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e Bank Muscat announced a net profit of RO 73.7 million in 2009, 21% below RO 93.7 million reported in 2008, translating into
a net loss of RO 6.7 million in 4Q2009. Significant gross loan loss provisioning, reaching RO 98.2 million in 2009, compared
with RO 24.6 million booked in 2008, resulted in a lower than expected net profit for the year, as compared to our forecast of RO
111 million. Furthermore, the lower net profit in 2009 is also attributable to impairment losses on the investment in Silkbank
(earlier known as Saudi Pak Commercial Bank), and losses from the associate in Bahrain (BMI).

e Net interest income growth was stable in 2009, reaching RO 174.4 million, 7.6% above 2008, and in line with our forecast
of RO 175.6 million (a difference of -0.7%). Fees and commissions reached RO 49.8 million, 9% below 2008, and 5% above
our forecast of RO 47.2 million. Total operating income in 2009 reached RO 280.6 million, 20% above 2008. However, this
included a pre-tax gain of RO 60.5 million recorded on the sale of the investment in HDFC Bank, India. Thus, operating income
in 2009, excluding the gain from the sale of HDFC Bank, dropped by 6% compared with 2008. Costs were well controlled in
2009, declining by 2.4% compared with 2008.

e During 4Q2009, the bank opted for non-participation in the rights issue of Pakistan-based Silkbank. Bank Muscat held a
stake of 35.07% in Silkbank as at December 2009, which is expected to drop to around 8.5% following the completion of the
rights issue. As the investment will be classified as “available-for-sale”, it has been marked-to-market and the bank has booked
impairment losses worth RO 20.3 million in 2009.

e The bank’s net loans grew by 3% in 2009, to reach RO 3.84 billion, 3% below our forecast of RO 3.97 billion. In comparison,
sector net loan growth between December 2008 and November 2009 was 6%. Non-performing loans (NPLs) spiked in 2Q2009,
due to the Saudi exposures, and reached RO 172 million at the end of December 2009, compared with RO 64 million as at
December 2008. The NPLs-to-gross loans ratio increased to 4.28% in December 2009 versus 1.68% in December 2008,
however, heavy provisioning (particularly in 2Q2009 and 4Q2009) kept the NPL coverage ratio high at 107% as of December
2009. We would like to note that Bank Muscat announced their exposure to Dubai World of RO 19.25 million (0.5% of net loans
as of December 2009), and the bank indicated that the payments continued to be serviced.

e Deposits declined to RO 3.068 billion at the end of December 2009, 3% below 2008, and 7% below our forecast of RO
3.31 billion. Bank Muscat underperformed the sector here as well, as reflected by the 6% growth in sector deposits between
December 2008 and November 2009.

e The bank reported a capital adequacy ratio of 15.2% as of December 2009, higher than the level in 2008 (13.02%), and
well above the regulatory requirement of 10%. The Board of Directors at Bank Muscat has recommended the distribution of
a cash dividend of RO 0.02 per share, which translates into a dividend payout ratio of around 29% for 2009. The board also
recommended a stock dividend of 25% of the existing shares, which, if approved by the shareholders during the Annual General
Meeting, will increase the number of outstanding shares from the current 1.077 million to 1.346 million.

e Qverall, while the bottom line has been impacted significantly by heavy provisioning and impairment charges, the bank recorded
stable growth in net interest income, due to improved margins, despite weaker growth in loans than we had expected. We also
view positively the improved capitalization and high coverage ratios. We will issue an update report on Bank Muscat after further
discussions with the management.
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DISCLAIMER:

The information, opinions, tools, and materials contained in this report (the “Content”) are not addressed to, or intended for
publication, distribution to, or use by, any individual or legal entity who is a citizen or resident of or domiciled in any jurisdiction
where such distribution, publication, availability, or use would constitute a breach of the laws or regulations of such jurisdiction
or that would require Watani Investment Company KSCC (“NBK Capital”) or its subsidiaries or its affiliates to obtain licenses,
approvals, or permissions from the regulatory bodies or authorities of such jurisdiction. The Content, unless expressly mentioned
otherwise, is under copyright to NBK Capital. Neither the Content nor any copy of it may be in any way reproduced, amended,
transmitted to, copied, or distributed to any other party without the prior express written consent of NBK Capital. All trademarks,
service marks, and logos used in this report are trademarks or service marks or registered trademarks or registered service marks
of NBK Capital.

The Content is provided to you for information purposes only and is not to be used, construed, or considered as an offer or the
solicitation of an offer to sell or to buy or to subscribe for any investment (including but not limited to securities or other financial
instruments). No representation or warranty, express or implied, is given by NBK Capital or any of its respective directors,
partners, officers, affiliates, employees, advisors, or representatives that the investment referred to in this report is suitable for
you or for any particular investor. Receiving this report shall not mean or be interpreted that NBK Capital will treat you as its
customer. If you are in doubt about such investment, we recommend that you consult an independent investment advisor since
the investment contained or referred to in this report may not be suitable for you and NBK Capital makes no representation or
warranty in this respect.

The Content shall not be considered investment, legal, accounting, or tax advice or a representation that any investment or
strategy is suitable or appropriate for your individual circumstances or otherwise constitutes a personal recommendation to you.
NBK Capital does not offer advice on the tax consequences of investments, and you are advised to contact an independent tax
adviser.

The information and opinions contained in this report have been obtained or derived from sources that NBK Capital believes
are reliable without being independently verified as to their accuracy or completeness. NBK Capital believes the information
and opinions expressed in this report are accurate and complete; however, NBK Capital gives no representations or warranty,
express or implied, as to the accuracy or completeness of the Content. Additional information may be available upon request.
NBK Capital accepts no liability for any direct, indirect, or consequential loss arising from the use of the Content. This report is
not to be relied upon as a substitution for the exercise of independent judgment. In addition, NBK Capital may have issued, and
may in the future issue, other reports that are inconsistent with and reach different conclusions from the information presented
in this report. Those reports reflect the different assumptions, views, and analytical methods of the analysts who prepared the
reports, and NBK Capital is under no obligation to ensure that such other reports are brought to your attention. NBK Capital may
be involved in many businesses that relate to companies mentioned in this report and may engage with them. Past performance
should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied,
is made regarding future performance. Information, opinions, and estimates contained in this report reflect a judgment at the
report’s original date of publication by NBK Capital and are subject to change without notice.

The value of any investment or income may fall as well as rise, and you may not get back the full amount invested. Where an
investment is denominated in a currency other than the local currency of the recipient of the research report, changes in the
exchange rates may have an adverse effect on the value, price, or income of that investment. In the case of investments for which
there is no recognized market, it may be difficult for investors to sell their investments or to obtain reliable information about
their value or the extent of the risk to which they are exposed.

NBK Capital has not reviewed the addresses of, the hyperlinks to, or the websites referred to in the report and takes no
responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to NBK Capital’s
own website material) is provided solely for your convenience and information, and the content of the linked site does not in any
way form part of this document. Accessing such websites or following such links through this report or NBK Capital’s website
shall be at your own risk.
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