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Investment Summary

- Commercial Facilities Company (CFC) posted a net profit of KD15.2mn in 2008,
exhibiting a decline of 58.2%YoY in the bottom-line of the company. The decline in
profits was directly attributed to the investments losses amounted to KD7.2mn last year,
which was normal, given the collapse of financial markets around the world. Still, the
company’s profits have outperformed the overall market, and also its sector.

- Installment income, the company’s main source of operational revenues, has decreased
slightly by 3.5% to KD42.5mn in 2008 from KD44.1mn 2007. On the other hand, the cost
of borrowings in nominal terms has also decreased by 21.9% over the same period. Thus,
operating profits margin has increased in 2008.

- Despite the credit crunch late in 2008, the company has been able to increase its gross
profits (income from credit installment minus cost of borrowing) by 5.0%. The cause for
increasing gross profits was directly attributed to the increase in spread between lending
rate and borrowing rate.

- CFC’s assets continued its growth in 2008, increasing from KD381.7mn to reach
KD400mn, a growth rate of 4.8%. The major asset that constituted 80.5% was the net
installment debtors, which decreased last year because of an increase in provisions
combined with a decrease in loans originations.

- This assets growth was financed by the growth in liabilities which increased by 14.6%
from KD217mn in 2007 to reach KD249mn in 2008. Total debt of the company constituted
29.2% short term debt, and 70.8% long term debt.

- CFC s focused on providing credit lending to individuals. Lending includes car financing,
house-furnishing loans, and simple cash loans. According to management, 60% of
the outstanding loans are car financing. Besides, the average loan amount is close to
KD3,400 and the top 100 clients’ outstanding loans contribute less than 1% of the total
loan portfolio of CFC.
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- First quarter results were announced on May 7 2009. The company has sustained losses
of KD3.8mn (EPS of 7 fils) in the first quarter, as compared to profits of KD9.6mn (EPS
of 18 fils) in 1Q2008. Details of the results are yet to be announced.

- The credit market in Kuwait is going through challenging times, but these troubles are
mainly concentrated in the corporate lending sector. Consumer credit is less affected by
the crisis. Besides, most of CFC’s clients are Kuwaiti nationals, of which approximately
80% are employed by the government sector. Thus, the client base for CFC still enjoys a
strong income stream that would enable them to continue borrowing.

- Based on the current market price of 285 fils/share (as on May 12, 2009), CFC is trading
at a 2009E P/E and P/BV multiple of 9.5x and 1.0x respectively. Our estimated value
for CFC scrip is worked out to be 355fils based on DDM (80%) and peer group relative
valuation approach (20%). According to our fair value the company scrip offers an upside
0f 24.6% on the closing price of 285fils per share; we therefore recommend a BUY on the

scrip.

Table 01: Investment Indicators

Price (May 12, 2009) Shares in issue Market Cap - 52 - week price
- fils (mn) KD mn range
285 536.8 153.0 250 - 550 fils
Operating Operating Net
Revenues Profit Profit EPS BVPS ROAA ROAE P/E P/BV
Year (KD mn) (KD mn) (KD mn) (fils) (fils) (%) (%) (x) (x)
2010F 421 28.0 24.4 45 316 6.2% 14.9% 6.3 0.9
2009F 39.8 26.9 16.0 30 293 4.1% 10.4% 9.5 1.0
2008A 42.5 27.2 15.2 28 281 39% 9.7% 13.2 1.3
2007A 441 25.8 36.5 68 306 9.7% 23.6% 8.0 1.8

Source: Global Research.
Historical P/E & P/BV multiples pertain to respective year -end prices, while those for future years are based on
closing prices on the KSE as of May 12, 2009.

Chart 01: Performance of CFC vs Global General Index (GGI) & Global Investment Index
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Recent Developments

- In January 2008, CFC acquired 37.23% interest in Priority Automobile Company K.S.C
(Closed) which specializes in renting and leasing of luxury cars. CFC’s investment in the
leasing company is KD2.0mn.

- On February 1 2008, a CFC subsidiary, Tasshilat Real Estate Finance Company, started
operations. The subsidiary sole activity is to provide real estate financing. CFC ownership
amounts to 25%.

Analysis of 2008 Performance:

Net Income decreased, but Operating Income increased

Due to the collapse in the financial markets around the world, the company was not able to
sustain its bottom-line income growth. The decline was mainly caused by the losses in the
investment portfolio of the company. These losses were expected, given the heavy losses
that were sustained by all types of investments (equities, fixed-income, commodities, etc..)
around the world. The investments losses amounted to KD7.2mn last year. This has resulted
net income to drop from KD36.5mn in 2007 to reach KD15.2mn in 2008, a decrease by
58.2%.

Still, this performance is strong, given the market conditions. In fact, the company’s profits
have outperformed the overall market, and also its sector. For example, the investment sector
incurred losses of KD603mn, excluding companies that have not yet reported their financial
earnings at the time of writing this report. Besides, the total earnings earned by Kuwaiti listed
companies (excluding non-Kuwaiti and parallel sectors) have declined by 91.9% in 2008.

Chart 02: Income from Credit Installment vs Cost of Borrowing.
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Source: Global Research & Company’s Reports

Installment income, the company’s main source of operational revenues, has decreased
slightly by 3.5% in 2008 as compared to 2007. This decrease in installment income follows
the overall market decline in loan originations, as a direct cause of the credit crunch the
country is going through. On the other hand, the cost of borrowings has also decreased by
21.9% over the same period. Because most of the borrowing was dominated with US dollar,
the decline in the cost of borrowing was caused by the gradual decline in US interest rates
that was taking place last year. Since the decline in the cost of borrowing was faster than
decrease in the income from credit installment, spread has increased.
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Despite the credit crunch late in 2008, the company has been able to increase its gross profits
(income from credit installment minus cost of borrowing) by 5.0%. The cause for increasing
gross profits was directly attributed to the increase in spread between lending rate and
borrowing rate. The interest-bearing loan portfolio for Commercial Facilitates constituted
40.8% Kuwaiti Dinar, and the rest (59.2%) was USD denominated. The weighted average
of borrowing rate for the US dollar loans declined by 129 basis points (bps) in 2008, as
compared to 2007. At the same time, the weighted average KD borrowing rate declined by
180 bps. This growth comes after a decline in gross profits in 2007 by 3.8%.

Chart 03: Gross Profits and its Growth
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The company was able to lower its operational expenses by 1.4% in 2008 to reach KD4.4mn.
This decrease in expenses, coupled with gross profit increase, enabled the company’s to
experience a growth in operating income by 5.6% to reach KD27.2mn.

Assets still on the Rise

Assets continued its growth in 2008, increasing from KD381.7mn to reach KD400mn, a
growth rate of 4.8%. The major asset that constituted 80.5% was the net installment debtors,
which decreased last year because of an increase in provisions combined with a decrease
in loans originations. This decline in loan origination is one of the precautionary moves by
management to weather the financial troubles. Besides, the company’s cash holding jumped
by more than 11 times from KD2.1mn in 2007 to reach KD24.7mn in 2008, which also shows
the conservatism strategy followed by company during turbulent times.

Chart 04: Assets Distribution at the end of 2008
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This growth was financed by the growth in liabilities which increased by 14.6% from
KD217mn in 2007 to reach KD249mn in 2008. On the other hand, shareholder’s equity
decreased by 8.2% over the same period. This decline was mainly due the distribution of
dividends (KD 24.9mm) more than the profits (KD 15.2mm in 2008) the company has earned
last year. This move by the company shows management’s confidence on the prospect of the
company future. The Debt to equity ratio for the company was 1.53x in 2008 up from 1.23x
in 2007. Total debt of the company constituted 29.2% short term debt, and 70.8% long term
debt.

Chart 05: Assets Size, Components & Growth
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Diversified Loan Portfolio

CFC is focused on providing credit lending to individuals. Lending includes car financing,
house-furnishing loans, and simple cash loans. According to management, 60% of the
outstanding loans are car financing. Besides, the average loan amount is close to KD3,400
and the top 100 clients’ outstanding loans contribute less than 1% of the total loan portfolio
of CFC.

In addition, 89% of the clients are Kuwaiti citizens, whereas the rest are expatriates living
in Kuwait. Majority of clients are returning customers who had previously borrowed from
CFC. The company maintains a well maintained database about the financial history of its
customers. We can conclude that loan portfolio is retail and well-diversified, and the company
is not exposed to commercial loans, and no major write-downs are expected.

Chart 06: Gross Installment Debtors (GID) & Non-performing Loans relative to GID
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Non-performing loans:

Non-performing loans relative to the total loans stood at 5.7% at the end of 2008, as compared
to 3.7% in 2007. The increase in nonperforming loans to the overall loan portfolio is normal,
given the market conditions. Besides, local political and social factors partially contributed
to the increased in nonperforming loans. An example of that includes the promises that were
being made by members of the parliament to write-off citizen’s debt.

However, the management seemed to have taken cautionary steps to protect the company
from the financial crisis. Firstly, the company gross loans decreased by 2.1% which means
maturing loans were greater in value than newly originated ones. This caused cash holding to
increase in 2008 by more than three times.

Another cautionary step taken by management was taking more provisions which amounted to
1.51x times its total non-performing loan portfolio. This has resulted in growth in provisions
by 15.9% last year from KD30.3mn in 2007 to reach KD35.1mn in 2008.

First Quarter of 2009

First quarter results were announced on May 7 2009. The company has sustained losses of
KD3.8mn (EPS of 7 fils) in the first quarter, as compared to profits of KD9.6mn (EPS of 18
fils) in 1Q2008. Details of the results are yet to be announced.

Outlook

The credit market in Kuwait is going through challenging times, but these troubles are
mainly concentrated in the corporate lending sector. Consumer credit is less affected by the
crisis. Besides, most of CFC’s clients are Kuwaiti nationals, of which approximately 80%
are employed by the government sector. Thus, the client base for CFC still enjoys a strong
income stream that would enable them to continue borrowing. However, there will be some
consumer segments being affected by the crisis, given the decline in wealth resulted from
financial assets value fall, especially in the stock market. Still, this wealth decline will not be
substantial to severely hurt the consumer credit market.

The new financial stability law will provide protection for only banks, leaving out many credit
lenders, such as, CFC. However, some investments companies will be able to benefit from
the law, but they will have to accept the tight requirements imposed by the law. Therefore,
we do not think CFC will apply to benefit from the government aid of KD1.5bn aimed for
investment companies. Nevertheless, CFC will still be able to benefit from this law indirectly.
The benefit will come in the form of a better credit environment. Besides, liquidity will be
more available than it was in the midst of the credit crunch.
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Valuation & Recommendation
For arriving at the fair value of BISB, we have used two valuation methods:

1. Cash flow approach represented by the Dividend Discounting Model (DDM).
2. P/BV target multiple approach.

Dividend Discount Model (DDM):

The DDM model is based on a 4-year forecast of dividends as cash flows (2009-12). The
dividends for the forecasted period and the terminal value are then discounted back at the cost
of equity to arrive at the total net present value (NPV) of the bank. In our calculations, we
have made the following assumptions in order to arrive at the equity value of CFC:

1. Cost of Equity derived using Capital Asset Pricing Model.
a. Risk free rate of 6.5%.
b. Equity risk premium of 6.0%.
c. Beta of 1.0.

2. Terminal growth rate of 3.0%.

Table 02: DDM Valuation

2009 F 2010 F 2011 F 2012 F
Amounts in KD ‘000 0.64 1.64 2.64 3.64
Dividends 11,230 16,165 20,179 20,934
NPV of Dividends 10,416 13,325 14,784 13,631
Terminal Growth Rate 3.00%
Terminal Value 2012F 226,607
PV of Terminal Value 147,554
Total Value 199,710
No of shares 536,764
Value Per Share (fils) 372

Source: Global Research

Based on our assumptions and dividends forecast, DDM valuation yielded a price of 372 fils
per share for CFC. We have put an 80% weight on DDM valuation method, to derive the
share value.

Sensitivity —- DDM

We have also prepared a sensitivity analysis for the estimated fair price based on various
terminal growth rates and COE.

Commercial Facilities Company 7
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Table 03: DDM Sensitivity

Terminal Growth rate

1.5% 2.5% 3.0% 3.5% 4.5%

11.0% 385 421 443 467 528

12.0% 347 376 393 412 457

Cost of Equity 12.5% 331 357 372 389 428
13.0% 316 340 353 368 403

14.0% 291 310 321 333 360

Source: Global Research
Peer Group Valuation

The peer group valuation is performed to compare the intrinsic value of CFC arrived at using
the DDM method. The peer group valuation is done by comparing the price to Book Value
(P/BV) multiples enjoyed by similar companies. Within the investment sector in Kuwait there
are many listed companies though not all are comparable because of their diverse nature of
activities. We believe that a representative group of comparable companies for the purpose of
calculating average P/BV ratio should include the finance companies that provide consumer
credit products.

The average P/BV multiple for the finance companies in Kuwait (as on May 12, 2009) is
around 1.02x. Therefore value of CFC’s stock is 288 fils per share based on the estimated
book value for FY2008. As the book value multiples vary with time and are dependent on
several factors such as market sentiment and other qualitative factors, we have provided 20%
weightage to the P/BV multiple and 80% to the DDM method.

Table 04: Valuation

Value Per
Share (fils) Weightage
As per DDM method 372 80%
As per P/BV multiple 288 20%
Weighted Value 355 100%

Source: Global Research

Based on the current market price of 285 fils/share (as on May 12, 2009), CFC is trading at
a 2009E P/E and P/BV multiple of 9.5x and 1.0x respectively. Our estimated value for CFC
scrip is worked out to be 355fils based on DDM (80%) and peer group relative valuation
approach (20%). According to our fair value the company scrip offers an upside of 24.6% on
the closing price of 285fils per share; we therefore recommend a BUY on the scrip.
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Global Research - Kuwait Global Investment House

FACT SHEET
~ Commercial Facilities Company
2006 2007 2008 2009F 2010F 2011 F 2012F
PROFITABILITY
Growth in gross installment credit portfolio -7.1% 1.4% -2.1% 7.5% 8.5% 11.0% 9.0%
Total return on installment credit 10.6% 10.6% 10.3% 9.4% 9.2% 9.5% 9.6%
Net return on installment credit 7.3% 7.2% 7.6% 7.4% 7.0% 7.0% 7.1%
Interest paid to borrowings 6.7% 6.9% 4.8% 4.1% 4.6% 5.3% 5.3%
Interest paid to average borrowings 6.5% 6.8% 5.1% 3.9% 4.7% 5.6% 5.6%
Net Interest Spread 4.1% 3.9% 5.2% 5.5% 4.5% 3.9% 4.1%
Operating profit margin 61.3% 58.4% 64.0% 67.6% 66.6% 63.5% 63.6%
Net profit margin 63.9% 82.8% 359%  40.3% 57.9% 59.7%  59.2%
Return on average equity 20.3% 23.6% 9.7% 10.4% 14.9% 16.2% 16.7%
Return on average assets 7.7% 9.7% 3.9% 4.1% 6.2% 6.7% 6.7%
LEVERAGE
Debt 212,501 202,903 230,456 204,486 212,194 241,160 270,584
Equity 144,323 164,338 150,865 157,353 169,769 182,909 195,017
Debt % 59.6%  553% 60.4%  56.5% 55.6% 56.9%  58.1%
Equity % 40.4%  44.7% 39.6%  43.5%  444%  43.1%  41.9%
Debt to equity ratio (x) 1.47 1.23 1.53 1.30 1.25 1.32 1.39
Interest coverage (over operating profit) 2.0 1.8 2.5 32 2.9 2.4 2.4
LIQUIDITY
Current ratio (x) 2.09 1.98 2.08 1.94 1.95 1.94 1.89
Debt equity ratio (x) 1.47 1.23 1.53 1.30 1.25 1.32 1.39
Total liabilities to equity (x) 2.55 2.32 2.65 2.43 2.37 2.44 2.52
CREDIT QUALITY
NPL (as a % of Gross Loans) 3.8% 3.7% 5.7% 6.2% 6.9% 6.8% 6.8%
Provision (as a % of Gross Loans) 6.5% 7.2% 8.6% 10.1% 10.8% 10.8% 11.1%
NPL Coverage ratio 172.1%  195.0% 151.1% 162.7% 156.4% 158.7% 162.5%

RATIOs USED FOR VALUATION

Par value (fils) 100 100 100 100 100 100 100
Market price of the share (fils)* 548 543 375 285 285 285 285
Book value per share (fils) 268.9 306.2 281.1 293.2 316.3 340.8 363.3
EPS (fils) 54.2 68.0 28.4 29.9 454 53.2 58.9
P/E** 10.1 8.0 132 9.5 6.3 5.4 4.8
P/BV** 2.0 1.8 1.3 1.0 0.9 0.8 0.8
Cash dividend payout ratio 73.8% 68.5% 70.4% 70.0% 66.3% 70.7% 66.2%

* Market price for 2009 and subsequent years as per closing price on Kuwait SE on May 12, 2009.
**Historical P/E & P/BV multiples pertain to respective year -end prices, while those for future years are based on closing prices on the KSE
as of May 12, 2009.
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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 FACLKW (Reuters)
Company BUY FACIL KK (Bloomberg) 285 fils 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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