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Current Price* : KWD 1.18
Fair Value (FV): KWD 1.39

Rating: Neutral

® KFH's 2009 Earnings Fall 24% Y-o0-Y, 5% Lower than Our Forecast: KFH reported FY2009 net
attributable income of KWD119 million, a 24% Y-o-Y decline, due to lower property and investment
income. Net attributable income of KWD13 million in 4Q2009 fell by 64% Q-0-Q, as provisioning rose
from a low base in 3Q2009. KFH posted a net loss before minorities of KWD17 million in 4Q2009, with a
positive minorities contribution leading net attributable profit into positive territory. The bank’s FY2009
earnings were 5% lower than expected, with 4Q2009’s result missing our forecast by 33% on lower-than-
expected investment income. KFH's board proposed a dividend of KWDO0.025/share (down from
KWDO.04/share in 2008), and issuance of bonus shares of 8% of the bank's paid-in capital.

® NPLs Stable Y-o-Y: Non-performing financing facilities (in absolute terms) were flat Y-o0-Y, following a
488% jump in NPLs during 2008, we believe due to KFH'’s financing exposure to investment companies in
Kuwait, although this has not been confirmed nor clarified by KFH’s management. The NPLs outturn in
2009 was better than our expectation of a 30% increase. The coverage ratio stood at 57% in 2009, and
has improved from 47% in 2008. When collateral is accounted for, NPLs are more than 100% covered.

¢ Investment and Property Income Weak and Lower than Expected in 2009: Investment and property
income fell significantly Y-o-Y and Q-0-Q on lower gains from the sale of available for sale investments
and trading properties. Furthermore, KFH posted a net loss from associates and took an impairment
charge against its associates during 2009. KFH does not report its share of loss/profit or carrying value per
associate, although we believe that the losses stem from KFH's investment associates in Kuwait (Gulf
Investment House, First Investment Company, A'ayan Leasing and Investment Company - all reported net
losses up to September 2009).

® Loan Growth Weak, Net Financing Income Expands on Lower Funding Costs: Net financing facilities
grew by 6% Y-o0-Y and 1% Q-0-Q, slightly below our expectations. Deposit growth was 10% Y-o-Y and
3% Q-0-Q, helping the bank to lower its borrowings from other banks and financial institutions. Net
financing income rose by 7% Y-o-Y, mainly because of a reduction in funding costs. On a Q-0-Q basis,
net financing income rose 51% Q-0-Q; however, quarterly financing income growth could be misleading,
as KFH only estimates the allocation of profit to depositholders, with the final amount being set after the
approval of full-year financial statements.

* Reiterate Neutral Rating: The main positive surprise in the results was the stability in NPLs; however,
we are not confident that NPLs have peaked, especially considering the large increase in past due, but not
impaired, financing facilities (up to 90 days overdue) during 2009. Our forecasts for 2010 assume a
recovery in property and investment income, but we see downside risks to our numbers. With the stock
trading at rich estimated multiples in 2010 - P/E of 16.7x and P/B of 2.0x, we leave our Neutral rating
unchanged.
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Figure 1: KFH’s 2009 Results, Main Highlights
In KWD million, unless otherwise stated

2008 2009a 2009e  Y-o-Y  3Q09 4Q09a 4Q09 Q-0-Q Vs.Est.

Financing Income 561 528 535 -6% 131 126 133 -4% -5%
Funding Costs (298)  (247) (282) -17% (69) (32) (67) -53%  -52%
Net Interest Income 263 281 253 7% 63 94 66 51% 42%
Net Fees & Commissions 70 63 62 -10% 16 16 15 2% 11%
FX Income 14 () 8 3 2 12 -45% -87%
Investment & Property Income 210 112 229 -47% 33 (27) 90

Other Income 30 66 55 118% 10 29 19  189% 56%
Non-interest Income 324 238 354 -26% 61 20 135 -68% -85%
Total Banking Income 587 520 607 -11% 124 114 202 -8% -43%
Operating Expenses (196) (239) (266) 22% (59) (64) (91) 9% -30%
Operating Profit 391 281 341 -28% 65 50 111 -23% -55%
Total Provisions (211) (204) (199) -3% (35) (67) (62) 90% 8%
Extraordinary & Other - - - - - -

Profit before Tax 180 7 142 -57% 30 (17) 49 -155% -134%
Taxes & Zakat (5) (5) (5) (1 (0) (0)

Net Profit 175 72 137 -59% 29 (17) 49 -158% -135%
Minorities (18) 47 (12) 5 29 (30)

Net Profit after Minorities 157 119 125 -24% 34 12 19 -64% -33%
Receivables 4,780 5,090 5,191 6% 5,035 5,090 5,191 1% -2%
Deposits 6,612 7,262 7,074 10% 7,015 7,262 7,074 4% 3%
Total Assets 10,544 11,164 11,111 6% 11,091 11,164 11,111 1% 0%

Source: Kuwait Finance House, EFG Hermes estimates
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DISCLOSURES

I, Elena Sanchez-Cabezudo, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that
are the subject of this report. | also certify that neither | nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in the
Kuwaiti Stock Exchange. EFG Hermes Holding SAE hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this
report.

Funds managed by EFG Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG Hermes may own shares
in one or more of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest
in the securities mentioned in this report as part of a diversified portfolio over which they have no discretion. The Investment Banking division of EFG Hermes may
be in the process of soliciting or executing fee earning mandates for companies that are either the subject of this report or are mentioned in this report.

DISCLAIMER
This Research has been sent to you as a client of one of the entities in the EFG Hermes group. This Research must not be considered as advice nor be acted upon by
you unless you have considered it in conjunction with additional advice from an EFG Hermes entity with which you have a client agreement.

Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG Hermes believes to be reliable, we have not independently verified such information and it may not be accurate or complete. EFG Hermes does not
represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever
is accepted by EFG Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise
arising in connection therewith. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This research report is
prepared for general circulation to the clients of EFG Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or
advice with respect to the purchase or sale of any security. It is not tailored to the specific investment objectives, financial situation or needs of any specific person
that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.



GUIDE TO ANALYSIS
EFG Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional
economic environment.

Effective 16 December 2009, EFG Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together
with any applicable dividend yield into consideration.

In special situations, EFG Hermes may assign a rating for a stock that is different from the one indicated by the 12-month expected return relative to the
corresponding fair value.

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating Potential Upside (Downside)%
Buy Above 15%

Neutral (10%) and 15%

Sell Below (10%)

EFG Hermes policy is to update research reports when appropriate based on material changes in a company'’s financial performance, the sector outlook, the general
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to
review the rating.

COPYRIGHT AND CONFIDENTIALITY
No part of this document may be reproduced without the written permission of EFG Hermes. The information within this research report must not be disclosed to
any other person if and until EFG Hermes has made the information publicly available.

CONTACTS AND STATEMENTS
Background research prepared by EFG Hermes Holding SAE. Report prepared by EFG Hermes Holding SAE (main office), 58 Tahrir Street, Dokki, Egypt 12311, Tel +20
23332 1140 | Fax +20 2 33 36 1536 which has an issued capital of EGP 1,939,320,000.

Reviewed and approved by EFG Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number
1010226534, and EFG Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this
document is directed only at institutional investors. If you are not an institutional investor you must not act on it.
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