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Key Data Highlights

CMP (fils) 700%*

EPS (fils) 725 = We had recommended a price target of 810fils in our
BVPS (fils) 324.5 report on the Commercial Facilities Company (CFC)
P/ E** 97 stock in August-2005. Since then the stock price went
P/BV** 215 through fluctuations with both upward and downward

movements. However, we expect the stock to gain
positive momentum thanks to the positive growth
factors as well as the continued growth in the growing

52 week Low/Hi 630/890

Source: Global Research
*4s on March April 1st, 2006

**Based on Current Price & 2005 |
EPS and BV consumer class.

* The performance of CFC in 2005 has outperformed our projections. We had projected
gross profit, operating profit and net profit for 2005 of KD29.39mn, KD26.45mn and
KD29.24mn respectively in our August 2005 Report. Whereas, the company’s actual
results for 2005 showed that it had gross profit, operating profit and net profit during the

year of KD28.22mn, KD25.16mn and KD31.09mn respectively. It is worth noting that at
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gross profit and operating level, it was lower, but at the net profit level the company beat
our projections by 6.4%.

CFC’s net profit for the FY2005 increased by 23.7% to KD31.1lmn as compared to
KD25.1mn in 2004.

CFC’s total assets stood at KD382.9mn at the end of 2005, representing an increase of
15.1% over 2004. Around 90% of the assets were deployed in the core business (Net
installment debtors) and about 9% of assets were in investments (both quoted and unquoted
investments). Gross installment debtors increased by 16.5% to reach KD443.9mn at the
end of 2005 as compared to KD381.2mn corresponding period last year.

We recommend a HOLD and value the company’s stock at an intrinsic value of 755fils
based on the Dividend Discounted Model and Peer Group Valuation method.
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Analysis of 2005 Results

Table 1: Results Summary

Amount in KD ‘000 2004 2005 Change
Income from installment credit 34,494 39,922 15.7%
Cost of borrowing (8,102) (11,701) 44.4%

Gross Profit 26,392 28,221 6.9%

Operating expenses (2,759) (3,060) 10.9%

Operating profit 23,633 25,161 6.5%
Profit / Loss from investments 968 6,278 548.6%
Provision for Doubtful Debts (235) (325) 38.3%
Other income 1,122 1,246 11.1%

Net Profit 25,134 31,098 23.7%

Earnings per Shares (fils) 58 73

Source: Annual Report

» Total operating profit of CFC grew by 6.5% in 2005 to KD25.2mn as compared to
KD23.6mn in 2004. At the same time the operating expenses also grew by 10.9% to
KD3.06mn in 2005. This can be mainly attributed to the increasing employee cost,
which is the normal yearly increase that the company expects as a part of the increasing
manpower needs and requirements.

* The net profit increased by 23.7% to KD31.Imn compared to KD25.lmn in the
corresponding period of the last fiscal year. As a result, EPS has also increased from
58fils in 2004 to 73fils in 2005.

* The main driver for the growth in bottom-line was the net investment income, which
increased by 548.6% to KD6.3mn as compared to KD0.96mn in 2004.

e Due to the cheaper US$ borrowing margin, the management has increased the US$
borrowing to 64% of the total borrowing in 2005 as compared to 43% in 2004. This has
resulted in lowering the cost of borrowing in an increasing interest rate scenario.

* At the end of 2005, the total assets stood at KD382.98mn registering a growth of 15.1%
over the previous year. The growth in assets was stimulated by their core business
(installment credit portfolio) which accounted for about 90% of the total assets of the
company at the end of 2005.

» Although CFC has a relatively strict lending policy, the gross installment credit portfolio
grew by 16.5% to KD443.96mn in 2005. The net installment credit portfolio increased
by 13.01% to reach KD345.21mn in 2005 as compared to KD305.49mn in the previous
year.

» The other major component of the company’s assets, the investment portfolio also grew
significantly by 43.9% to KD33.1mn in 2005 compared to KD22.9mn reported in the
previous year. The growth in investment portfolio was mainly due to increase in the fair
value of investments.
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» It is worth noting that the ratio of investments to total assets has remained in the range of
6.7% to 7.7% for the last 3 years, but has increased to about 8.5% in 2005.

» Around 37.1% of the total assets are funded by the shareholders equity. This percentage
has been declining over the years as the company has continued its strategy of financing
through a mixture of bank loans and bonds.

* Going forward, though the challenges remain with the existing competition and new
entrants, but currently the company is strategically positioned to exploit the emerging
opportunities in auto financing and the positive demographic environment.

Sector Performance (Major Consumer Financing Companies)

Table 2: Profitability and Market Share Comparison

Company Name Net Profit Lending Portfolio

KDmn Dec-05 Dec-04 % Growth Sep-05 M-Share
Commercial Facilities Co. 31.12 25.13 23.80 335.43 29.68
The Investment Dar Co. 80.49 26.95 198.69 189.40 16.76
International Finance Co. 27.61 9.45 192.24 65.60 5.80
A’ayan Leasing & Investment 23.05 12.46 84.98 87.54 7.75
Osoul Leasing 3.69 3.12 18.02 53.92 4.77
Kuwait Finance & Inv’t Company 24.06 4.80 401.69 90.03 7.97
Int’l Leasing & Finance Co. 18.55 5.23 254.52 20.41 1.81
Local Banks 620.15* 441.17* 40.57 287.90 25.47
Total 828.72 528.32 56.86 1,130.23 100.00

Source: Company Reports and Global Research
*Excludes profits of Kuwait Real Estate Bank (Not reported)

* In terms of loan portfolio, CFC had the largest market share of 29.7% in the consumer
finance market comprising of top consumer finance companies as well as local banks
at the end of Sept-2005. Despite the intense competition and entry of new players in
the Kuwaiti market, CFC has been able to maintain its dominance by introducing and
integrating new innovative techniques such as easy payments and the quickest approval
process in the industry. Going forward, we expect CFC to maintain around 30% market
share.

* The company’s profit growth was below par when compared to the other finance and
investment companies. CFC still maintains the good position in the consumer finance
market in terms of absolute profits.

Growth Drivers and Outlook

» Kuwaiti population has been growing at a steady rate especially the working class that
represents the majority of the consumer credit market. According to estimates, the total
population of Kuwait reached 2.9mn at the end of 2005, representing an increase of
8.6% over the corresponding year. At the same time, the “Consumer class” in Kuwait
has also been increasing over the years, which will further drive the consumer credit
market in Kuwait. Vehicle financing has been the main driving force for the company.
Moreover, this market has ample opportunities for growth as we see the working
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class population growing every year. Many consumer finance companies have made
it easy for the consumers by offering flexibility in selecting the best credit as per their
convenience.

» The strong growth in the capital markets in 2005 is the result of liquidity and the
fundamentals and structural changes in the economies which drove stock markets further.
But with liquidity in the markets improving substantially, the capital markets are also
witnessing increased depths, both in terms of the number of listed companies as well
as market capitalization. As a result, corporates witnessed good earnings momentum,
which is likely to be sustained on the back of buoyant economy and tremendous business
opportunities in the region. Moreover, companies like CFC are benefited from the capital
markets, thus improving overall profitability of the company. However, going forward
we believe that the markets will stabilize in 2006 and might not witness the same growth
seen in the year 2005.

» Looking at the above factors, we expect the company to benefit and capitalize in order to
maintain the market share in a very competitive and growing industry. Going forward, we
also expect that the new CBK regulations in 2005 to benefit the company by improving
the quality of loan portfolio.

Valuation and Recommendation

* In our previous Research Report on CFC in August 2005, we had arrived at a weighted
average fair value of 810fils per share, and had recommended a ‘Hold’ on the stock at the
then prevailing price of 790 fils per share.

* The stock has had a good run at the stock market since then, touching a high/low of
890/770fils over a period of about eight months since the release of our report. However,
in the late February and mid March, the KSE went through a major correction, which
resulted in the price dropping to 700fils (as of April 1st, 20006).

* The performance of CFC in 2005 has outperformed our projections. We had projected
gross profit, operating profit and net profit for 2005 of KD29.39mn, KD26.45mn and
KD29.24mn respectively in our August 2005 Report, whereas, the company’s actual
results for 2005 showed that it had gross profit, operating profit and net profit during the
year of KD28.22mn, KD25.16mn and KD31.09mn respectively. At the gross profit and
operating profit level, the company was lower than our projections by 3.9% and 4.7%
respectively. This is primarily due to the healthy increase in the fair value of investments
due to the overall performance of the capital markets.

e It is worthwhile to note that since our last report on CFC, the discount rates have
increased thrice to reach 6%, which has increased the overall cost of funding. However,
the company has managed to control the cost of funding up to a great extent by increasing
their US$ exposure because borrowing in US$ is much cheaper than borrowing in KD.
In addition, the lending in KD helps in giving loans at a higher rate, thus increasing the
overall margin.
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» For valuation purposes, we have assumed the current CBK discount rate of 6% as the
risk free rate for Kuwait. A Market Risk Premium of 6.5% was assumed and beta of 1
is taken for CFC (As actual beta is less than 1). Based on the above assumptions and
CAPM model, the cost of equity for CFC works out to 12.5%. We have further assumed
a terminal growth rate of 4%, looking at the growth prospects of the economy and the
consumer finance market. We have assumed a 4-year forecast period for the DDM.

* The combination of the revised financial projections and WACC, we arrived at a new
DDM value of 628fils, lower than 710fils arrived in our August 2005 Report. The average
P/BV multiple for the finance companies in Kuwait, which is around 3.89x. (slightly
lower than the August 2005 report of 3.96x), the peer valuation has increased now to
KD1.26 from KD1.21 earlier. The combined effect of these two methods, which led to a
weighted average share value of 755fils, as against 810fils in our earlier report.

» Keeping in line with the improved performance of CFC and our expectations about its
future potential, we have valued CFC’s share price at 755fils based on DDM and peer
group comparison method. The stock currently trades at around 700fils, which implies
that the value arrived at using the weighted average method is around 7.8% higher than
the current market price. Hence, we recommend a HOLD on the stock with a medium
term perspective.
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FACT SHEET

Commercial Facilities Company

2003 2004 2005 2006 F 2007 F 2008 F 2009 F

RATIOs USED FOR VALUATION

Market value per share (fils) 1,020 790 790 700 700 700 700
Book value per share (fils) 3337 3240 3245 3179 3447 3803 4229
EPS (fils) 69.4 57.7 72.5 69.7 78.3 89.4 97.0
P/E multiple 14.7 13.7 10.9 10.0 8.9 7.8 7.2
Price to Book Value multiple 3.06 2.44 2.43 2.20 2.03 1.84 1.66
Cash dividend payout ratio 57.1% 64.6% 49.7% 66.5% 65.1% 59.3% 552%
LEVERAGE

Debt 57.0% 60.8% 61.5% 64.1% 66.0% 66.3% 66.3%
Equity 43.0% 39.2% 38.5% 359% 34.0% 33.7% 33.7%
Interest coverage (Over operating profit) 3.5 2.9 2.2 2.1 2.0 2.2 2.2
LIQUIDITY

Current ratio (x) 2.08 1.77 1.57 1.49 1.51 1.51 1.54
Debt equity ratio (x) 1.33 1.55 1.60 1.79 1.94 1.97 1.97
Total liabilities to equity (x) 241 2.62 2.69 2.89 3.05 3.07 3.06
CREDIT QUALITY

Non-Performing Loans (KD © 000) 25,617 25223 28,230 28,730 29,230 29,730 30,230
NPL (As a % of Loans) 87% 7.6% 7.6% 68% 62% 57% 52%
Provision to installment credit portfolio 86% 78% 7.0% 68% 65% 63% 6.0%
NPL Coverage ratio 99.5% 101.9% 92.1% 98.7% 104.9% 110.4% 116.0%
PROFITABILITY

Growth in gross installment credit portfolio  10.6% 12.9% 16.5% 12.0% 11.0% 10.0% 10.0%
Total return on installment credit 11.1% 10.4% 10.8% 10.7% 10.8% 11.0% 11.0%
Net return on installment credit 88% 8.0% 7.6% 75% 74% 78% 7.8%
Interest paid to borrowings 42% 41% 51% 50% 50% 48% 4.8%
Interest paid to average borrowings 44%  45% 55% 55% 54% 50% 5.0%
Net Interest Spread 4.7%  38% 25% 25% 24% 3.0% 3.0%
Operating profit margin 71.5% 68.5% 63.0% 62.6% 61.8% 63.9% 64.1%
Net profit margin 781% T72.9% T77.9% 732% 72.4% 73.1% 71.0%
Return on average equity 22.1% 20.1% 23.1% 223% 232% 242% 23.7%
Return on average assets 9.1% 8.0% 8.7% 8.0% 7.8% 79%  7.7%
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Global Research - Kuwait Global Investment House

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

Disclosure Checklist

Company Recommendation Ticker Price  Disclosure

Commercial Facilities Company HOLD FACLKW 700fils 1,10

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

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

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

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

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

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

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

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

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

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

Global Research: Equity Ratings Definitions

Global rating  Definition

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

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

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

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

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

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