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®3Q2009 Net Profit 11% Above Estimates on Lower Minority Expense: KFH reported a 3Q2009 net
profit of KWD34.3 million, down 46% Y-o-Y but up 5% Q-0-Q. 3Q2009 earnings were 11% ahead of our
forecast, primarily due to a lower-than-expected minority charge. Net profit before minorities fell by 58%
Y-0-Y, and was 12% below expectations. The main negative surprise in the results was revenue, which was
down 3% Y-o-Y and 18% Q-0-Q, and underperformed our estimate by 21%. However, operating
expenses and provisioning charges were both better than expected.

® Asset Growth Muted, as Expected: Customer deposits increased by 2% Q-0-Q and by 11% Y-o-Y, and
were just 1% shy of expectations. Customer assets (receivables and leased assets) were flat Q-0-Q and
rose 6% Y-o-Y, marginally below expectations. KFH's 3Q2009 asset growth was broadly in line with
sector trends. According to the Central Bank of Kuwait's statistics, overall customer deposits fell by 0.7%
Q-0-Q in September 2009, while total customer loans inched up 1% Q-0-Q.

® Revenues Miss Forecasts: Revenues missed expectations by 21%, with net interest income (6% below
our forecast) and investment and property income (32% lower than our forecast) being the main areas of
disappointment. Net interest income increased by 27% Y-o-Y, driven by a significant Y-o-Y decline in
interest expense, and despite a fall in income from receivables and other assets. Quarterly interest
expense is however only an estimate of the expected distribution to depositors, as the final amount is only
fixed after the year-end financial statements have been approved. Fee income fell by 14% Y-o-Y, although
it grew by 10% Q-0-Q with a weak 2Q2009 comparable. Investment and property income delivered a
poor performance, shrinking by 32% Y-o-Y and 47% Q-0-Q.

® Costs Reverse to Normal Quarterly Trend; Provisioning Declines Q-0-Q: Operating expenses
increased 18% Y-o-Y, although they declined 21% Q-0-Q following a high expense base in 2Q2009. Costs
were 19% below expectations. Provisioning charges surged four-fold Y-o-Y, but declined by 38% Q-0-Q,
and were 30% below expectations. KFH has not disclosed NPL data since December 2008, and
management guidance on this particular issue remains scarce. If we assume that NPLs have remained
unchanged since 2008 year-end (NPL ratio stood at 12.6% in 2008), we estimate that the coverage ratio
(ex-collateral) has improved only slightly to 50% in September 2009, from 47% in December 2008.

® Forecasts and Recommendation Unchanged: With net profit for 9M2009 accounting for 85% of our
FY2009e forecast of KWD125 million, our earnings estimates now seem to be on the conservative side.
However, given the weak visibility we have on credit quality for both KFH and Kuwait as a whole, and
given our estimate of a low coverage ratio, we cannot discount the possibility of a large provisioning
charge in 4Q2009e. We are therefore leaving our earnings estimates unchanged. We also reiterate our
ST/LT Neutral on the stock. Following the recent weak share price performance, our LTFV estimate offers
19% upside potential. We are nevertheless not inclined to turn more positive on the shares for now.
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Figure 1: KFH’s 3Q2009 Results, Main Highlights
In KWD million, unless otherwise stated

3Q08 2Q09 3Q09a 3Q09%e Y-o-Y Q-0-Q Vs. Forecasts
Income from Receivables & Others 143 139 131 132 -8% -5% -1%
Estimat. Dist. to Depositors & Other Int. Exp. (93) (70) (69) (65) -27% -2% 6%
Net Interest Income 49 69 63 67 27% -9% -6%
Net Fees and Commissions 19 15 16 16 -14% 10% 0%
FX Income 1 (6) 3 2
Investment and Property Income 48 62 33 60 -32% -47% -46%
Other Income 10 13 10 13
Non-Interest Income 78 83 61 91 -21% -26% -32%
Total Banking Income 128 152 124 158 -3% -18% -21%
Operating Expenses (50) (74) (59) (73) 18% -21% -19%
Operating Profit 78 78 65 85 -16% -16% -23%
Total Provisions (7) (56) (35) (50) 407% -38% -30%
Extraordinary & Other - - - -
Profit before Tax 71 21 30 35 -57% 42% -14%
Taxes and Zakat (3) (M (1) (2)
Net Profit 68 20 29 33 -58% 46% -12%
Minorities (5) 13 5 (2)
Net Profit after Minorities 63 33 34 31 -46% 5% 11%
Receivables 4,750 5,023 5,035 5,074 6% 0% -1%
Deposits 6,333 6,864 7,015 7,070 11% 2% -1%
Total Assets 10,543 10,801 11,000 10,998 4% 2% 0%
Shareholders' Equity 1,312 1,200 1,236 1,228 -6% 3% 1%
Net Interest Spread 2.65% 3.79% 3.43% 3.65% 30% -9% -6%
Costs to Income 39.0% 49.0% 47.4% 46.2% 22% -3% 3%

Source: Kuwait Finance House, EFG-Hermes estimates
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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.

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. Two investment ratings are offered for each stock, a Short-Term rating and a Long-term rating.

The Short-Term (ST) rating is based on the analyst’s best expectations on the shorter-term price movements of the stock. Short-Term is defined as any time up to six
months of the rating being applied to the stock. While shorter-term drivers could include quantifiable facts and figures, the analyst may also consider non-
quantifiable issues such as the analyst’s view on investor sentiment, potential news flow on the stock or the sector, or other issues which could impact share price
movements.

The Long-Term (LT) rating is based on the percentage upside or percentage downside of the stock price to the analyst’s Long Term Fair Value (LTFV). Long Term is
defined as any time period beyond 1 year. The LTFV is based on the analyst’s current expectations of the equity fair value of the company on a per share basis which
is normally based on rigorous and fundamental long-term analysis of the company’s financial potential. Of course, any such analysis is based on the analyst's
expectations for the future and are always considered estimates.

For both the Short-Term and Long-Term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating % upside (downside)
Buy 25% and above
Accumulate 10 to 25%

Neutral (10%) to 10%

Reduce (10%) to (25%)

Sell (25%) or more downside

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.
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