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Ref: KW02016BND05-6/012-17

UNITED REAL ESTATE COMPANY S.A.K.

Kuwait, 20 December 2017
KWD60mn Unsecured Bond Issue maturing June 2018

RATINGS FINANCIAL HIGHLIGHTS
Current Last Changed UsD (mn) Q32017 Q32017 2016 2015
From Date KWD (mn) usp KWD KWD KWD
Sovereign Gross Rental inc 94.2 28.4 41.4 41.7
Long-Term: AA- . . Net Rental Income* 40.8 123 18.5 20.1
Shor-Term: Af+ _ 2 Operating Expenses 16.0 5.0 7.0 6.3
Outlook Stable - g EBIT 31.6 9.6 255 228
Net Profit -2.1 -0.6 10.4 103
Total Assets 1,932.8 584.0 571.7 553.9
i Total Debt 938.5 2836 264.4 2400
Bond Rating BBB BBB- Feb 14 Total Liabilities 1,166.9 352.6 333.2 302.8
Total Equity 765.9 2314 2385 2511
OQutlook Stable Positive Feb 14 Exchange Rate: USD/KWD 0.3022 0.3061 0.3036
Q3 2017 2018 2015
Current Ratio 043 0.64 0.94
EBIT(-FVIS! Interest Coverage) 0.90 1.52 1.64
Leverage 1.52 1.40 1.21
ROAA™ 0.14 1.85 1.82
*Includes hote! depreciation
“*Annualised

RATINGS DRIVERS

Supporting the Rating

¢« Sizeable portfolic of good gquality properties and hotels, generating stable rental income; rental
growth prospects remain goed, supported by the completion of ongoing projects.

» Demonstrated ability to raise new funding largely on an unsecured basis.

+ Diversified base of lenders although debt maturity profile weakened with the bond in current
liabilities but remained at acceptable level.

« \Well established and reputable real estate developer.

¢ KIPCO Group controlling ownership and past demonstrated support.

Constraining the Rating

= Continued reliance on refinancing and asset sales for the principal repayment of larger debt
facilities such as the bond under review.

= Tight liquidity; some dependence on short-term renewable facilities and rising leverage.

e Moderate operating and net profitability; small loss in the first nine months of 2017.

=+ Some concentration in individual holdings in various asset classes, although diversified
geographically.

» Challenging regional environment in view of the still relatively low oil price and its impact on GCC
ecenomies, as well as geopolitical risk in some of the Company's key markets.

RATING RATIONALE

Capital Intelligence Ratings (Cl Ratings or Cl) has affirmed the rating of United Real Estate
Company's (URC) KWDB0mn Bond Rating at ‘BBB'. The rating is underpinned by URC's sound
financial profile, notwithstanding the small net loss incurred for the first nine months of 2017 due
largely to the share of losses at an associate. The major supporting factors remain the Company’s
sizeable and rising portfolio of high-end income generating properties, its hotels, the diversified lender
base, and its demonstrated ability to maintain a medium-term debt profile, as well as to source new
funding, largely on an unsecured basis. The rating also reflects the Company’s well-established
franchise and the ownership and support of the KIPCO Group (Kuwait Projects Company). The latter
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is one of the largest and most diversified holding companies in the Middle East. The main constraints
on the rating are the Company’s tight liquidity, rising leverage and debt, the reliance on refinancing
and asset sales for servicing larger debt facilities such as the Bond under review, and the modest
profitability ratios at both the operating and net levels. A further constraint is the challenging operating
environment with slower economic growth, as well as the high geopolitical risk in some of the
Company’s key markets.

URC is a leading real estate development company in the MENA region. Its well established franchise
and the successful completion of various projects in the GCC continue to support its good reputation
in the real estate market. URC is also the real estate arm of the financially sound KIPCO Group. The
latter has demonstrated support via capital injections in the past although not in recent years.

URC's asset base remains fairly diversified across real estate segments and countries. The latter
however are largely in the MENA region, reflecting its geographical knowledge and experience. The
Company’'s major real estate holdings are in the form of its large and rising portfolio of income
generating properties, its portfolio of hotels, and through its investments in associates. Following the
completion of the Abdali Mall in Jordan in late 2018, asset growth slowed in 2017. URC's portfolio of
developed properties with relatively good occupancy rates are the mainstay of the Company's rental
income. While this declined moderately in the first nine months, growth prospects remain good and
are supported by expected rental flows from the Abdalli Mall. Geographical diversification of its asset
base has helped to insulate the Company somewhat from risks relating to political instability in some
of the countries in which it operates. Offsetting this however is the fact that the prolonged difficult
operating environment in some of these countries has hindered sales, while the floating of the
Egyptian Pound helped to produce a contraction in the equity base through a large loss from foreign
exchange translation of its foreign operations.

On the funding side, URC'’s lender base is fairly well diversified without any significant concentration
and consists of facilities from local banks and to a lesser extent, regional banks and the EBRD. The
bulk of URC’s debt remains at the parent level. The Company's ability to term out existing debt and
raise new borrowings on largely an unsecured basis in the current market are strong supporting
factors to the Bond rating. Borrowings at subsidiaries (which represented over a quarter of total debt)
are secured by the projects which they are financing. While the Company continues to repay a fairly
sizeable amount of existing debt each year, the larger new borrowings have led to a rising debt level
and higher leverage. The latter was also impacted by the contraction in equity in 2016. While the ratio
remained acceptable for a real estate development company as at end Q3 2017, a further rise in
leverage would be viewed unfavourably.

The tight liquidity ratios are a constraint. However, these ratios are common to companies with a real
estate development business model. At URC the tight liquidity is mitigated by its sizeable unutilised
credit lines, its large base of unencumbered assets, and the support of its major shareholder. URC'’s
track record of fulfilling its debt obligations is another strong supporting factor. At end Q3 2017 the
Company’s debt service ability remained sound, although there is some reliance on short-term funds,
as well as refinancing and/or asset sales for the repayment of larger debt facilities such as the bond
under review.

As regards earnings performance, URC showed steady growth of the bottom line in 2016 aided to a
large extent by the valuation gain on the completion of the Abdali Mali, as well as a sizeable foreign
exchange gain relating to the devaluation of the Egyptian Pound. The Company's gross rental income
{which represents its core earnings) was however down modestly. That the fall was so modest is a
good achievement given the difficult operating environments, slower economic growth and soft real
estate sectors in most of its key markets. In the first nine months of 2017 the Company posted a small
net loss, the first loss in its history due to a large extent to a share of loss at one of its associates.
Reflecting the ongoing changeling operating environment, gross rental income registered a small
year-on-year decline but growth prospects in this area are supported by the rental streams to be
received from the Abdali Mall. The Company's profitability ratios declined in 2016 reversing the
improvement a year earlier and fell to modest levels in the first nine months of 2017.
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Management has advised that the KWD60mn bond which will mature in June 2018 is to be refinanced
by the issue of another bond in 2018. The latter issue will improve the Company's debt maturity profile
and narrow mismatches. Given the Company's largely unencumbered asset base and reputation as a
well established real estate development company and being an integral part of the KIPCO Group, Ci
Ratings believes that the new issue should be well received. Consequently, Cl is appending a ‘Stable’
Outlook to the rating of the current Bond maturing in June 2018.

OUTLOOK

The real estate market in the wider region is stabilising somewhat and some recovery is projected in
the short to medium term in some sub-markets. Together with improving economic indicators in a
number of its key markets, these should provide better earnings prospects for the Company. Gross
rental income is anticipated to improve as the occupancy rate increases in the Abdali Mall, while hotel
income is also projected to rise with the completion of renovation of the Marina Hotel and rising
occupancy in the Salalah Hotel. At the same time, sales activities at the Aswar project in Egypt are
expected to begin early next year with the completion of a revised sales plan and revised pricing
following the devaluation of the Egyptian Pound. Commencement of sales in the Raouche project in
Lebanon will however remain dependent on the political situation between Lebanon and Syria. A
more positive contribution should be seen from the services and contracting business; this has been
rising significantly year-on-year. That said, earnings are likely to be constrained by the high financing
cost given the large and rising level of debt. With all the large projects now completed, no significant
revaluation gains are anticipated in 2018. Consequently, overall profitability ratios are expected to
remain fairly moderate.

The Company's asset base will however continue to expand in line with expenditure on existing
projects and investments in the large project in Morocco. The Company is unlikely to face any
difficulty in raising required new facilities given its large encumbered asset base, well established
franchise, and geood reputation. A successful refinancing of the bond under review will significantly
improve debt profile and narrow maturity mismatches.

URC's liquidity is anticipated to remain tight, although this is an inherent feature of itsl business rrgodel.
However, the tight liquidity will remain mitigated by its access to unutilised credit limits and continued
support from its parent and related parties.
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