as)lp
marka

Date: 8 November 2018

Mr . Hassan Al Serkal

Chief Operation Officer (COQ)
Head of Operation Divislon
Dubai Financial Market

Dubal

UAE

Re: Disclosure by Merke PJSC
regulis of the examination undertaken _ﬂ the

independent LL i
company's acquisitions and disposals made prior
to May 2017

Dear Sir,

With reference to the captioned matter, Marka
PJSC ("Marke” or the “Company”) hereby
discloses a summary of the results of the report
issued by the Independent experts, Messrs. Crowe
LLC in relation to the examination of some of the
Company’s acquisitions and disposals made prior
to May 2017 (the “Report’), in accordance with the
resolution adopted by the Company's general
assembly held on 30 April 2018. In addition, the
Company hereby discloses some matters that
have arisen with regard to the recent acquisition of
some entitles, as well as the disposal of other
entities/businesses. In thls regard, the Company
has engaged Al Tamimi & Company to prepare this
disclosure letter that contains a succinct summary
of important points as was reported under the
Report.

Therefore, please be advised of the following:

Firstly:

With regard to acquisltions standard in general, the
Report advised that the Company follow standard
procedures and retail market practices pertaining
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to the acquisition of entities. In this regard, the
Company engaged Messrs. Evolvence Capital, a
related party, to provide M&A services including by
way of an example the identification of the target
entities, liaising with legal consultants/Independent
valuers, and support with acquisition financing, as
well as consulting on the restructuring of the
relevant entities.

In this context, It appears that Evolvence Capital
has followed the steps and procedures highlighted
In the Report, with regard to the acquisitions that
they have managed. In addition, the Company
engaged Evolvence Capital on behalf of the
Company to instruct market experts to carry out the
legal, financial and commercial due diligence
exercises. However, it was recommended in the
Report that the Company invests in an in-house
finance team that has the relevant expertise within
the M&A sector, or else It would have to engage an
independent consultant to manage future M&A
activities. Accordingly, the Company will take this
recommendation into account.

Secondly:

With regard to disposals standard in general, the
Report revealed that the Company does not have
predefined process In place for disposails to ensure
all necessary steps were taken to address the risks
of non-payment associated with disposals.
Consequently, it was recommended to the
Company's management to sirengthen the
disposal process by formulating the
policies/manuals incorporating best practices and
strengthening of Marka's In housse finance with a
suitable M&A specialist/team or to hire an
independent consultant, to manage the future
disposal processes.
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Thirdly:

Upon assessment of Marka's corporate
govemnance policies, it appeared that the business
services are to be procured from related parties
only when such services could not be obtained
from the open retall market or is not practical to do
s0. Based on this rule, the Company engaged
Messrs. Evolvence Capital, a related party, to
provide M&A consultancy services. In this regard,
It was recommended that Marka's procurement
practice to be aligned with best retail market
practice with respect to the receipt of services from
related partles, as well as making the appropriate
disclosure under the corporate governance rules In
addition to stating the rationale underlying dealing
with a related party.

The Report stated that the Company obtained the
approval of the General Assembly during its
meeting held on 30 Aprli 2017 to sell the remaining
30% of its ownership in Cheeky Monkeys to
Evolvence Knowledge Investments LLC, a related
parly, pursuant to the requirements of the UAE
Federal Law No. (2) of 2015 and the SCA
addressing transactions with related parties that
exceed 5% of the issued capital.

In view of the above, it was clarified that the
Company needs to prepare internal policies to
ensure compliance with all applicable regulations.
In the same context, the Report recommended that
appropriate compllance tralning should * be
provided to the Board members to ensure that the
Board is equipped with knowledge aligned to the
requirements of the Securitles and Commodities
Authority.

Fourthly:

The Report referred to the relevant due diligence
reports relating to the acquisitions of Morelli's and
Retailcorp which revealed the existence of some
material risks. Nevertheless, according to the
Report, there seemed to be no comprehensive
follow up actions to limit these risks. For example,
somse overseas outlets of Morelll's experlenced a
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decline In revenues; the KSA outlet that was
opened in 2011 sustained a revenue decrease by
an amount of 258k during the financial years 2012
and 2013, to stabilize thereafter in the flnancial
year of 2014. In addition, the Kuwalt outiet opened
In July 2007 but sustained losses in the revenues
one year after year.

Moreover, some outlets were underperforming
versus retail market trends, where the Dubai Mall
store sales increased by 1% in the flnancial year
2013 despite the increase in nominal GDP, food
retailing and per capita ice cream consumption
which increased by 8.1%, 6.6% and 1.7%
respectively. In addition, the KSA store sales
decreased by 9.1% in the financial year 2013,
however, nominal GDP, food retailing and per
capita ice cream increased by 2%, 6.1% and 3.4%
respectively. However, it should be taken Into
account that the acquisition perlod coincided with
difficult retail market conditions in the UAE and
across other GCC countries and these may have
also contributed to the under-performance of the
above businesses. The experts tock on board the
explanation that was given by the Founding Board
of Directors whose vision at the period of
acquisition was to turn the asset around into a
profitable asset.

Consequently, it was recommended that Marka
conduct a thorough review of the conslderations
and risks highlighted in DD reports that may affect
the overall rationale of the acquisition, before
concluding the transactions.

Fifthly:

The Report highlighted that the financing of the
acquisitions was highly leveraged on a
transactlon-by-transaction basis, on the
expectation that the assets acquired would
perform to generate cash fiows that would allow
the serving of the debts incurred. However, the
Report mentioned that the acquisitions did not
perform in line with expectations, resulting in a net
loss of AED 242 million at the end of the financial
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year 2017 and a total outstanding debt of AED 540
milllon at the end of financial year 2017.

Shxhly:

In relation to goodwill, the Report highlighted that
the Goodwlll was recognized for the transactions
where the conslderation pald was over the fair
value of net assets acquired. The Report clarified
that this was particularly evident in the transactions
related to the acquisition of Reem Al Bawadi and
the Retailcorp where the Goodwill recognized over
the acquisition of Reem Al Bawadl amounted to
AED 223 million and the Goodwill recognized over
the acquisition of RetailCorp amounted fo AED 182
million. It was highlighted in the Report that the
financial year following the acquisitions (2016) and
based on the assessment performed by the
management, goodwill relating to RetailCorpo was
impaired by AED 53 million. The expert house
recommended that Marka should objectively
perform market analysis and ascertain the
economic value attached to the goodwill.

It should be noted that (1) the Report deemed the
financial valuation that was undertaken with regard
to both companies as satisfactory and (2) as per
the Report, the management has assessed the
goodwlll of Reem Al Bawadi, Morell's UAE,
Morelii’'s Bahrain and Morslli's KSA using the value
in use method. Based on their assessment, the
management recorded an impairment charge of
AED 3.8 Million with regard to Morelli's Bahrain
and Morell's KSA for the three-months and six-
months period ended 30 June 2018.

Seventhly:

As previously mentioned, the Report stated that
the Company disposed two of its assets in order to
improve its cash flow. Accordingly, the Company
sold its entire share amounting to 60% of Cheeky
Monkeys to a related company on three stages in
return of an amount of AED 84 million.

The Report further stated that Messrs. Ideal
Consultants commented under their valuation

.

2 5 il b 2y bl s Gl Lod
Ciadl g s A Ol i 2 jtadll 5 gl
galiudl Jyalll gilaal Astall Lol (e ol £ gdadl
iy Jagd 35 3 ol 5 el 030 o i el Lgle
_‘lc.\lJ._lllwu‘in_,‘u.kqwl M patul cileny 38
ey Lagle JSI (g aTll puat ol o3 3 ey S il
YAY 5 (gl ol aas 0 Anaallly A lal ab 53 G agle YYY
ShEt iy sS o Anadlly A n (ale
Myatalyt e e B AN 20 b 4y g
Cuaiall (6 laY) 4l (g3 gl Y Tatstuly (¥4 17)
Cisle Y Ly 358 5y Aall 13 2y a5 2
ol 4S8N i gi o cetlly (e TiDUA) y 51 e} b 30
ALYl Gl 3y Fginall gl o g ge sy

el (potal au¥h Ayl

A g el paill et 5y 800 (V) of o BOLEY) ae
s (V) 3 gein e S0y o3 O (S A (e S dadliay
padaal 43 Laill 5yl pagiy Caald 5l cppiiill A plan L
scuoall dligay oSl iliases egaladl ay
agill Ay yla pladdialy 20 gusall Zgs el ASLadll uly ) ga g
5 ) Calas co 3 ya) a3 (o3 agill M Toliid Zaadiuaalt
Lagi 1 jlal a5 cs™a YA Y oy dagill i Lol
3 gl A yall ASLaall gy ) 9a 9 Cpmtll uly s sas ey
Oty Cuall gall Ay gl 25D (ha it oSl (o siill

JelA g Ve ,‘i

fagha

Caall 48 8N of a8 A pla 3 oS3 (Fau LS
Letlgau el day Lilagage o call] (B L paly
lgiuan (alS ay 38 a8l ol lh e 1LY 5 2500t
Cheeky ) i (S e al ) 50 %1+ @l i
Lo AN cld cdsyl wal L) (Monkeys

gl pa 3 Crgale Af dlia il Jal sa



A=)l
mMarka

report that the value of stake representing 60% at
the time of disposal was worth AED 60 Million and
that the Board of Directors of the Company
approved this offer in order to improve the
distressed liquidity of the Company (based on the
Minutes of the Board of Directors of 20 September
2016). By the end of year ending on 31 December
2017, the outstanding debts from Cheeky Monkeys
amounted to AED 46.2 MIlllion, where the
outstanding amount was paid on instalments
during 2018, taking Into account that the last
instalment that was received on 18 July 2018.

In additlon, the Company sold Retailcorp Brands
LLC duse to its underperformance; it was sold for a
consideration of AED 200 Million in order to
improve cash flow. Nevertheless, an amount of
AED 115 million remained outstanding (a) out of
which an amount of AED 90 mllllon related to
pending consent letter by Majid Al Futtaim in
regards to Mall of Emirates and (b) an amount of
AED 25 million is awalting payment by GMC
Holding since the related consent letter for the
lease of Marina Mall premise has already been
obtained according to the Report. In this regard,
kindly be advised that the proceeds are kept with a
bank that was appointed by the partles to act as an
escrow agent, noting that the parties agreed on the
final provisions relating to the settlement
agreement without signing the same as set forth
under the Report.

In light of the above, the importance of enforcing
appropriate policies/procedures and limitations to
handle disposals and ensuring the collection of
revenues that were not received at appropriate
times were highlighted, as well as to follow the
relevant contractual provisions as set out under the
sale agreements.
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Eighthly:

It is worth mentioning that the Company relled on
Marka Holdings SPV 1 Limited, which is a JAFZA-
registered company within the realm of the Cheeky
Monkeys' acquisition and the disposal of Retail
Corp. Also, the Report revealed that the Company
might have relied on the same company with
regard to the acquisiion of Reem Al Bawadl. The
justification for relying on special purpose vehicles
was the desire to isolate every transaction from the
other in order to decrease the risks that may affect
the Company.

Ninthly:

The Report revealed that the Company did not
maintain sufficient documents that reflect the
satisfaction of the conditions precedent that were
set out under the five acquisitions or two disposals
it undertook. Accordingly, there is a need to
maintain documents that evidence the satisfaction
of conditions precedent and conditions
subsequent relating to each transaction.
Moreover, the Board of Directors shall explore all
available legal options in order to handle the
gituations where the counterparty does not honor
the conditions precedent or conditions subsequent
as set out under the transactions concluded by the
Company.

Finally

The Report demonstrated that the Company has
entered into a consultancy agreement with Mr
Ayman Jabber given to his leadership in Reem Al
Bawadl; a matter that became particularly evident
at the time of the due diligence exercise, where his
leadership was deemed one of the key factors
leading to the success of Reem Al Bawadi.
Accordingly, it was agreed that he should continue
in its managerial function for a period of three years
pertalning to the transition period of the mentioned
company. In addition, this agreement was deemed
condition precedent under the share purchase
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agreement relating to this agreement
Nevertheless, Mr. Ayman Jabber resigned from his
position within a year from the date of concluding
this agreement as referred to in the Report, which
Is deemed a contractual breach.

Based on this incident, it has been recommended
that Marka has to study all available legal
mechanisms to address situations where
contractual provisions relating to transition periods
following the conclusion of transactions are
breached.

fing 31} 'Yt calall o) el S G e DDli dpeale
Agalatl (s guatlly YU

ol iy lo dua il cad dadl gl oli lo L5 5,
dallad) tgalal daliall 4080 Sl A0S ddl yy 4 5l
Jalaiall Alatll s guailly SIS Lgh g3y AN ) ga)

Aala ) i all Za ) AN Jat ally



