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Investment Summary

¢ Kuwait Finance House (KFH) is the largest bank in Kuwait by virtue of its deposits base
and the second largest on account of assets, loans and profitability. It is not only a well-
recognized brand associated with Islamic finance within the GCC region but also has a
presence in Turkey, Singapore and Malaysia.

» KFH staged a decline of 43%YoY in its profits in 2008. The bank’s bottom-line was
overwhelmingly dictated by the sudden and enormous rise in NPLs which lead to huge
provisions being set aside, leading naturally to diminished earnings. Other smaller factors
affecting the bottom-line adversely include high provisions against investments and lower
income from investments.

* The bank’s profitability was adversely impacted by an immense rise in NPLs which led to
heavy provisioning. With an investments base (equity and mutual funds) of approximately
KD800mn (estimated 7.6% of total assets), the bank is a player in the equity markets and
therefore was one of the roughly hit ones in the decline in the stock markets in 4Q08.

*  We understand that the main challenge that the bank will face over the forecast period
will be regarding maintenance of asset quality, which according to our forecast may take
another small dip before eventual recovery.

*  We believe that going forward, KFH’s balance sheet growth will remain in check with
marginal growth expected for 2009. Balance sheet expansion is expected to pick up in
the years following, depending on the revival in the economy and the level of business
confidence. We have nevertheless remained conservative in our estimates regarding the
growth in the balance sheet.

» KFH’s top-line is anticipated to exhibit a slower but very healthy and sustainable growth
owing to slower growth in earning assets and spreads that are expected to remain between
4.9% and 5.1% over the forecast period. The contribution of volumes, on the whole,
would be the key driving factor behind the net commission income with spreads, which
we believe have already seen the peak, to come down to weigh upon the growth in the net
commission income. Subsequent to a muted movement in 2009, net commission income
growth is anticipated to be healthy, exhibiting a 2008 — 2012 CAGR of 9%.
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» KFH’s earnings have historically shown dependence over investment income which is by
nature not as recurring as core income. Albeit, investment income has been a big part of
the bank’s earnings, we feel more comfortable in reducing it to the levels of 20 — 25% in
our forecasts. A healthy growth in investment income in the range if 20 — 25%YoY may
therefore ensue leading to a similar growth in the total non-commission income.

*  We expect the bottom-line to exhibit a profitability decline of 20%YoY in 2009 owing to
higher provisions, lower non-commission income and stagnancy in the top-line. High growth
in the earnings is then expected to ensue, driven by improving net commission income, higher
investment income pushing growth in the non-commission income, and a decline in the
provision requirements as asset quality improves and the need to provide coverage declines.
The bank is therefore anticipated to exhibit earnings CAGR of 20% over the forecast period.

* Based on the current market price of KD1.36/share (June 10, 2009), KFH is trading at
2009E P/E and P/BV multiple of 25.0x and 2.7x respectively. Our estimated value for
this banking scrip is worked out to be KD1.04 based on DDM (80%) and adaptation of
the Gordon Growth Model (20%). According to our fair value the banking scrip offers a
downside of 23.7% over the closing price. We therefore downgrade our recommendation
on the scrip from HOLD to SELL.

Table 01: Investment Indicators

Price (June 10, 2009) Shares in issue Market Cap - 52 - week price
KD (mn) KD mn range (KD)
1.36 2,305.4 3,135.4 0.79 - 2.64
Operating
Income NetProfit EPS BVPS ROAA ROAE P/E P/BV
Year (KD mn) (KD mn) (fils) (fils) (%) (%) (x) (x)
2010F 577.6 194.6 844 5182 1.7% 16.5% 16.1 2.6
2009F 486.9 125.6 545 5055 12% 10.8% 25.0 2.7
2008A 427.7 157.0 68.1 5024 1.6% 13.9% 23.1 3.1
2007A 400.5 2753 1194 4765 3.6% 31.8% 17.9 4.5

Historical P/E & P/BV multiples pertain to respective year -end prices, while those for future years are based on
closing prices as of June 10, 2009
Source: Zawya, Global Research

Figure 01: Share Price Performance Chart
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Profit growth to see a further decline...

KFH staged a decline of 43%YoY in its profits in 2008. The bank’s bottom-line was
overwhelmingly dictated by the sudden and enormous rise in NPLs which lead to huge
provisions being set aside, leading naturally to diminished earnings. Other smaller factors
affecting the bottom-line adversely include high provisions against investments and lower
income from investments. The bank did end up with positive earnings, owing to the good
performance of the KFH’s top-line (net commission income) which swayed upwards by
54%YoY in 2008.

Figure 02: Profitability trends

350 80%
A%
300 —60%
250 —% ——140%
0,
£200 25%1 0%
a
21504 —10%
20%
1004— —+20%
501— o ——-40%
- T T T T T T _60%
2006 2007 2008 2009F 2010F 2011F 2012F
Profits Growth

Source: Company Accounts, Global Research

We believe that the decline in profitability is not over and another slide in the earnings is
on the cards, which is expected to materialize in 2009 as per our forecast. The decline is
anticipated to be driven by high provisions, stagnancy in the top-line and a further decline in
non-fund income. The confluence of these factors is expected to result in a 20%YoY erosion
in the profits of the bank in 2009. We further believe that KFH will exhibit a strong earnings
growth then onwards, with an earnings CAGR of 20.0% for the 2008 — 2012 period. This
surge in the profits will be highlighted by a healthy growth in the net commission income
(NCI), higher non-fund income generation and relatively lower provisioning requirements.

Net Commission Income growth trajectory to diminish considerably but remain healthy
KFH has exhibited a very strong growth in its net commission income over the past, evident
from a 4-yr CAGR of 54% till 2008. The year under review was no different, and witnessed
a 54%YoY jump in the net commission income. The rise in the net commission income in
2008 was on account of both, a large growth in the earning assets and a favourable change in
spreads. The bank’s net receivables and leased assets cumulatively grew a healthy 21%YoY
in 2008 while its total earning assets grew 22%YoY to stand at KD6.0bn and KD7.3bn
respectively. This was driven by a 25%YoY growth in commission bearing liabilities which
were reported at KD8.2bn at the end of 2008. The bank’s spreads improved significantly
on account of the declining cost of funds out-pacing the fall in lending yield, having a very
positive impact on the KFH’s top-line.
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Table 02: Volume - Spread Analysis

‘000 KD 2007 2008
Change in lending yield 0.58% -0.46%
Impact 22,698 (24,018)
Change in avg. comm. earning assets 1,307,276 1,398,531
Impact 116,672 118,396
Change in cost of funds 0.01% -1.33%
Impact (469) 75,644
Change in avg. comm. bearing liabilities 1,538,293 1,698,537
Impact (65,697) (49,916)
Total impact on NCI 73,204 120,106
Volume impact 50,975 68,480
Spreads impact 22,229 51,626

Source: Global Research

The following points can be derived from the table above, for 2008:

1. The yield on financings and the cost of funds both declined.

2. The fall in the cost of funds outpaced the fall in yields on financings leading to an 87bps

improvement in the spreads.

3. The increase in average earning assets and the decline in the cost of funds positively
impacted the net commission income. The positive impact emanating from average

earning assets was more than the same coming from the tapering-off cost of funds.

4. The increase in average cost bearing liabilities had a higher negative impact on the net

commission income than the fall in the yield on earning assets.

5. Both volumes and spreads worked in unison to augment the net commission income. The

impact of volumes and spreads was higher than that in 2007.

The analysis above explains what happened in 2008, and the chart shows that the impacting

factors have behaved in a very similar fashion since 2006. Going forward, however, we believe
that the factors will act differently, breaking the 3-year trend that had started in 2006. The
impact of spreads is expected to be unfavourable towards the net commission income in 2009

which is then anticipated to turn positive in the year following. The contribution of volumes,

on the whole, would be the key driving factor behind the net commission income with spreads,
which we believe have already seen the peak, to come down to weigh upon the growth in the
net commission income. Subsequent to a muted movement in 2009, net commission income
growth is anticipated to be healthy, exhibiting a 2008 — 2012 CAGR of 9%.
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Figure 03: Impact of spreads and volumes on the Incremental NCI
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Maintaining the highest spreads in Kuwait

KFH has very strong brand equity in Kuwait and the region given its extensive branch network
in Kuwait and the region along with its geographical reach. KFH became the biggest bank in
terms of deposits in 2008 and stands second only to NBK in terms of assets and loans. That
combined with the Sharia’h compliant nature of its operations, has helped KFH maintain the
highest spreads amongst Kuwaiti banks through a combination of high yields on assets and
comparatively lower cost of funds.

Figure 04: Yields and spreads - 2008
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KFH exhibited a sizeable jump in its spreads in 2008, following a unidirectional upward
movement since 2006. Given the intrinsic nature of deposits in an Islamic bank, KFH ended
with one of the lowest cost of funds amongst Kuwaiti banks. The cost of funds for 2008,
which stood at 2.9%, was the lowest for the bank since 2004.

Table 03: Change in deposits rates by type

2007 2008 A rates
Investment deposits - Mustamera 8.63% 4.30% -4.33%
Investment deposits - Sedra 6.71% 3.34% -3.37%
Investment savings accounts - Tawfeer 5.76% 2.87% -2.89%

Source: Company Reports

We believe that the yield on earning assets and the cost of funds of KFH will come down
further, with the former reducing more than the latter, since the cost of funds, which is already
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4-year lowest, has limited room towards contraction. The ramifications of such a happening
will be visible in a squeeze in the spreads, which are expected to fall by approximately S0bps
to 5.0% in 2009. Spreads then onwards, are anticipated to remain relatively unchanged when
an increasing interest rates scenario sets in. We forecast KFH to remain range-bound between
4.9% and 5.1% for the 2009 — 2012 period.

Figure 05: Spreads
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Loans disbursement expected to slow-down!

Commission earning assets of KFH, which had exhibited a huge CAGR of 32% for the 2004
— 2008 period, had continued to exhibit a sizeable rise in 2008 with a 22%YoY growth.
Aggregate receivables and leased assets grew 24%YoY in 2008 portraying the bank’s
aggressive loans disbursement drive.

Figure 06: Financings growth trends
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The prevalent economic condition in Kuwait and the rest of the GCC has had far-reaching
effects on the banks with KFH being no different. Projects and entities to which the associated
risk to lend was within the banks’ appetite have now become too risky given the returns. As a
matter of prudence, a heightened perception of risk and less availability of good opportunities
to lend to, we believe that KFH’s financings growth will be hit. Beyond 2010, KFH is
expected to exhibit a growth in its financings as the economic conditions improve and good
lending opportunities come forward. As a result, KFH is anticipated to exhibit financings
CAGR of 13.8% over the forecast period.
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Deposits growth to be set to early double digits

KFH reported a robust growth in its deposit base in 2008, exhibited by a 23%YoY rise. This
was in continuation to a similar growth pattern that the deposits of the bank have undergone
in the last few years; apparent from a 2004 — 2008 CAGR of 27%. While the growth in
deposits exhibited by banks comparable to KFH, by size, remained either stagnant or very
low, KFH clearly out-paced the sector in this respect to the extent that 42% of the incremental
deposits in 2008 were collated by KFH alone.

Figure 07: Deposits growth comparison - 2008
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Source: Annual reports, Global Research

In the near future we expect KFH to match its deposits mobilization to available lending
opportunities, which are expected to remain on the lower side over the first 2 years of the
forecast period. We believe that the bank will be strictly opportunistic in its endeavours to
disburse loans given a severe decline in credit quality and as a result the increase in deposits
needed to fuel that growth will be considerably less. Deposit growth by KFH is anticipated
to be limited to 9 — 10% till 2010 and is then expected to pick up, portraying a 2008 — 2012
CAGR of 13%.

Figure 08: Deposits growth
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Loans quality witnessed serious deterioration, NPLs coverage drops significantly

The loans (not including leased assets) quality of KFH saw drastic worsening as non-
performing loans (NPLs) expanded, in an unprecedented move by 312%YoY from KD156mn
to KD642mn in 2008. The NPLs to gross loans ratio, a measure of loans quality, as a result
rose from just 3.8% in 2007 to 12.6% in 2008, which is the highest amongst Kuwaiti banks.
As of end 0f 2008, KFH accounted for 23% of the gross loans of the listed banking sector and
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40% of the NPLs of the same. While provisions expensed during the year were considerably
high, the magnitude was still comparatively low to the rise in NPLs, as a consequence, the
coverage ratio of the NPLs decreased sharply from a very comfortable 97.0% in 2007 to a
perturbing 46.6% in 2008.

KFH’s leased assets which form approximately 11% of total assets, also felt a strong pinch
with non-performing assets under this category growing by a gargantuan 125%YoY to stand
at KD84.7mn. As a result NPLs to net loans ratio increased dramatically from 4.0% in 2007
to 7.0% in 2008.

Figure 09: Loans - Market share 2008 Figure 10: NPLs by bank
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With the absence of details hindering us from commenting with surety on where these NPLs
originated from, looking at local economic and financial scene leads us to believe that it
could have been the financial institutions or the construction & real estate or the loans against
shares segment.

KFH has a very high exposure of over 40% of its loans books in banks and financial
institutions (FIs), while FIs have been the major problematic sector. Since investment
companies have undergone severe battering in 2008 and are still under pressure, KFH’s
exposure to this economic sector raises worries about the quality of its loans. Moreover, KFH
being a prominent player in the construction and real estate market also has loans exposure of
around 17% to this segment, as per its financial statements. We however believe that KFH’s
exposure to this segment may be higher. Our understanding is based on the fact that the
aggregate exposure of the Kuwaiti banking sector to the construction and real estate sectors
was 31.5% as of 2008 and given KFH’s size, a quoted exposure of 17.0% does not add up.
A similar understanding goes for loans given for purchase of shares which, according to the
Central Bank data, form 11.8% of the total loan. KFH however, does not disclose details
regarding this segment and we believe that it might form a part of the ‘others’ segment.

8 Kuwait Finance House
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Figure 11: Loans Classification - 2008
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We forecast the bank’s NPLs ratio to inch slightly upwards to 13.0% in 2009 and to stay there
till 2011, when some improvement may be witnessed. Provisions are nevertheless expected
to remain high owing to our assumptions regarding step-wise increase in the coverage ratio
to 100%, which we believe is necessary in order to maintain proper back-up in case of
eventualities.

Figure 12: Asset quality
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Source: Annual reports, Global Research

Capital Adequacy — So far so good...

The Capital Adequacy Ratio of the bank declined slightly from 23% in 2007 to 22% in 2008
due to a decline in Tier 2 capital, which reduced the total capital base to figures below that
reported in 2007 while the risk weighted assets grew around 22.7%YoY. The CAR is still
much above the regulatory requirement of 12% as stipulated by the Central Bank with the
current regulatory capital being a significant 81% higher than what would be required to
breakeven.
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Financial Performance — 1Q09

KFH reported a net profit of KD39.3mn for 1Q09 depicting a 46%YoY decline in
profitability. While the net commission income (NCI) exhibited a very robust growth, the
bottom-line was bogged down by a decline in non-commission income exacerbated by
very heavy provisioning.

Table 04: Earnings Snapshot

‘000 KD 1Q09 1Q08 YoY
Financing income 131,952 133,092 -1%
Distribution to depositors (61,410) (75,245) -18%
Net Commission Income 70,542 57,847 22%
Fees & Commission Income 16,494 16,765 -2%
Investment income 44,737 66,592 -33%
Other Income 12,752 5,647 126%
Non Commission Income 73,983 89,004 -17%
Operating Expenses (56,531) (64,546) -12%
Provisions (45,932) (4,005) 1047%
Operating Profit 42,062 78,300 -46%
Taxation (2,258) (2,671) -15%
Minority Interest 510 2,219 -77%
Net Profit attributable to the parent 39,294 73,410 -46%

Source: Company Accounts

The bank’s estimated distribution to depositors saw a further slide as reported in the
quarter, hinting at a further decline in the estimated cost of funds of the bank since
deposits increased 1.7%QoQ.

KFH’s other income grew drastically on a YoY basis adding KD13mn to the bottom-
line. While details of this increase are not available, we believe that this growth is non-
recurring in nature and only approximately KD4 — Smn of it may recur on a continuous
basis.

Non-commission income declined by 17%YoY purely on account of stagnancy in most
sub-heads while investment income, which is the major contributor to this income stream,
declined by a huge 33%YoY. Albeit, investment income was lower than that witnessed in
the same period in the previous year, it was still high in magnitude, pointing at the bank’s
ability to generate investment income in troubled times.

The bank’s provisions remained very high, as per expectations, but due to limited
disclosures it is difficult to say whether these were in response to a further rise in NPLs
or the bank is trying to increase its coverage ratio.

10
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Outlook

KFH is the largest bank in Kuwait by virtue of its deposits base and the second largest on account
of assets, loans and profitability. It is not only a well-recognized brand associated with Islamic
finance within the GCC region but also has a presence in Turkey, Singapore and Malaysia.

KFH was also hit in the financial turmoil that began in 2008. Its profitability was adversely
impacted by an immense rise in NPLs which led to heavy provisioning. With an investments
base (equity and mutual funds) of approximately KD800mn (estimated 7.6% of total assets),
the bank is a player in the equity markets and therefore was one of the roughly hit ones in
the decline in the stock markets in 4Q08. We understand that the main challenge that the
bank will face over the forecast period will be regarding maintenance of asset quality, which
according to our forecast may take another small dip before eventual recovery.

KFH’s NPLs ratio is anticipated to increase to 13.0% in 2009 and 2010 owing to concerns
regarding the bank’s exposure to the financial institutions (FIs), the real estate sector. Fls in
Kuwait are still undergoing a tough time with most companies having reported losses for the
1Q09 and expectations regarding a similar fate for the full year are rampant. The real estate sector
prices in Kuwait, as per market research, have fallen approximately 6%QoQ in 1Q09 after falling
around 10% - 30%YoY in 2008. KFH has made progress in its court proceedings against the rules
8 and 9 of May 2008 that placed certain restrictions on real estate transactions, including trading
and usage of real estate as collateral for borrowing. While, this might offer benevolent prospects
towards easing transactions, the risks associated with the sector are only partially mitigated. While
KFH does not disclose details of its real estate investments, any exposure to the real estate market
(in terms of loans or investments) in the UAE may adversely impact the bank’s bottom-line. In
short, in the medium term no respite can be expected from these two economic segments.

We believe that going forward, KFH’s balance sheet growth will remain in check with marginal
growth expected for 2009. Balance sheet expansion is expected to pick up in the years following,
depending on the revival in the economy and the level of business confidence. We have
nevertheless remained conservative in our estimates regarding the growth in the balance sheet.

KFH’s top-line is anticipated to exhibit a slower but very healthy and sustainable growth
owing to slower growth in earning assets and spreads that are expected to remain between
4.9% and 5.1% over the forecast period. Furthermore, an analysis of the bank’s earnings
quality since the start of the decade reveals that investment income has remained 30% - 50%
of the total operating income, which is huge by any means. KFH’s earnings have historically
shown dependence over investment income which is by nature not as recurring as core
income. Albeit, investment income has been a big part of the bank’s earnings, we feel more
comfortable in reducing it to the levels of 20 — 25% in our forecasts. A healthy growth in
investment income in the range if 20 — 25%YoY may therefore ensue leading to a similar
growth in the total non-commission income.

We expect the bottom-line to exhibit a profitability decline of 20%YoY in 2009 owing to
higher provisions, lower non-commission income and stagnancy in the top-line. High growth
in the earnings is then expected to ensue, driven by improving net commission income, higher
investment income pushing growth in the non-commission income, and a decline in the provision
requirements as asset quality improves and the need to provide coverage declines. The bank is
therefore anticipated to exhibit an earnings CAGR of 20% over the forecast period.

Kuwait Finance House 11
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Valuation & Recommendation
For arriving at the fair value of KFH, we have used two valuation methods:

1. Cash flow approach represented by the Dividend Discounting Model.

2. P/BV target multiple approach using an adaptation of the Gordon Growth Model.
Dividend Discounting Model - DDM
The DDM 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 company. In our calculations, we have

made the following assumptions in order to arrive at the equity value of individual banks:

1. Cost of Equity derived using Capital Asset Pricing Model comes out to be 12.5% based
on the following assumptions:

a. Risk free rate of 6.5%.
b. Market risk premium of 6.0%.
c. Since Beta of 5 years monthly figures is less than 1.0, we will take it as 1.0.

2. Terminal growth rate of 3.5%.

Table 05: DDM Valuation

Terminal
(‘000 KD) 2009E 2010E 2011E 2012E Value
Dividends Expected 82,764 140,993 195,826 250,092 1,886,819
NPV of dividends expected 504,006
NPV of Terminal Value 1,886,819
Estimated Fair Value of Equity 2,390,825
No. of Outstanding Shares (mn) 2,305
COE 12.52%
DDM Value of KFH per share (KD) 1.04

Source: Global Research
Sensitivity - DDM

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

Table 06: DDM Sensitivity

Terminal Growth Rate

. 2.5% 3.0% 3.5% 4.0% 4.5%
E_ 11.5% 1.06 1.11 1.17 1.24 1.32
= 12.0% 1.00 1.05 1.10 1.16 1.23
2 12.5% 0.95 0.99 1.04 1.09 1.15
5 13.0% 0.90 0.94 0.98 1.03 1.08

13.5% 0.86 0.89 0.93 0.97 1.01

Source: Global Research
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Gordon Growth Model - GGM
The adaptation of the Gordon Growth model uses the sustainable return on average equity
(ROAE), cost of equity (COE) and expected growth in earnings (g) to calculate the target
P/BV of the bank using the formula:

P/BV = (ROE - g) / (COE - g)
This P/BV is then multiplied with the BVPS of the bank at the next full year, in our case
the BVPS at December 31, 2009 to arrive at the fair value of the bank over a medium term

investment horizon.

In our calculations, we have made the following assumptions in order to arrive at the equity
value of individual banks:

1. Sustainable ROE is estimated by studying the future and historic trends of the ROE

2. Cost of Equity derived using Capital Asset Pricing Model taking the same assumptions as
in the DDM.

3. Terminal growth rate of 3.5%, similar to the DDM.

Table 07: Gordon Growth Model

KD

Sustainable ROE 22.0%
COE 12.5%
Terminal Growth Rate (g) 3.50%
2009: P/BV target multiple (x) 2.1
2009: BV/share 0.51
GGM Value of KFH per share 1.04

Source: Global Research
Sensitivity - GGM

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

Table 08: GGM Sensitivity

Terminal Growth Rate
2.5% 3.0% 3.5% 4.0% 4.5%

£ 11.5% 1.09 1.13 1.17 1.21 1.26
5 12.0% 1.04 1.07 1.10 1.14 1.18
:i 12.5% 0.98 1.01 1.04 1.07 1.10
Cc) 13.0% 0.94 0.96 0.98 1.01 1.04

13.5% 0.89 0.91 0.93 0.96 0.98

Source: Global Research
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This sensitivity shows the movement in fair value as a consequence of different ROE and
COE assumptions.

Table 09: GGM Sensitivity

ROE
20.0%  21.0% 22.0% 23.0% 24.0%
-‘S 11.5% 1.04 1.10 1.17 1.23 1.29
.S 12.0% 0.98 1.04 1.10 1.16 1.22
E 12.5% 0.93 0.98 1.04 1.09 1.15
é 13.0% 0.88 0.93 0.98 1.04 1.09
13.5% 0.83 0.88 0.93 0.98 1.03

Source: Global Research

Based on the current market price of KD1.36/share (June 10, 2009), KFH is trading at 2009E
P/E and P/BV multiple of 25.0x and 2.7x respectively.

Table 10: Valuation (KD)

Weighted
Method Value Weight Value
DDM 1.04 80% 0.83
GGM 1.04 20% 0.21
Fair Value 1.04

Source: Global Research

Our estimated value for this banking scrip is worked out to be KD1.04 based on DDM
(80%) and adaptation of the Gordon Growth Model (20%). According to our fair value the
banking scrip offers a downside of 23.7% over the closing price. We therefore downgrade
our recommendation on the scrip from HOLD to SELL.
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FACT SHEET
KUWAIT FINANCE HOUSE
2006 2007 2008  2009F  2010F  2011F  2012F
Profitability
- Return on Average Assets 2.9% 3.6% 1.6% 1.2% 1.7% 2.0% 2.2%
- Return on Average Equity 27.6% 31.8% 13.9% 10.8% 16.5% 21.4% 25.8%
- Net Ijara, Murabaha etc Income/ Total Op. Income 40.3% 40.8% 75.4% 89.4% 73.1% 66.0% 61.9%
- Non-Commission income/ total Op. Income 67.0% 66.2% 70.8% 62.4% 54.1% 52.7% 53.2%
- Non-Commission expense/ total Op. Income 47.1% 39.2% 60.6% 63.6% 56.4% 51.4%  49.0%
- Commissions/ total Op. Income 11.7% 10.2% 15.3% 19.4% 16.0% 15.2% 15.8%
- Dividend payout ratio 43.1%  40.5%  523%  65.9% 724%  753%  76.9%
Margins
- Net income/ Revenues 49.5% 59.0% 28.0% 22.7% 30.8% 33.9% 35.0%
- Commission Expense to Commission Income 53.8% 51.9% 38.6% 35.7% 39.2%  43.8%  48.1%
-Commission Income to Commission Earning Assets 8.3% 8.9% 8.5% 7.4% 7.9% 8.4% 8.7%
- Commission Expense to Commission Bearing Liabilities 4.3% 4.3% 2.9% 2.4% 2.8% 3.3% 3.8%
- Net Spread 4.1% 4.7% 5.5% 5.0% 5.1% 5.1% 4.9%
- Net Commission Margin 3.9% 4.3% 5.2% 4.7% 4.8% 4.7% 4.5%
Efficiency
-Cost to Total Op Income 43.9% 36.6%  41.4%  41.9%  444%  433%  42.5%
- General & Administration Expense to Total Op Income 27.6% 20.7% 25.0% 25.0% 28.0% 28.0% 28.0%
- Cost to Average Total Assets 3.2% 2.9% 2.9% 2.4% 2.6% 2.6% 2.6%
Liquidity
- Loans to Income Earning Assets 71.9% 76.6% 73.8% 69.9% 70.5% 76.4% 74.4%
- Loans to Customer Deposits 78.9% 77.2% 76.8% 77.0% 76.7% 79.1% 78.3%
- Customer Deposits to Equity 531% 443% 533% 578% 594% 665% 713%
Credit Quality
- Provisions to Total Operating Income 7.2% 6.9% 46.1% 51.7% 27.1% 18.7% 15.2%
- Provisions to Average Receivables 6.8% 4.8% 7.1% 9.6% 11.1% 11.3% 10.9%
- Non Performing Loans (NPLs) KD’000 120,224 156,031 642,168 721,664 790,686 827,036 854,848
- Loan Loss Reserve (Provisions) KD’000 177,541 170,143 326,781 509,246 647,450 765,052 878,247
- NPL’s to Gross Loans 4.1% 3.8% 12.6% 13.0% 13.0% 11.0% 10.0%
- NPL Coverage 136.8%  97.0%  46.6%  66.7% 78.4% 89.2%  99.5%
Capital Adequacy
- Equity to Total Assets 11.1% 13.8% 11.8% 11.4% 11.2% 10.4% 9.8%
- Equity to (Total Assets + Cont. Liabilities) 10.9% 13.6% 11.6% 11.3% 11.1% 10.3% 9.8%
- Equity to Gross Receivables 23.9% 29.2% 24.4% 22.5% 22.0% 19.0% 17.9%
Constitution of Total Income
- Net Commission Income to Total Op Income 37.5% 38.1% 51.6% 58.9% 57.5% 55.6% 53.8%
- Fees & Comm. to Total Op. Income 10.9% 9.5% 10.5% 12.8% 12.6% 12.8% 13.7%
- Investment Income to Total Op Income 45.5% 45.3% 31.4% 20.9% 22.6% 24.4% 25.3%
- FX Income to Total Op. Income 0.8% 2.5% 2.0% 2.0% 1.9% 1.8% 1.7%
- Other Income to Total Op. Income 5.2% 4.6% 4.5% 5.5% 5.5% 5.5% 5.5%
Operating Performance
- Change in Net Murabahas, Istisna and Leasing Income 234.2% 62.3% -9.5%  -10.9% 49.0% 27.8% 17.7%
- Change in Fees and Commission 31.9% 27.5%  25.0% 9.8% 9.0% 18.1% 23.8%
- Change in Investment Income 30.5% 37.1%  -358%  -29.7% 33.3% 25.0% 20.0%
- Change in Fx Income -46.4%  341.1% -7.8%  -12.0% 5.0% 10.0% 10.0%
- Change in Other Income 56.4%  29.5% 11.0% 10.0% 12.0% 15.0% 15.0%
RATIOS USED FOR VALUATION
- Dividend Payout (%) 43.1 40.5 52.3 65.9 72.4 75.3 76.9
- Shares in Issue (mn) 1,2253  1,7154 2,0584 2,3054 23054 23054 23054
- EPS (fils) 132.2 160.5 76.3 54.5 84.4 112.8 141.0
- Adjusted EPS (fils) 70.3 119.4 68.1 54.5 84.4 112.8 141.0
- Book Value Per Share (fils) 516.3 640.4 562.6 505.5 518.2 535.1 556.3
- Adjusted Book Value Per Share (fils) 274.4 476.5 502.4 505.5 518.2 535.1 556.3
- Market Price Year End (fils) 2,180 2,880 1,760 1,360 1,360 1,360 1,360
- Market Cap ( KD mn) 2,671.0 49402 3,622.8 3,1354 3,1354 3,1354 3,1354
-P/E 16.5 17.9 23.1 25.0 16.1 12.1 9.6
- P/BV 4.2 4.5 3.1 2.7 2.6 2.5 2.4

Historical P/E & P/BV multiples pertain to respective year -end prices, while those for future years are based on closing prices as of June 10, 2009.

Source: Global Research
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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.

Disclosure Checklist

Company Recommendation Ticker Price Disclosure
Kuwait Finance House KFIN.KW (Reuters)
. KFIN KK (Bloomberg) KDI1.36 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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