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Ref: KW02013BND05-3/12-14

UNITED REAL ESTATE COMPANY S.A.K.

Kuwait, December 2014
KWD60mn Unsecured Bond Issue maturing June 2018

RATINGS FINANCIAL HIGHLIGHTS
Current Last Changed USD (mn) Q32014 Q32014 2013 2012
From Date KWD (mn) usD KWD KWD  KWD
Sovereign Gross Rental Inc 93.0 268 339 309
Long-Term: AA- At Apr 07 Net Rental Income* 56.6 16.3 19.9 15.0
Short-Term: Al+ A1 Apr 07 Operating Expenses ~ 16.4 4.7 6.0 6.3
Gutiaok Stable - ) EBIT 42.4 122 21.0 104
Net Profit 14.9 4.3 11.0 22.6
" Total Assets 1,745.2 503.5 473.2 550.9
Bond Rating BBB BBB- Feb 14 Total Debt 719.5 2076 1943  195.3
Total Liabilities 942.0 271.8 254.5 298.7
Qutlook Stable Positive Feb 14 Total Equity 803.2 231.7 218.7 252.2
Exchange Rate: USD/KWD 0.2885 0.2822 0.2814
Q32014 2013 2012
Current Ratio n.a. 0.33 0.47
EBIT(-FVIS/ Interest Coverage) 1.58 1.78 0.34
Leverage 117 1.16 1.18
ROAA* 1.17 2.16 421
*Excludes holel depreciation
**Annualised

RATINGS DRIVERS

Supporting the Rating

o Sizeable portfolio of good quality properties and hotels generating stable rental income; rental
growth prospects remain good supported by the completion of ongoing projects.

s KIPCO Group controlling ownership and demonstrated support.

o Large pool of unencumbered assets.

Constraining the Rating

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

« Tight liquidity; some dependence on short-term renewable facilities.

»  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

Capital Intelligence (Cl) affirms United Real Estate Company's Bond Rating at ‘BBB' which is
underpinned by the Company’s sound financial profile in terms of a fairly stable and acceptable
leverage ratio, as well as an appropriate debt maturity profile, sustained growth of rental income and
the track record of profitability, notwithstanding the decline seen in the nine months to end Q3 2014.
The rating also reflects the Company’s well-established franchise and 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
remains an integral factor to the rating of the bond. The main constraints on the rating are the
Company's tight liquidity with some dependence on short-term revolving facilities, the relatively high
level of debt in relation to income generation and the consequential reliance on refinancing and asset
sales for servicing of large debt facilities. The Outlook for the Bond Rating is ‘Stable’.

URC is a leading real estate development company in the MENA region. lts well established franchise

and sound financial metrics as well as being an important part of one of the largest holding companies
in the MENA region remain among the Company's strong supporting factors.
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Over the past two years one-off events have impacted the Company's financial indicators, although
these events have largely been positive. In 2012, the Company’s earnings were significantly boosted
by gains from a substantial asset sale, while in 2013 there was a sizeable decline of borrowings with
the deconsolidation of United Tower Company (UTC). The latter was the result of the payment of
dividend in kind which reduced its stake in the company, and consequently this investment was
reclassified as an associate. Nonetheless, at end Q3 2014, the Company's asset base is
characterised by its sizeable portfolio of high end properties with good occupancy rates and its
growing book of hotels. Recent additions to the asset base include the Salalah Garden mall and
residence hotel in Oman. This will be further boosted by the completion of Abdali mall in Jordan next
year, These properties are the mainstay of the Company's high and growing level of rental income
which remains a major support factor to the bond rating. The modestly improving real estate market
has aided sales, as well as positive revaluations which in turn has boosted earnings. That said, net
profitability declined in 2013, but to a large extent this was distorted by the substantial one-off gain in
2012. Although there was a further decline in the first nine months of 2014, it should be noted that
there was no revaluation gain. Valuation is usually conducted at end year and management
anticipates further revaluation gains in Q4 2014, This together with the expected gain on a sale that is
near finalisation may still see net profit maintained for the full year 2014.

On the liabilities side, 2013 saw the successful issue of the bond under review which in turn aided the
timely repayment of an existing KWD40mn bond in the same year. The level of debt thus remained
fairly stable at the parent level. However, in relation to its income generation, the Company’s level of
debt remains high, and consequently there remains a reliance on asset sales and/or reliance for large
borrowings such as the bond under review which constrains the rating. The Company's debt maturity
profile on the other hand has improved a little, although there remained a fairly sizeable proportion of
short-term borrowings. However, the Company's demonstrated ability to regularly renew these
facilities on an unsecured basis is a positive factor. Leverage was at a fairly stable and an acceptable
level at end Q3 2014. Liquidity remains tight, but while a constraint on the rating, it is mitigated to a
large extent by its high level of unutilised credit lines, the large base of unencumbered assets, as well
as the funding support of its major shareholder.

OUTLOOK

While earnings were weaker in the first nine months of 2014, the continued growth of URC's core
rental income is a positive factor. With the occupancy rate expected to rise at the Salalah Garden
residence, together with the coming online of the Abdali mall, these should provide good prospect for
further growth of rental revenue. The real estate sector in the MENA region has seen some
improvement in recent periods although this has been fairly modest and with some markets such as
Egypt remaining challenging. The declining oil price, however, is likely to have some negative impact
on the economies of some countries in the region, which in turn could dampen a further recovery of
the real estate sector.




