the
second largest duty free
operator in the region

Passenger traffic through
Bahrain International
Airport saw a growth of
10.8% in the first nine
months of 2014

Dubai is the most attractive tourist destinations of the region with annual events such as
the Dubai Shopping Festival and the Dubai Racing World Cup. In 2013, Dubai Duty Free
(DDF) represented 5.1% of the global airport duty free business and about 3% of the total
global duty free travel retail sales™. With a share of 45.7% in airport sales, DDF is the
largest single airport retail entity in the Middle East™. In 2013, the company’s sales
increased by 11.4% y-o-y to US$ 1.8 billion. This sales growth was contributed by the
expansion of retail sales area, with the addition of Concourse A dedicated to Emirates
Airline fleet and the opening of the passenger terminal at Dubai World Central's Al
Maktoum International Airport‘”. Cosmetics and fragrance formed the highest selling
segment, with US$ 289 million of sales in 2013. Passenger traffic at Dubai International
Airport grew by over 15% to 66.4 million in the year. By 2018, Dubai International Airport
and Dubai World Central are together projected to handle 108.3 million passengers48.

Abu Dhabi Duty Free is also a major airport retail entity in the UAE. Passenger traffic at
Abu Dhabi International Airport grew by 12.4% to 16.5 million in 2013, contributing to the
13% increase in sales at the duty free to US$ 248 million®®. Abu Dhabi Duty Free achieved
record sales of US$ 132.8 million in the first half of 2014, an increase of 11.5% compared
to the same period last year™. The total number of transactions in the period was over 2
million, 12.8% higher y-o-y. Abu Dhabi International Airport is expected to handle 20
million passengers in 2014%, signaling a robust growth in airport retail sales.

Qatar Duty Free, the second largest duty free operator in the region, has shown a strong
double-digit annual growth over the last several years. The passenger traffic at Doha
International Airport grew by 10.0% to 23.2 million in 2013, boosting its airport retail sales.
The country expects a high inflow of passengers in light of the FIFA World Cup 2022 and
growth in new infrastructural facilities, helping sustain the double-digit growth of the airport
retail sales going forward. The Hamad International Airport (HIA) started its operations in
April 2014, enhancing Qatar’'s connectivity with the world and thereby adding to the
opportunities in its retail sector. Qatar Duty Free has opened a new retail outlet at the HIA
to benefit from the anticipated growth in passengers due to the improved connectivity.

Bahrain Duty Free has been impacted in the past by political instability in the country,
which also led to the cancellation of the Formula One Grand Prix in 2011. However, the
business clawed its way back to partial recovery in 2012. In the following year, the
passenger traffic at Bahrain’s airport was affected again after Bahrain Air discontinued its
operations due to financial difficulties. Bahrain Duty Free sales dropped 5.3% y-0-y to US$
69.1 million in 2013%. Thereafter, a stable political environment has benefited the market,
with the passenger traffic through Bahrain International Airport seeing a growth of 10.8% in
the first nine months of 2014 and duty free sales growing by 8.6% to US$ 54.9 million®*.
Recovering sales are expected to help sustain the country’s airport retail market.

5 Source: “Dubai Duty Free reclaims title as world’s biggest airport retail operation”, The Moodie Report, October 16,
2014

%6 Source: “Dubai Duty Free Regains Its No.1 Position in the World”, Dubai Duty Free, October 16, 2014

" Source: “Dubai Duty Free Annual Sales Soar To Dhs6.65 Billion (US$1.8 Billion)”, January 2, 2014

“8 Source: Dubai Airports

9 Source: Abu Dhabi Airports

%0 Source: “The GCC duty free bonanza”, BQ Doha, November 22, 2014

*1 Source: Abu Dhabi Duty Free

*2 Source: “Abu Dhabi International expects 20 million passengers this year”, www.ameinfo.com, August 20, 2014
%3 Source: Bloomberg

* Source: Bahrain Duty Free, 2013
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3. GCC Retail Industry Outlook

Despite the global economic uncertainty and continued socio-political unrest in the Middle
East, the GCC retail market has so far remained largely stable. Over the last few years,
overall retail market growth in the region has been positive. As favorable macroeconomic
and demographic factors help maintain the expansion mode of the industry, the new
investor interest generated by the future mega events of a global stature lends an added
push. The ongoing as well as upcoming stream of activities in the construction, hospitality
and tourism sectors is likely to result in a substantial rub-off effect on all major segments of
the retail industry in the GCC region.

3.1 Forecasting Methodology

Our outlook for the overall retail industry in the GCC is based on industry forecast arrived
at by using a two-way approach that takes into account the demand-side as well as the
supply-side dynamics. To assess the potential growth of different retail formats, we have
evaluated the key indicators of demand for each sub-segment and arrived at our growth
forecasts.

e The assessment of the demand-driven growth in the retail industry is based on
various key drivers including population, tourist inflow, airport passenger traffic,
growth of organized retail and inflation. Most of the data for these growth drivers
have been sourced from globally-tracked databases maintained by the IMF, EIU
and WTTC.

e To assess supply-driven growth in the retail industry, we have examined the per
capita modern retail sales area currently under planning and development in each
GCC country. Using a range of occupancy rates enabled us to present a broader
picture of the probable demand for new retail space.

3.2Demand-side Estimates

Key Assumptions

e The GCC region’s GDP per capita measured at PPP, in US dollars, is expected
to rise at a 2.6% CAGR between 2013 and 2018.

e The region’s population is assumed to expand at an annual average rate of 2.9%
over the next five years.

e International tourist arrivals in the region are assumed to reach 45.7 million
passengers by 2018, from 31.6 million in 2013.

e Food and non-food demand per head in the future is assumed to remain constant
at 2013 levels in volume terms, but to grow at the rate of inflation in value terms.

GCC Retail Sales Growth

Total retail sales in the GCC are expected to grow 6.8% y-0-y to US$ 213.4 billion in 2014.
Despite maintaining a positive trend as projected in Alpen Capital’'s GCC Retail Industry
report dated December 9, 2012, the market expanded at a slower-than-expected pace in
the past few years. This was primarily an outcome of the region’s residents not spending
as much on food as forecasted earlier as well as the downward revision in the number of

Total retail sales in the
GCC are expected to grow
6.8% y-0-y to US$ 213.4
billion in 2014
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Between 2013 and 2018,
the GCC retail sales are
projected to expand at a
CAGR of 7.3% to US$ 284.5
billion

The food retail sales
growth is forecasted to
outperform that of non-
food retail sales

The UAE’s contribution to
the total retail sales of the
GCC is expected to decline
from 26.1% in 2013 to
24.6% in 2018

international tourist arrivals. However, our expectation of the region’s retail market
registering a mid-to-high single digit average annual growth over the five-year forecast
period remains intact. Between 2013 and 2018, the GCC retail sales are projected to
expand at a CAGR of 7.3% to US$ 284.5 billion (see Exhibit 14). The retail industry growth
during this period will be supported by its growing GDP, increasing young population,
increase in infrastructure investments and continuous influx of tourists in the region.

The food retail sales growth is forecasted to outperform that of non-food retail sales due to
higher demand for healthier and high-value food in the region. Between 2013 and 2018,
food retail sales are anticipated to expand at a 7.7% CAGR, while non-food retail sales are
expected to grow at a CAGR of 7.1%. Although non-food sales are likely to continue
accounting for a majority of retail sales in the GCC region, the share of food sales is
expected to increase marginally from 45.6% in 2013 to 46.3% in 2018 with the segment
size expanding from US$ 91.2 billion to US$ 131.8 billion.

Exhibit 14: Retail Sales — Forecast and Composition for the GCC
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Country-Wise Contribution to the GCC Retail Market

Saudi Arabia continues to hold the largest share in the region’s retail industry. Estimated at
46.4% of the region’s total retail sales in 2013, in line with the projection in Alpen Capital’'s
GCC Retail Industry report dated December 9, 2012, the country’s share in region’s retail
sales is likely to increase to 47.1% in 2018. The UAE’s contribution to the total retail sales
of the GCC is expected to decline from 26.1% to 24.6% during the forecast period (see
Exhibit 15).

While retail sales growth across all the GCC countries is expected to remain positive
between 2013 and 2018, the outlook for Qatar is most optimistic (see Exhibit 16). During
the period, the Qatari retail market is expected to grow at a CAGR of 9.8%, when the
remaining countries are seen registering an annual average growth rate of 6%-7%. The
growth projection for Saudi Arabia has been revised substantially downwards from Alpen
Capital’'s GCC Retail Industry report dated December 9, 2012 to reflect a slower-than-
previously expected expansion in the population base as well per capita retail spending.
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Exhibit 15: Country-wise Contribution to the GCC Retail Exhibit 16: Country-wise Retail Sales Growth
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Supermarket and
hypermarket retail sales in
the GCC region are
expected to touch US$ 59.3
billion in 2018 from US$
38.2 billion in 2013

Supermarket/Hypermarket Retail Sales

Collective retail sales of supermarkets and hypermarkets in the GCC region are expected
to touch US$ 41.5 billion in 2014 from US$ 38.2 billion in 2013 (see Exhibit 17). In 2018,
the segment’s size is projected at US$ 59.3 billion, translating into a five-year CAGR of
9.2%. This growth is expected to be driven by increasing disposable incomes and
modernization of the industry. The five-year growth forecast for the segment has been
revised downward from Alpen Capital’'s GCC Retail Industry report dated December 9,
2012 to primarily reflect the underperformance of food retail sales in Saudi Arabia.

Nevertheless, Saudi Arabia remains one of the best-performing markets in terms of the
expected supermarket/hypermarket annual average retail sales growth, in addition to
Qatar and Kuwait (see Exhibit 18). At the end of the forecast period, Saudi Arabia is
projected to account for 52.6% share of the regional market, compared to 49.0% in 2013.

Exhibit 17: Supermarket/Hypermarket Sales Forecast for =~ Exhibit 18: Country-wise Supermarket/Hypermarket Sales
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Airport-based duty free
sales in the Middle East are
projected to reach US$ 6.6
billion in 2018

Size of personal luxury
goods sales in the Middle
East is expected to reach
US$ 9.4 billion in 2018 from
US$ 7.5 billion in 2013

Airport-based Duty Free Sales

Airport-based duty free sales in the Middle East are projected to reach US$ 4.3 billion in
2014, broadly in line with the projection in Alpen Capital’'s GCC Retail Industry report dated
December 9, 2012. The segment is forecasted to increase from US$ 3.9 billion in 2013 to
US$ 6.6 hillion in 2018, a CAGR of 11.3% (see Exhibit 19), primarily driven by an increase
in passenger traffic at the major airports. Passenger traffic at the two Dubai international
airports is expected to grow at a CAGR of around 10% during the forecast period. The Abu
Dhabi International Airport’s passenger traffic is likely to grow at an even faster rate in the
coming years. Qatar, with its new international airport, is also expected to register a robust
growth in passenger traffic. Bahrain International Airport is witnessing a rebound in
passenger traffic in 2014 after a double-digit dip in 2013.

Exhibit 19: Airport-based Duty Free Sales Forecast for the Middle East
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Luxury Retail Sales

Size of personal luxury goods sales in the Middle East is forecasted to grow 3.0% y-0-y to
USS$ 7.8 billion in 2014. The segment is expected to grow subsequently to US$ 9.4 billion
in 2018, recording a CAGR of 4.6% since 2013 (see Exhibit 20). The five-year growth
projection for the Middle East personal luxury goods market is more or less in line with the
expected global market growth.
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An estimated 1.7 million sq
m of new modern retail
sales area is expected to
be added to the existing
retail space by 2018

The pipeline of upcoming
projects strongly indicates
that the GCC is on track to
meet the growing demand
of modern retail space

Exhibit 20: Luxury Retail Sales Forecast for the Middle East
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* To neutralize the impact of exchange rate movements, we have converted the historical and projected
industry size numbers using the current EUR/US$ exchange rate

3.3Supply-side Estimates

Modern Retail Sales Area Growth in the GCC

The completed modern retail sales area in 2013 was approximately 5.3 million sqg m. An
estimated 1.7 million sq m of new modern retail sales area is expected to be added to the
existing retail space by 2018. Assuming a 100% occupancy rate (Optimistic Growth
scenario), the total occupied modern retail sales area in the GCC is forecasted to reach
5.6 million sq m in 2014 and further increase to 7.0 million sq m by 2018 (see Exhibit 21).

The number of shopping malls is increasing in the region, which are a highly modern mode
of shopping compared to the traditional souks and neighborhood stores. This new format
is preferred due to its hot climate and limited entertainment avenues. Also in light of the
upcoming events, the region is expected to see the construction of new malls and addition
of retail space. This will create room for more retailers and brands wanting to establish
themselves in the GCC.

Shopping area expansion is expected across the Gulf. Currently under construction, the
Vendome Mall at Lusail in Qatar is among the leading projects in the region. The Yas Mall
in Abu Dhabi, which became operational in 2014, houses over 400 stores of both
international and regional retailers. It has strengthened the UAE’s leadership position in
the region’s retail industry. Construction of the Mall of the World is likely to begin in the first
quarter of 2015 in Dubai and its first phase is expected to be ready in three years. The
complete project will take approximately 10 years, and once complete, it will be the world’s
largest mall spread across an area of 48 million sq ft. Other leading projects in the GCC
include the Al Diriyah Festival City in Saudi Arabia and the Muscat Festival City Mall in
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At 80% occupancy rate,
occupied modern retail
sales areain the region is
forecasted to reach 6.6
million sq m in 2018

Assuming full absorption,
occupied modern retail
sales area in the GCC is
expected to grow at a
CAGR of 5.8% between
2013 and 2018

Oman. With the construction of such large malls and many other projects in the pipeline,
the region is slated to see a huge addition to its existing retail space.

The demand for modern retail sales area is strong in the GCC region and is expected to
enjoy a healthy absorption rate throughout the forecast period. However, to factor in the
possibility of a glut in the supply of retail space and a slowdown in the take-up of new
space, we have also calculated the expected supply of retail space at 80% occupancy
over the next five years (Moderate Growth scenario), and at a 60% occupancy
(Conservative Growth scenario). Under the Moderate Growth scenario, the occupied
modern retail sales area in the Gulf is forecasted to reach 5.5 million sq m in 2014 before
expanding to 6.6 million sqg m in 2018. Under the Conservative Growth scenario, the
cumulative occupied modern retail sales area in the region is likely to reach 5.5 million sq
m in 2014 and 6.3 million sq m in 2018.

Exhibit 21: Forecast of Occupied Modern Retail Sales Area in the GCC
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Based on our Optimistic Growth scenario, the occupied modern retail sales area in the
GCC region is expected to grow at a CAGR of 5.8% between 2013 and 2018. Expected
growth in the supply of modern retail sales area over the forecast period is partially lower
than the demand-side CAGR estimate for retail sales. This underlines the fact that part of
the region’s retail industry will continue to be run in the form of unorganized and traditional
store format. Based on our Moderate Growth scenario, the occupied modern retail sales
area is likely to grow at a CAGR of 4.8% during the same period. With the modernization
of the GCC retail industry, the demand for modern retail sales area is increasing. The
supply of new modern retail sales area is expected to adequately meet the increasing
demand for retail space over the next five years. Also, it is reasonable to expect that a part
of new additions may witness lower initial occupancy rates.
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Despite the impact of the
global financial crisis and
political instability in the
Middle East, all the GCC
countries expanded
between 2009 and 2013

Qatar’s non-oil sector is
predicted to increase by
more than 10% in 2014

4. Growth Drivers

Economic Growth and Diversification

Between 2009 and 2013, GDP (at constant price) of all the GCC countries expanded in
mid-single digit on average, except Qatar, despite the impact of the global financial crisis
and political instability in the Middle East. Qatar grew at a much faster rate, especially
during the initial phase of the period, driven by oil and gas exports. The trend is expected
to continue in the coming five years as well (see Exhibit 22).

Over the years, the region’s economy has emerged as one of the richest and fastest
growing in the world, largely on the back of its proven crude oil reserves. The region is
comparable to some of the strongest developed economies of the world, supported by its
cash-rich governments, healthy credit ratings and strong currency reserves. Fluctuating oil
demand and prices, in line with the global dynamics, are however pushing the GCC
countries to diversify in order to secure the stability and sustainability of their economies.
In recent years, the GCC governments have accelerated their effort to reduce their oil
sector dependence. As a result, the hydrocarbon sector accounted for 33% of the total real
GDP of the GCC in 2013, significantly down compared to 41% in 2000°°. A strong
economic growth and the ongoing diversification taking place in the GCC region have
positioned it as an attractive destination for retailers.

Dubai’s successful bid to host the World Expo 2020 paves the way for further growth of its
non-oil sector, lending momentum to the construction, tourism and hospitality sectors.
Qatar’s non-oil sector is predicted to increase by more than 10% in 2014, stimulated by its
major infrastructure projects such as the Doha Metro and the Hamad International
Airport®™. Saudi Arabia is also undertaking gradual steps towards diversification. Between
2014 and 2017, the country’s non-oil sector is forecasted to grow at CAGR of 4.7%°.

%5 Source: “IIF forecasts strong growth prospects for GCC countries”, www.gulfnews.com, May 5, 2014
% Source: “BUSINESS — Exciting times for GCC entrepreneurs”, The Middleeast Online, November 2014
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Exhibit 22: Expected GDP Growth (at Constant Price) in the GCC Countries
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A Growing, Young and Diverse Population

The GCC region’s retail industry receives an inherent growth thrust from its young, diverse
and expanding population base. The population of the region rose at a 2.9% CAGR
between 2009 and 2013°’, one of the fastest growing in the world. Between 2013 and

The GCC population rose
at a 2.9% CAGR between

2009 and 2013, and is . - . L

. 2018, it is expected to grow at a CAGR of 2.5% (see Exhibit 23). This population rise has
.expected to_expand at 2.5% been supported by the inflow of expatriates, increased life expectancy and improved
in the next five years standards of living. The growing consumer base is directly translating into higher market

demand for retail products, making the region one of the most attractive prospects for

retailers.

" Source: IMF, 2014
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Nearly 41% of the GCC Nearly 41% of the GCC population is aged between 15 and 34 years®® (See Exhibit 24).

Saudi Arabia, Qatar, Oman and the UAE have the highest proportion of young population.
Increased awareness of the latest trends among the youth and high inclination towards
premium clothing and accessories is encouraging international and local retailer brands to
set up shop in the region.

population is aged
between 15 and 34 years

Exhibit 24: Composition of the GCC Population (Ages in Years)
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%8 Source: “GCC Foodservice Sector”, Al Masah Capital, April, 2014
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The Gulf is also home to
expatriates from 200
countries with diversified
taste and preference

The affluent population in
the Middle East is expected
to grow by over 30% by
2023

People are attracted to the
Middle East, especially the
UAE for the most
promising shopping,
dining and indoor
entertainment experiences

The Gulf is also home to expatriates from 200 countries with diversified taste and
preference. Retailers are attracted to the region by this blend of people of various
nationalities and cultures showing different buying patterns. Expatriates, mainly from the
western countries, have brought along their food habits of eating processed and fast foods
with them. This has had an influence on the food habits of locals as well, especially the
youth. With increasing urbanization and limited avenues of entertainment outside the
cosmopolitan cities of the region, people see eating out as a form of social gathering.

Growing Affluence

The rise in GDP, government-mandated pay hikes and a liberal personal tax regime have
increased the per capita disposable income of the GCC inhabitants, thereby allowing
increased discretionary spending on food and non-food items. Rising income levels have
also led to acquiring a taste for lifestyle products. Having noticed this trend, retailers are
tapping the potential created by the anticipated rise in demand for such products. With the
government spending substantially on building infrastructure, retailers are slated to enjoy
the platform to cater to this demand faster and more efficiently.

The Middle East, dominated by the GCC region, is home to many high net worth
individuals. With a high degree of spending power, they display a liking towards premium
and high value products. This population of the wealthy tops the priority of international
luxury retailers entering the region. The affluent population in the Middle East is expected
to grow by over 30% by 2023 (See Exhibit 25). This presents a fertile landscape for the
local as well as international players. The international retailers thus see the GCC as a
major hub for luxury retailing.

Exhibit 25: The Middle East Wealth Trend
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Increase in Travel and Tourism

The GCC has been consolidating its presence in the international tourism industry. Its
tourism sector is being promoted as a bustling center for sports, adventure, MICE and
leisure activities. The region aims to further promote its countries as international tourist
hubs to reduce its reliance on the oil sector. People are attracted to the Middle East,
especially the UAE, for the most promising shopping, dining and indoor entertainment
experiences it offers. To boost tourism, the region hosts annual shopping festivals such as
the Dubai Shopping Festival, the Dubai Summer Surprises, the Abu Dhabi Shopping
Festival and the Doha Trade Fair. The Gulf also plans to launch a unified visa program for
international tourists, aimed at simplifying the travel formalities. With regional and
international tourists visiting the Middle East countries, retail tourism is expected to surge
threefold by 2030°°. Pilgrimage to Mecca and Medina in Saudi Arabia (e.g., Haj and
Umrah) represents religious tourism with significant socio-cultural effects on the urban

%9 Source: “Promising future ahead for retail”, Khaleej times, June 8, 2014
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International tourist
arrivals in the GCC are
forecasted to grow at a
7.7% CAGR between 2013
and 2018 to 45.7 million

The liberal corporate tax
regime further pulls
investors towards the
region

development of the holy cities and their local economies. Also, with its healthcare sector
development, the region is likely to see an increase in medical tourism.

International tourist arrivals in the GCC are forecasted to expand at an annual average
growth rate of 7.7% between 2013 and 2018 to 45.7 million passengers® (see Exhibit 27).

Exhibit 26: Expected International Tourist Arrivals in the GCC Region
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Favorable Corporate Tax Structure

Governments across the GCC region are undertaking initiatives to encourage the local and
international retail companies by offering attractive tax sops. The liberal corporate tax
regime further pulls investors towards the region. The tax structure allows the companies
to retain most of the profits from their business in the region. General corporate tax in the
UAE and Bahrain is nil (see Exhibit 26). These countries levy most taxes on the highly
profitable oil and gas sector.

€ Source: WTTC, 2014, Alpen Capital
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Exhibit 27: Corporate Tax Structure in the GCC

UAE

Saudi Arabia

Qatar

Kuwait

Oman

Bahrain

= Oil and gas exploration and production companies are taxed
at flat rates of 50% in Dubai and 55% in Abu Dhabi.
Nil = Branches of foreign banks are taxed at rates agreed upon
with the ruler of the Emirate in which they operate, generally
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10% = Tax on oil and gas operations is 35%.
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= Companies registered in Oman and permanent
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= Oil exploration and production companies are taxed at a rate
of 55%.
Nil = Profits of oil and gas companies are taxed at 46%.

Source: ITR World Tax

The GCC region represents
a significant untapped e-
commerce opportunity

E-commerce is gaining
popularity among women
in Saudi Arabia who can
now shop from the comfort
of their homes

The UAE’s e-commerce
industry showed a growth
of over 20% y-o0-y in 2013
and is expected to touch
US$ 5.1 billion in 2015

Growing E-Commerce

The GCC region represents a significant untapped e-commerce opportunity. Although the
region is home to a large young population that is comfortable with technology, it displays
low e-commerce penetration. The contribution of e-commerce to the Middle East's total
retail sales is less than 1% and that to the GCC region’s is only 2%, Only 15% of the
retailers in the region have an online presence.

However, e-commerce is gaining popularity, even among the women in Saudi Arabia who
can now shop from the comfort of their homes. The online retail model entails lesser
capital investment and overhead costs, thereby, enabling online retailers to offer better
deals while maintaining their margins. The young population is enthused by the
competitive offers and is showing an increasing preference towards this medium. With
growth in credit card penetration and establishment of secure payment options, online
shopping promises to become a smoother experience than before. This is expected to
boost the region’s still nascent e-commerce industry.

The level of penetration and growth of the e-commerce industry is different among the
GCC countries. However, these countries are displaying a healthy potential for future
growth in their e-commerce industry. This belief is reinforced by the statistics from the
region. The number of e-commerce customers in the UAE stands at 3.6 million, the
highest in the region. The UAE’s e-commerce industry showed a growth of over 20% y-o0-y

& Source: “Only 15% of GCC businesses are online”, BQ Doha, July 07, 2014
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E-commerce market in the
GCC is expected to grow at
a CAGR of 18.6% to US$ 15
billion between 2012 and
2015

The UAE and Saudi Arabia
have one of the highest
rates of smartphone
penetration in the world

The GCC region’s m-
commerce sales are
expected to reach US$ 3
billion by 2015

Expo 2020 is expected to
play host to exhibitors
from across 180
destinations and at least 25
million visitors

in 2013 and is expected to touch US$ 5.1 billion in 2015%. The Saudi Arabian e-commerce
sector is expected to grow to US$ 2.7 billion in 2015 from US$ 1 billion in 2012. In Qatar,
the e-commerce sector is forecasted to grow to US$ 1.2 billion in 2015 from US$ 0.7 billion
in 2012. While Oman is currently lagging in terms of its e-commerce penetration, the
country is expected to gather steam going forward, in line with the trend in most parts of
the region. Subsequently, with increased internet penetration and the rising popularity of
the format, the e-commerce market in the GCC is expected to grow at a CAGR of 18.6%
to US$ 15 billion between 2012 and 2015.

Some of the well known e-commerce vendors in the Gulf are Wyasda, Groupon, Amazon,
MarkaVIP, Soug.com, Etsy.com and