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Result Update

CMP# (KD) 2.76
EPS*(fils) 181
BVPS*(fils) 602
P/E (x)          15.3 
P / BV (x)            4.6 
12M Avg. vol. (‘000) 1,865
52 week Lo / Hi (KD) 2.23/3.30

Source: Global Research
* 2008 E
# As at August 20, 2008

Highlights

-	 Kuwait Finance House (KFH) posted 
a net profit (attributable to shareholders) 
of KD275.3mn in 2007, exhibiting a 
surge of 70%YoY in the bottom-line 
of the bank. The bank’s profitability 
growth surpassed that of the sector 
by a great extent, whereby the sector 
growth as per our universe was around 
30%YoY.

-	 Top-line growth was driven by a combination of high growth of financing assets and a 
rise in the bank’s spreads, producing a coupling effect. Financing assets grew 41%YoY 
to stand at KD4.1bn in 2007 while spreads improved from 4.1% in 2006 to 4.7% in 2007. 
Growth in financings was facilitated by an augmentation in customer deposits which also 
exhibited a similar growth nearing 44%YoY and reaching KD5.4bn by the end of 2007. 

-	 KFH’s spreads improved on account of an increase in yield on financing assets which 
rose by 58bps in 2007 to reach 8.9%. The cost of funds remained unchanged in 2007 as 
compared to 2006 and stood at 4.3%. Spreads which had been taking an upward movement 
over the last few years therefore stood at a 5-year high in 2007. 

-	 KFH posted a bottom-line rise of 35%YoY for the 1H2008, with the net profit attributable 
to shareholders reported at KD116.6mn (EPS: 76fils). Promising top-line growth 
of 37%YoY emanated from a 22%YTD surge in financing assets. Furthermore, the 
commission expense to income ratio declined from 61% in 1H2007 to 59% in 1H2008.

-	 KFH became the biggest bank by deposit size during the period under review, with 
its deposits exceeding KD6.3bn, surpassing that of NBK by KD1bn. Deposits grew at 
17.5%YTD during the 1H2008. 
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-	 KFH’s commission income is expected to grow at 23%YoY in 2008 and to maintain a 
2007-2011 CAGR of 22%. The net commission income (top-line) is expected to grow at 
a lower 14%YoY in 2008 and the growth rate is expected to pick up in the later years, to 
exhibit a 2007-2011 CAGR of 19%.  

-	 Based on the current market price of KD2.76/share (as on August 20, 2008), KFH’s shares 
are trading at a 2008E P/E and a 2008E P/BV multiple of 15.3x and 4.6x respectively. 
Our estimated value for this banking scrip is worked out to be KD2.81 based on DDM 
(80%) and adaptation of the Gordon Growth Model (20%). According to our fair value 
the banking scrip offers a trivial upside over the closing price of KD2.76 per share. We 
therefore reiterate our HOLD recommendation on the scrip.

Recent Developments

-	 Kuwait Finance House expects to receive a license to operate in the United Arab Emirates’ 
capital, Abu Dhabi. 

-	 KFH opened a subsidiary in Singapore in June 2008. Kuwait Finance House (Singapore) 
Pte Ltd (KFHS) is a wholly-owned subsidiary of KFH Malaysia established on Nov 6, 
2007. KFHS has received acknowledgement from the Monetary Authority of Singapore 
(MAS) on March 18, 2008 for the commencement of its fund management activities. 
Over the next two years, KFHS will manage existing Shariah-compliant funds as well as 
new funds of the KFH Group targeted at both the corporate and retail customers.

Analysis of Financial Performance – FY07 

-	 KFH posted a net profit (attributable to shareholders) of KD275.3mn, exhibiting a surge 
of 70%YoY in the bottom-line of the bank. The bank’s profitability growth surpassed that 
of the sector by a great extent, whereby the sector growth as per our universe was around 
30%YoY. 
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Figure 01: Receivables Trend								          Figure 02 : Customer Deposits Trend
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-	 The bank’s net commission income grew by an soaring 48%YoY despite a supernormal 
growth of over 100%YoY in 2006. The contribution of net commission income to total 
income remained relatively unchanged and stood at 38.1% in 2007 against 37.5% reported 
in 2006.

-	 Top-line growth was driven by a combination of high growth of financing assets and a 
rise in the bank’s spreads, producing a coupling effect. Financing assets grew 41%YoY 
to stand at KD4.1bn in 2007 while spreads improved from 4.1% in 2006 to 4.7% in 2007. 
Growth in financings was facilitated by an augmentation in customer deposits which also 
exhibited a similar growth nearing 44%YoY and reaching KD5.4bn by the end of 2007. 

Table 01: Volume - Spread Analysis
KD ‘000 2006 2007
Change in financing yield 1.49% 0.58%
Impact 42,916 22,698

Change in comm. earning assets 1,052,768 1,307,276
Impact 87,868 116,672

Change in cost of funds 0.28% 0.01%
Impact (8,515) (469)

Change in comm. bearing liabilities (1,062,464) (1,538,293)
Impact (45,256) (65,697)

Total impact on NCI 77,013 73,204

Volume impact 42,613 50,975
Spreads impact 34,400 22,229
Source: Global Research

-	 KFH’s spreads improved on account of an increase in yield on financing assets which 
rose by 58bps in 2007 to reach 8.9%. The cost of funds remained unchanged in 2007 as 
compared to 2006 and stood at 4.3%. Spreads which had been taking an upward movement 
over the last few years therefore stood at a 5-year high in 2007. 

-	 KFH was only trivially affected by the charge on the top-line which was due to an 
adjustment to the financing portfolio that had their terms modified during the year in 
accordance with the instructions of the Central Bank of Kuwait, whereby estimates of 
future cash flows of commission income were revised. The adjustment amounted to a 
mere KD0.56mn, forming an insignificant 0.1% of the unadjusted commission income.

-	 While the contribution of Non-commission income to total income remained relatively 
unchanged, the said head grew by a remarkable 45%YoY driven by sub-heads across the 
board. A significant portion of the investment income came from capital gains on part 
sale of associates by subsidiaries. The bank’s subsidiaries disposed off a stake in 3 major 
holdings during the year, fetching capital gains of KD58.3mn over a carrying value of 
KD61.8mn. The bank therefore realized a collective 94% return on these investments. 
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Table 02: Investment Disposals
KD ‘000 Holding sold Carrying value  Capital Gain Yield
Munsh’at Real Estate Project Company 13.4% 20,410 16,261 80%
Educational Holding Group 32.3% 18,485 13,167 71%
The International Leasing and Investment Company 33.3% 22,865 28,865 126%
Total 61,760 58,293 94%
Source: Annual Report, Global Research

-	 During 2007, KFH also added 6 new major companies to its list of associates, amounting 
to KD108mn and including United Capital Bank, Kuwait Energy Company and 
Sukuk Holding Company. The bank acquired stakes amounting to 40%, 42% and 27% 
respectively, in the mentioned companies. 

-	 KFH also had a good year from its property investments portfolio, trading in which resulted 
in gains amounting to KD43.3mn, a rise of 69%YoY. Yields on property investments 
(realized gains over total property investments at end of year) improved from 13% in 
2006 to 18% in 2007.

-	 In lieu of its investment strategy, KFH directly and indirectly through its subsidiaries 
increased its investments in properties by 29%YoY, which stood at KD247mn at the end 
of 2007.

-	 KFH’s operating efficiency, though still on the higher side as compared to its peers, has 
improved from the previous year. Cost-to-income ratio decreased from 43.9% in 2006 to 
36.6% in 2007 while operating cost to average assets ratio declined from 3.2% to 2.9% 
over the same period. KFH’s cost ratios remain on the higher side given high cost arising 
from Murabaha and Ijarah transactions and from high depreciation emanating from its 
subsidiaries. 

-	 The Capital Adequacy Ratio of the bank improved significantly from 19% in 2006 to 23% 
in 2007 due to many reasons including promising profitability growth leading to higher 
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reserves and a capital injection in the form of rights shares. These right shares, with a face 
value of KD0.1/share were issued at a premium of KD0.9 and hence lead to another boost 
in Tier-I capital resulting from enhanced share premium reserve. Albeit, the high CAR 
(only 12% required by CBK) makes the bank more resilient to major delinquencies, the 
reduction in riskiness comes at a cost paid by its shareholders in the form of capital that 
remains unutilized due to superfluous capital adequacy maintenance. 

Analysis of Financial Performance – 1H 2008

-	 KFH posted a bottom-line rise of 35%YoY for the 1H2008, with the net profit attributable 
to shareholders reported at KD116.6mn (EPS: 76fils). 

-	 Bottom-line was driven by both, net commission income and non-commission income, 
with the contribution of the top-line increasing from 35% in 1H2007 to 37% in 1H2008. 

-	 Promising top-line growth of 37%YoY emanated from a 22%YTD surge in financing 
assets. Furthermore, the commission expense to income ratio declined from 61% in 
1H2007 to 59% in 1H2008.

-	 KFH became the biggest bank by deposit size during the period under review, with 
its deposits exceeding KD6.3bn, surpassing that of NBK by KD1bn. Deposits grew at 
17.5%YTD during the 1H2008. 

Source: Global Research
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Table 03: KFH - 1H2008 Highlights
  1H2007 1H2008 Growth
Income from Murabahas, Istisna and Leasing      211,014           273,980 29.8%
Distribution to Depositors    (128,870)         (161,714) 25.5%
Net Commission Income        82,144           112,266 36.7%
Fees & Commission        24,480             35,069 43.3%
Investment Income      138,754           143,816 3.6%
Total Operating Income      236,430           302,696 28.0%
Provisions      (20,520)           (10,375) -49.4%
Total Operating Expenses      (101,085)           (157,654) 56.0%
Net Profit attributable to Shareholders      116,610           157,354 34.9%
 
-	 KFH’s commission income was once again reduced though insignificantly by a charge of 

around KD35,000 during the period under review. The charge was due to an adjustment  
from revised estimates of future cash flows of performing financing facilities that had 
their terms modified during the period. 

-	 KFH’s non-commission income also witnessed a healthy growth of 15%YoY driven by 
a surge in most non-commission income sub-heads, except investment income which 
remained relatively unchanged. 

-	 Moreover, the bank provided lower provisions during the 1H2008 as compared to the 
same period last year which seems to be an outcome of improving asset quality. 

-	 KFH’s income expense ratio increased significantly for 1H2008, standing at 40% from 
29% in 1H2007. This was a direct outcome of increasing wages and administrative 
expectations, due to which operating expense rose 28%YoY.

Outlook & Valuation

-	 KFH’s commission income is expected to grow at 23%YoY in 2008 and to maintain a 
4-year CAGR of 22%. The net commission income (top-line) is expected to grow a lower 
14%YoY in 2008 and the growth rate is expected to pick up in the later years, to exhibit 
a 2007-2011 CAGR of 19%.  

-	 Deposits and receivables, driven by favourable macro-economic conditions, rising wages 
and disposable incomes and the government’s plans to develop mega infrastructure plans 
in the likes of US$250bn, are expected to grow at a 2008-2011 CAGR of 25%. 

-	 Contribution of the top-line to total income is anticipated to remain lower than that of 
non-commission income as per previous trend and the contribution is expected to be 
range bound between 32% and 37% over the next 4 years as per our assumptions.

-	 KFH’s continued investments in properties and in associates and subsidiaries will sustain 
a healthy growth in investment income which is forecast to rise at a 2008 – 2011 CAGR 
of 15%.
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-	 Revenues are also expected to come pouring in from the geographical expansion that the 
bank is undergoing in the middle-east and in the Far-east region. 

-	 KFH’s bottom-line is therefore expected to augment by 35%YoY in 2008 and at a 2008 
-2011 CAGR of 25%.

-	 Growth risks may emanate from increased competition in the Islamic finance market 
locally with the emergence of newer players like Boubyan Bank. BKME which has also 
opted for convergence to Shariah compliance, will also vie for an increased market share 
once in the playing field of this banking niche and so will KIB.

-	 Based on the current market price of KD2.76/share (as on August 20, 2008), KFH’s shares 
are trading at a 2008E P/E and a 2008E P/BV multiple of 15.3x and 4.6x respectively. 

Table 04: Valuation (KD)
Method Value Weight Weighted Value
DDM                               2.79 80%                   2.24 
GGM                               2.84 20%                   0.57 
Fair Value                  2.81 
Source: Global Research  

-	 Our estimated value for this banking scrip is worked out to be KD2.81 based on DDM 
(80%) and adaptation of the Gordon Growth Model (20%). According to our fair value 
the banking scrip offers an upside of just 1.8% over the closing price of KD2.76 per share. 
We therefore reiterate our HOLD recommendation on the scrip.
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Amount in Kuwaiti Dinar 2005 2006 2007 2008 (F) 2009 (F) 2010 (F) 2011 (F)

Profitability
   - Return on Average Assets 2.9% 2.9% 3.6% 3.7% 3.7% 3.8% 4.0%
   - Return on Average Equity 28.7% 27.6% 31.8% 31.8% 34.1% 37.3% 40.3%
   - Net Ijara, Murabaha etc Income/ Total Op. Income 32.2% 40.3% 40.8% 38.7% 40.2% 40.8% 41.8%
   - Non-Commission income/ total Op. Income 83.9% 67.0% 66.2% 64.6% 63.2% 61.9% 60.8%
   - Non-Commission expense/ total Op. Income 42.3% 47.1% 39.2% 37.4% 36.1% 34.5% 33.1%
   - Commissions/ total Op. Income 14.5% 11.7% 10.2% 10.6% 10.6% 10.6% 10.7%
   - Dividend payout ratio 50.7% 43.1% 40.5% 55.8% 59.1% 64.5% 64.8%

Margins
   - Net income/ Revenues 60.3% 49.5% 59.0% 64.5% 62.9% 63.9% 65.2%
   - Operating Profit / Revenues 67.6% 60.6% 71.7% 72.0% 70.0% 69.8% 70.4%
   - Commission Expense to Commission Income 62.3% 53.8% 51.9% 55.5% 56.0% 56.5% 56.0%
   - Commission  Income to Commission Earning Assets 6.9% 8.3% 8.9% 8.5% 8.6% 8.7% 8.7%
   - Investment Income to Investment Assets 5.2% 12.7% 11.9% 12.5% 11.6% 11.5% 11.6%
   - Commission Expense to Commission Bearing Liabilities 4.0% 4.3% 4.3% 4.3% 4.3% 4.3% 4.3%
   - Net Spread 2.9% 4.1% 4.7% 4.3% 4.3% 4.4% 4.4%
   - Net Commission Margin 2.6% 3.9% 4.3% 3.8% 3.8% 3.8% 3.8%

Efficiency
   - Cost to Total Op Income 36.4% 43.9% 36.6% 36.3% 34.9% 33.6% 32.3%
   - General & Administration Expense to Total Op Income 28.1% 27.6% 20.7% 22.0% 22.0% 21.5% 21.5%
   - Cost to Average Total Assets 2.4% 3.2% 2.9% 2.5% 2.3% 2.2% 2.1%

Liquidity
   - Financings to Income Earning Assets 74.3% 71.5% 76.0% 77.7% 79.1% 80.7% 82.9%
   - Financings to Customer Deposits 70.7% 78.9% 77.2% 76.6% 76.6% 76.6% 79.2%
   - Customer Deposits to Equity 531% 531% 443% 489% 532% 563% 580%

Credit Quality
   - Provisions to Total Operating Income 16.1% 7.2% 6.9% 3.3% 3.3% 2.7% 2.7%
   - Provisions to Average Receivables 9.2% 8.2% 6.1% 5.0% 4.3% 3.8% 3.5%

Capital Adequacy
   - Equity to Total Assets 12.8% 11.1% 13.8% 13.1% 12.6% 12.3% 12.3%
   - Equity to (Total Assets + Cont. Liabilities) 12.5% 10.9% 13.6% 12.9% 12.5% 12.2% 12.2%
   - Equity to Gross Receivables 26.6% 23.9% 29.2% 26.7% 24.5% 23.2% 21.8%

Constitution of Total Income
   - Net Commission Income to Total Op Income 16.1% 33.0% 33.8% 35.4% 36.8% 38.1% 39.2%
   - Fees & Comm. to Total Op. Income 14.5% 11.7% 10.2% 10.6% 10.6% 10.6% 10.7%
   - Investment Income to Total Op Income 60.9% 48.8% 48.4% 46.2% 45.0% 44.0% 43.1%
   - FX Income to Total Op. Income 2.7% 0.9% 2.7% 2.7% 2.5% 2.3% 2.2%
   - Other Income to Total Op. Income 5.8% 5.6% 4.9% 5.1% 5.1% 5.0% 4.9%

Operating Performance
   - Change in Net Murabahas, Istisna and Leasing Income -23.2% 234.2% 50.2% 26.1% 22.9% 21.7% 20.6%
   - Change in Fees and Commission 139.5% 31.9% 27.5% 25.0% 18.0% 18.0% 18.0%
   - Change in Investment Income 190.8% 30.5% 45.4% 15.0% 15.0% 15.0% 15.0%
   - Change in Fx Income 285.2% -46.4% 341.1% 20.0% 10.0% 10.0% 10.0%
   - Change in Other Income 111.8% 56.4% 29.5% 25.0% 18.0% 15.0% 15.0%

RATIOS USED FOR VALUATION
   - Dividend Payout (%) 50.7 43.1 40.5 55.8 59.1 64.5 64.8
   - Shares in Issue (mn)  1,094.0  1,225.2  1,715.3  2,058.4  2,058.4  2,058.4  2,058.4 
   - EPS  (fils) 108.5 132.2 160.5 180.5 218.5 268.2 325.0
   - Adjusted EPS  (fils)  57.7  78.7  133.7  180.5  218.5  268.2  325.0 
   - Book Value Per Share (fils) 493.7 516.3 640.4 601.8 678.3 758.7 856.2
   - Adjusted Book Value Per Share (fils) 262.4 307.3 533.7 601.8 678.3 758.7 856.2
   - Market Price Year End (fils)  2,380  2,180  2,880  2,760  2,760  2,760  2,760 
   - Market Cap ( KD mn)  2,603.6  2,671.1  4,940.2  5,681.2  5,681.2  5,681.2  5,681.2 
   - P/E  21.9  16.5  17.9  15.3  12.6  10.3  8.5 
   - P/BV 4.8 4.2 4.5 4.6 4.1 3.6 3.2
Market price for 2008 and subsequent years as on August 20, 2008
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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.

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.

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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Company Recommendation Ticker Price Disclosure

HOLD KFIN.KW (Reuters) 
KFIN KK (Bloomberg)

KD 2.76 1,10

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


