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Rel: KW02012BND05-1/02-14

UNITED REAL ESTATE COMPANY S.A.K.

Kuwait, February 2014
KWD60mn Unsecured Bond Issue

RATINGS FINANCIAL HIGHLIGHTS
Current LastChanged UsD (mn) Q3 2013 Q3 2013 2012 2011
From Date KWD (mn) usD KWD KWD KWD
Sovereign — Kuwait Gross Rental Inc* 86.1 244 338 220
Long-Term: AA- A+ Apr 07 get RTIntaEE[ncome’ g;lg 1_"::]3: 13% 12;
o . peraling Expenses . . ; .
i s T el 64.5 183 316 202
Net Profit 39.1 1.1 228 11.4
§ Total Assets 1,607.0 454 .6 550.9 521.6
Bond Rating BBB BBB- Feb 14 Tolal Debt 638.9 | 1807 2192  209.0
Total Liabilities 819.6 2319 201.8 273.4
Outlook Stable Positive ~ Feb 14 Total Equity 787.4 2228 2501  248.2
Exchange Rale: USD/KWD 0.2829 0.2814 0.2883
Q3 2013 2012 2011
Current Ralio n.a. 0.45 0.50
EBIT/ Interest Coverage 2.69 3.91 2.42
Leverage 1.04 1.13 1.10
ROAA® 2.94 4.21 2.58
*include hotel rental income
“annualised

RATINGS DRIVERS

Supporting the Rating

« Sizeable portfolio of good quality properties and hotels generating stable rental income.
¢ KIPCO Group controlling ownership and demonstrated support.

» Large pool of unencumbered assets.

¢ Marked improvement of debt maturity profile and lower leverage.

s (Good rental growth prospect to be supported by the completion of ongoing projects.

Constraining the Rating

o Continued reliance on refinancing and asset sales for the servicing principal repayment of larger
debt facilities.

+ Tight liquidity, some dependence on short-term renewable facilities.

e While improving, certain real estate segments in Kuwait and the real estate sectors in a number of
the Company's key markets remained subdued.

RATING RATIONALE

United Real Estate Company's (URC) overall financial position remained sound at end Q3 2013
despite lower earnings. Based on its improved debt maturity profile, lower leverage, track record of
profitability and continuous growth of core earnings, Cl is upgrading URC's KWD80mn Bond Rating to
‘BBB'. The rating upgrade is also supported by the Company's well-established franchise, its sizeable
and unencumbered portfolio of income generating assets, as well as its good rental growth prospects.
The controlling ownership of the Kipco Group (Kuwait Project Company), together with its
demonstrated support, also form an integral factor to the rating of the bond. The main constraints to
the bond rating are the Company’s tight liquidity (with some dependence on short-term revolving
facilities) and its continued reliance on refinancing and asset sales for the servicing of larger debt
facilities. With the upgrade, the Outlook on the rating reverts to ‘Stable’.

URC maintained its track record of continuing profitability for the nine months to end Q3 2013,
although its net profit was lower than that for the same period a year ago - this had been boosted by
gains from a substantial asset sale. The Company's core earnings from rentals on the other hand




have been growing consistently despite the challenging regional real estate market environment.
Rental growth in the first nine months of 2013 was buoyed by higher occupancy rates and the
complstion of its Mall and Hotel project in Oman. Rental growth prospects are anchored on ongoing
projects coming online, as well as the anticipation of a modest recovery in a number of its key
markets.

The Company's financial profile has improved slightly in the period under review with the decline of
total debt and the corresponding fall in leverage — a ratio which compares favourably with those of its
peers. The debt maturity profile was improved noticeably by the longer tenor of the bond under
review. The Company's debt service ability remains satisfactory based on its ability to refinance on
relative good terms and on an unsecured basis, as well as its demonstrated ability to make asset
sales in the prevailing challenging real estate market conditions. Its tight liquidity position, @ commaon
feature of real estate development companies, Is partly mitigated by its fairly large portfolio of income
generating assets as these are readily saleable. Nonetheless, the potential weakness linked to its still
high level of debt in relation to earnings and its continuing tight liquidity position will continue to weigh
on the Bond's rating.

URC's balance sheet remains predominately in the form of non-current assets and with a moderate
concentration in a few countries in the region (Middle East) including Kuwait at end Q3 2013. The
modest recovery in a number of its key markets is an encouraging development, while rental growth
prospects are positive given the targeted completion dates of ongoing projects. Going forward,
management remains focused on debt reduction and operating efficiency. Continued deleveraging is
forecast and the successful implementation of the related sales plans will reduce debt which would
serve to further strengthen the Company’s financial profile.

URC's is a well established real estate development company and is one of the major players in the
Kuwait real estate market. This and its close association with the Kipco Group remain among the
Company's strang supporting factors.

OUTLOOK

With the weaker earnings for the nine months to end Q3 2013, its full year 2013 profit is likely to
remain below that of 2012's. The improving real estate environment in the region is encouraging and
should aid the Company's asset disposal plans. Gains on these disposals are not forecast to be
sizeable, but nonetheless sufficient to maintain a fairly stable net income over the next three years.
While the Company's sales projection is fairly conservative, the modest recent recovery of the real
estate market in the region however remains fairly fragile and susceptible to further political unrest.
The Company's core earnings are largely based on rental income which is projected to grow aided by
higher occupancy rates and the coming online of the Abdali Mall in Jordan later in the year.
Completion of ongoing projects at associates could also see more meaningful contributions over the
medium to longer term.

THE UNSECURED BOND ISSUE

Issuer: United Real Estate Company S.A.K. (URC)

Amount: KWD60mn (Fixed Rate Tranche - KWD36.45mn and Floating Rate
Tranche - KWD23.55mn)

Issue Price: 100%

Maturity: § year maturing 24 June 2018




