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Com ment The long term repercussions of the recent unrest in Oman
and the wider region are difficult to predict but there have been noticeable
impacts on the hotel and securities sectors. The economy as a whole, however, is
continuing its recovery from the impacts of the global financial crisis.

Economy continues Its recovery

Average oil price per barrel (OPEC basket) Th e econo my After showing signs of growth early in the year, the

160 performance of the hotel sector in Muscat has slumped following events at the end of
140 - February. Performance indicators for February saw a noticeable improvement in comparison
120 /\ r to the same period in 2010 with occupancy rising to 76.6% from 70.8% and Revenue
100 / \ / — Per Available Room (RevPAR) increasing from US$ 178 to US$ 211. March, however, saw
80 |= occupancy reduced to 59.5% in comparison to 69.1% in March 2010 and RevPAR shrank to
60 — US$ 147 from US$ 170 in March 2010. This trend has continued into April with occupancy
40 L for the month down to 53.1% from 66.9% in 2010.
‘gzz | 7‘ The Muscat Securities Market (MSM) 30 Index hit a high of over 12,000 in mid 2008
g % % % % % é before crashing to a low of 4,188 in January 2009. The last two years have seen a

reasonably steady recovery and the market opened 2011 at 6,755 before climbing to

Bl Blamentiosste [ mnimum [ masimum a high of 7,044 in mid January. The unrest in the Sultanate saw the index reduce from

Source: OPEC

7,001 to 6,142 in the second half of February and there has been no recovery from this
level; overall the index lost 14.5% of its value to the end of May in comparison to its
mid January high. The banking and investment sector has been the hardest hit while the
impact on the services and industrial sectors has been more limited.

The economy as a whole, however, continues its recovery from the impacts of the global

recession, buoyed by increasing oil prices. According to the Ministry of National Economy,

Gross Domestic Product at current prices increased from RO 18.1 billion in 2009 to 22.2
Muscat Securities Market MSM Index performance billion in 2010 while the contribution of the oil and gas sector to GDP increased by 41%

900 from RO 7.3 billion to RO 10.3 billion. The value of oil has risen from US$ 77 per barrel at
800 the end of Q3 2010 to US$ 109 per barrel at the end of Q1 2011. In addition average oil
700 =— production has increased by 3.7% from 855,400 barrels per day in Q1 2010 to 887,100 in

coo Q1 2011. The revenue generated by industrial and services activities increased by 11.9%

500

and 11% respectively in 2010. The indications are that the economy as a whole, although
400

200 still heavily dependent on the oil sector, is in a healthy condition.

\—’\
200 Oman has traditionally been the only GCC nation that has not allowed the establishment
100 of Islamic banks. A meeting of the Council of Ministers on the 2 May 2011, however,
° g E = = B decided to allow the formation of an Islamic bank and to allow existing banks to offer
& ‘E : B ) banking products complying with the principles of Islamic financing. The provision of
I s 301ndex I industy sector Islamic finance opportunities should help to add impetus to regional interest in real estate

. banking & investment sector . service sector  Source: MSM . .
investment in Oman.
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H oS p |ta I |ty STR Global figures report the average occupancy rate
for Muscat hotels in 2010 as being 55.8%. While a slight improvement on 2009
performance, this figure is significantly below the 67% achieved in 2008 and 69%
in 2007. Accordingly it is evident that the hotel sector in Muscat has suffered from
the global recession.

Supply set to increase by 9,000
rooms

Ministry of Tourism figures for the Muscat capital area for 2010 show that supply stood
at 95 hotels and serviced apartments. The supply of hotel rooms in the capital is currently
dominated by the four and five star sector which provides 51.7% of hotel rooms and
48.6% of hotel beds.

Despite some fluctuations, development in the number of hotels and hotel rooms in the
Sultanate has progressed at an average rate of around 7% per annum over the last five
years according to Ministry of Tourism figures. In comparison, the average year on year
growth rate between 2000 and 2005 was 12% for the number of hotels and 11% for the
number of hotel rooms. It is evident that the comparative rate of hotel development in
Oman has slowed from 2006 to 2010 in comparison to 2000 to 2005.

Two areas in Muscat have, however, witnessed marked development. Over the last two
years alone, the Al Khuwair area has seen the opening of the 4 star Platinum, City Seasons
and Park Inn hotels and the 2/3 star Ibis, Rotana, Samara and Tulip Inn hotels which have
added approximately 1,000 rooms to the area’s stock. In addition, we have noticed a large
number of unbranded, owner-operated, moderate to low standard hotel apartments being
developed in the central to western areas of Al Khuwair, Bausher, Ghubrah and Azaiba
over the past couple of years aimed primarily at the budget market.

Hotel projects that we have identified as having a moderate to high chance of being built
over the next 5 years would, in our estimation, add 5,000 to 6,000 rooms to the 3 to 5
star sector in the Muscat capital area: this compares to a total of 3,777 rooms in the 3 to
5 star sector in Muscat in 2010 and equates to a potential average annual growth rate of
approximately 18% to 21% over the coming five years. In comparison, it is evident that
the number of hotel guests is closely linked to the number of inbound tourists and that
these have both grown at an average annual rate of around 7% over the last 5 years.

It would appear that the rate of growth of inbound tourism will need to accelerate
significantly from current levels just to maintain average occupancy levels as the projected
pipeline of hotels comes into the market.
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Telecom mun icationS The industry continues to evolve

and diversify since Nawras ended Omantel’s market monopoly in 2005 for mobile
services and in 2008 for fixed line services. The subsequent introduction of
“resellers” such as Friendi, Mazoon and Samatel continues to address the demand
for pre-paid services by the expatriate community on low disposable incomes.

Market continues to diversity

March 2011 saw Samatel become the third fully fledged operator, providing further
competition to Omantel and Nawras. Competition for market share is likely to be
determined by appropriate pricing plans, accessibility and customer experience, all of
which will prove beneficial to the end user.

Mobile penetration rates were 171% at Q4 2010 with 4,606,133 subscribers by the end
of December 2010. This represents an 8% growth rate from Q3 2010 which also saw
the Average Revenue Per User (APRU) increase to R0.17.810 per month for Fixed Post
Paid users, an increase of 8.6% against Q3 2010. Whilst these levels head towards the
saturation points experienced by other GCC countries, such levels of growth remains
good news for operators and their shareholders.

Fixed line penetration levels remain low due to slow initial investment into fixed line technology.
This has resulted in users leapfrogging this service to mobile technology as a result of improved
connectivity, 3G technology and smartphones. Nawras' entry to this market has, however,
contributed steady growth to both fixed landline and fixed broadband markets. There were
52,630 fixed broadband subscribers at Q4 2010, an increase of 28% against Q4 2009.

Whilst the industry was one of the last and least affected by the global economic crisis of
2008, limits on expansion and proximity to saturation levels will drive the industry towards
consolidation to appease demands of investors and shareholders.

Regional calling, data roaming and internet tariffs remain some of the highest in the
world. New entrants and return on infrastructure investment are likely to result in charges
reducing in line with global levels. Existing restrictions to VOIP services such as Skype

are anticipated to be relaxed within the region. Operators will be required to revise their
pricing approach and be creative with future data services that they offer.

Government support and initiatives increasing the ICT development and knowledge
of end users will be a key driver in continued growth along with guidance from the
Telecommunications Regulatory Authority (TRA).

Whilst network infrastructure continues to be independent amongst operators regionally, Europe
has seen many operators enter infrastructure sharing agreements, thereby reducing CAPEX/
OPEX exposure with a view to improving their bottom lines. As a result, consideration is required
to real estate strategy and portfolio flexibility in order to drive future market position. Operators
are likely to adopt a more organic approach to their wider real estate needs, supported by
professional property advisors. This will include appropriate estate management services during
network deployment such as site acquisition and commercial tenancy agreement management.
Furthermore, corporate strategy is likely to see additional real estate requirements in the form

of retail outlets to improve customer experience/service and office expansion/consolidation as a

result of previous growth or changes in market position.
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Offlce The vast majority of office stock in Muscat is currently Grade B or
C with a limited availability of Grade A space. This will soon change as a number
of large scale, Grade A office developments are due for completion in the near
future.

Supply of grade A space increases

A Examples of Grade A office developments that are due to be released onto the market
verage rental values

during the year include the Al Rawaq building in Qurum, Beach Plaza in Shatti Al

Qurum, Saud Bahwan Plaza in Ghubrah and the Tilal Complex in Bausher. In total these

developments alone will add approximately 158,000 square metres of Grade A office

space to the market.

Coupled with this increase in supply, average rental values continue to decline, an example

being the prime area of Shatti Al Qurum where achievable values have dropped to around
RO 10 per square metre per month from highs of RO 15 to 16 per square metre per
month in early 2008. We foresee rental values for office space continuing to soften as new

Omani Rials per sg m per month

® S = = s office space enters the market. The premium for Grade A space in comparison to Grade B
v § é g?, space in the same area ranges from 12.5% to 33%.
E:
B1 2000 112010 Bl20m Demand for office space in the capital area has remained relatively steady over the last
eighteen months although the unrest in the Sultanate at the start of the year has seen a
Office supply marked decline in demand recently. The majority of demand remains, however, for smaller
00 spaces of up to 500 square metres while flexibility in office design is vital to cater for smaller
space occupiers. While there is strong interest in Grade A office space, many tenants appear
500 Ly . o . . .
unwilling to pay a significant premium in comparison to the rental values for Grade B space
400 | in the same area. Our experience is that the take-up for existing Grade A buildings has often
200 — been relatively slow but this is due, to some degree, to the longer decision making process
— required by international businesses which form the bulk of tenants for Grade A space.
200
S 100 It is evident that the supply of Grade A office space in the Muscat capital area will
€ | accelerate significantly over the coming year. In an increasingly competitive market,
S o o 3 cg landlords of Grade A office space will need to adopt pro-active leasing strategies in order
t § £ %E to secure tenants. Methods which we would expect to see increasingly used include initial
5 < b o . L. . .
2 = a rent-free periods or stepped rents over the term of the lease. In addition, high quality,
professional property management will be vital in attracting and retaining tenants.
Oman contacts
Philip Paul, MRICS Francis Selvaraj Shruti Dilip Matthew Wright
Head of Country Head of Professional Services Commercial & Retail Strategic Consultancy
+968 2456 4250 +968 2456 4250 +968 2456 4250 +968 2456 4250
philip.paul@om.cluttons.com  francis.selvaraj@om.cluttons.com shruti.dilip@om.cluttons.com matthew.wright@om.cluttons.com
Middle East offices
Bahrain & Saudi Arabia Dubai Sharjah Abu Dhabi
+973 1756 2866 +971 4334 8585 +971 6572 3794 +971 2659 4001
ian.gladwin@cluttons.com steven.morgan@ae.cluttons.com lesley.preston@ae.cluttons.com william.dewsnap@ae.cluttons.com

Whilst every effort has been made to ensure the accuracy of the data and other material in this report, Cluttons & Partners LLC does not accept any liability
(whether in contract, tort or otherwise) to any person for any loss or damage suffered as a result of any errors or omissions. The information, opinions and
@ r e S e a r C h forecasts set out herein should not be relied upon to replace professional advice on specific matters. No responsibility for loss occasioned to any person

acting or refraining from acting as a result of any material in this publication can be accepted by Cluttons & Partners LLC.
© 2011 Cluttons & Partners LLC
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Philip Paul, MRICS
Head of Country

+968 2456 4250
philip.paul@om.cluttons.com

Middle East offices

Bahrain & Saudi Arabia

+973 1756 2866
ian.gladwin@cluttons.com
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Francis Selvaraj
Head of Professional Services

+968 2456 4250
francis.selvaraj@om.cluttons.com

Dubai

+971 4334 8585
steven.morgan@ae.cluttons.com

Beach Plaza

Al Rawagq
Tila Complex
Saud Bahwan

Plaza

Shruti Dilip
Commercial & Retail

+968 2456 4250
shruti.dilip@om.cluttons.com

Sharjah

+971 6572 3794
lesley.preston@ae.cluttons.com

Matthew Wright
Strategic Consultancy

+968 2456 4250
matthew.wright@om.cluttons.com

Abu Dhabi

+971 2659 4001
william.dewsnap@ae.cluttons.com
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Average oil price per barrel (OPEC basket)
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Muscat Securities Market MSM Index performance
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