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M/S. Boursa Kuwait Company
Subject: The credit rating of URC's Bonds

With reference to the above subject, and the
requirements of the fourth chapter from
module ten of the executive bylaw of the law
No. 7 of 2010 amended by Law No. 22 of 20156
on the establishment of the Capitai Markets
Authority and the regulation of securities
activity regarding disclosure of material
information.

Please find enclosed the disclosure form of

credit rating related to the above subject.

Sincerely,
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Unni Krishnan Santhosh Kumar
Group Chief Financial Officer
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United Real Estate Company K.S.C.P.

Capital Intelligence

Lclppb smatgll ciljlac]l asyd
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Stable
BBB-

Qutlook

Bond rating

adiaiwgll 6 kill
Cilaioll caging

318
BBB-

Bonds and financiat obligations that are rated BBB are
regarded as medium grade. Both interest payments and
principal security are currently adequate but certain
protective elements may be missing or may be slightly
more unreliable over the longer-term.

QOutlook is the expectations of improvement, no change
or deterioration in the rating over the 12 months

following its publication.
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Mo expected material impact on the financial position

of the company
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United Real Estate Co

Capital Intelligence Ratings (Cl Ratings or Cl} has
affirmed the international issue rating of the KWDG0mn
Senior Unsecured Bond issued by United Real Estate
Company (URC) at 'BBB-". The Qutlook on the rating
remains Stable.

Rating Dri

The key drivers of the rating are the refinancing of the
bond under review from the proceeds of a new facility
to be issued in Q1 23 and the Company’s ownership by
Kuwait Projects Company Holding K.5.C. (KIPCO), one
of the largest holding companies in the MENA region
with significant ownership interests in over 60
companies cperating across 24 countries. URC is an
integral part of KIPCO as the main real estate arm. The
Group’s support continues to be demonstrated via
funding and liquidity which has been even more evident
following the impact of the pandemic. Historically
KIPCO had also provided capital injections albeit
modest.

Other drivers of the rating are URC’s continued ability to
refinance and raise new funding on an unsecured basis
{standalone basis rather than at URC Group level}, the
good debt maturity profile, the targe and diversified
portfolio of income generating properties with a sound
level of unencumbered assets, a fairly wide lender base,
and effective and improving operating cash flow with a
return to net profit in H1 22. The rating aiso incorporates

the value of URC's well-established tranchise in Kuwait

and the MENA region.
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Unni Krishnan Santhosh Kumar
Group Chief Financial Officer
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CAPITAL
C@ INTELLIGENCE

Credit Rating Report

UNITED REAL ESTATE COMPANY S.A.K.P.

Country: Kuwait; Report Date: 27 October 2022

Rating Action Snapshot

> Senior Unsacured Bond (KWD60mn, maturing April 2023): Rating Affirmed; Outiook is Stable.

Financia! Highlights
Current Ratings USD (mn) 9 H122* H122* 2021 2020
KWO (mn) USD KWD KWD KWD
International Issue Credit Ratings Gross Rental Inc 503 154 283 217
Senior Unsecured {Local Cumency) BBB- Net Rental Income** 200 62 122 8.6
Outlook Stable Operating Expenses 8.0 24 7.7 0.6
EBITDA 43.2 133 7.7 -39
Net Profit 218 66 65 -0
Total Assets 19541 5996 6004 B07.0
Total Dabl 987.5 3020 3085 300.0
Total Liabllities 1,3500 4143 4157 4141
Total Equity 6041 1854 184.7 1929
Exchange Rals: USOWD 03069 03025 03041
H122 2021 2020
Cument Ratio 058 111 101
EBITDA/ Interest Coverage M 064 -0.30
Leverage 223 225 215
Total Debt/Total Equity 163 166 158
ROAA™ 221 08 277
“Unauditad but mviewed, “Includes hotel depreciation;™ ROAA - Annualised
forH1
Key Rating Factors
Credit Strengths Credit Challenges

»  Proceeds of a new facility to repay the bond = High leverage and structurally fight liquidity.

under review.

s Continued reliance on refinancing and asset

« Key strategic member of the well-established sales for the principal repayment of larger
KIPCO Group; ongoing funding and liquidity debt facilities.

support from Group member banks.

» Diversified funding base notwithstanding
some concentration; good debt maturity
profile.

» Losses making for the past few years with a
return to a modest net profit in H1 22; modest
profitability metrics and constrain of a high
interest expense to earnings.

»  Continued ability to raise new funding largely = Some concentration in individual holdings in

on an unsecured basis; good relationship
with main lenders.

«  Sizeable portfolio of income generating
properlies; sound level of unencumbered
assels.

various asset classes, although diversified by
property type and gecgraphy.

= The outcome of the negotiation with the
government on the Marina World BOT
development which expires in 2024,

Primary Analyst Agnes Seah, +357 2526 0000, agnes.seah@ciratings.com
Secondary Analyst Darren Stubing, +357 2626 0000, darren.stubing@ciratings.com
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Capital Intelligence Ratings Credit Rating Report

RATING RATIONALE
Rating Action

Capital Intelligence Ratings (CI Ratings or Cl) has affirmed the international issue rating of the
KWD80mn Senior Unsecured Bond issued by United Real Estate Company (URC) at 'BBB-'. The
Qutlook on the rating remains Stable.

Rating Drivers

The key drivers of the rating are the refinancing of the bond under review from the proceeds of a new
facility to be issued in Q1 23 and the Company's ownership by Kuwait Projects Company Holding
K.S.C. (KIPCO), one of the largest holding companies in the MENA region wilh significant ownership
interests in over 60 companies operating across 24 countries. URC is an integral part of KIPCO as the
main real estate arm. The Group's support conlinues io be demonstrated via funding and liquidity
which has been even more evident following the impact of the pandemic. Historically KIPCO had also
provided capital injections albeit modest.

Other drivers of the rating are URC's continued ability to refinance and raise new funding on an
unsecured basis (standalone basis rather than at URC Group level), the good debt maturity profile,
the large and diversified portfolio of income generating properties with a sound leve! of unencumbered
assets, a fairly wide lender base, and effective and improving operating cash flow with a return to net
profit in H1 22. The rating also incorporates the value of URC's well-established franchise in Kuwait
and the MENA region.

URC faces credit challenges as it seeks to lower leverage to a more comforiable leve) and 1o
significantly improve profitability metrics, which remains partly constrained by high interest expense as
well as a sustainable return to net profit. Other constraining factors are the concentration seen in
individual asset holdings albeit fairly moderate in relation to total assets, and its continued reliance on
asset sales andfor refinancing to service large debt facilities such as the bond under review. The latter
is largely a function of URC's comparatively moderate level of core income, Another challenge is the
forthcoming negotiation with the government on the Marina World BOT development which expires in
2024: its outcome is likely to have a noticeable impact on rental income.

URC's assel base remains fairly well diversified across real estate segments and countries in the
MENA region, reflecting its geographical knowledge and expertise. in line with its business model, the
Company's major assets are its portfolio of investment properties, in particutar developed properties
and hotel holdings. Concentration within major asset classes remains fairly high. While each individual
holding represents a more moderate proportion of total assets, the top ten in aggregate formed close
to two thirds of lotal assets in both 2021 and H1 22, albeit declining. This concentration risk remains
mitigated by the diversification in property types and countries. Going forward, the ending of lockdown
measures, economic growth momentum and prospects for a recovery of the real estate sector of a
number of countries in the region augurs well for the Company in terms of higher occupancy rates,
rental income growth and asset sales. Its asset growth prospecis over the short to medium term will
continue 1o be supporled by the ongoing development of its two mega projects in Kuwait and in
Morocco.

The bulk of debt is held at URC and not at the Group (URC and its subsidiaries) level, URC's
continued ability to refinance and term out existing debt as weil as raise new borrowings on an
unsecured basis especially in the challenging times of the pandemic are strong supporting factors for
the rating. Borrowings at the subsidiary level are secured by the asset bases of the projects they are
financing. The lender base has narrowed with the repayment of foreign borrowings and is largely
concentrated among the local banks in Kuwait at end H1 22, with whom the Company has a well
established relationship. Borrowings from related parties formed just over a third of total borrowings
{excluding the existing bond) at end H1 22, Investors in the bond under review comprise public and
corporate enterprises and clients of financial institutions provide further diversification to its lender
base.
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Capital Intelligence Ratings Cradit Rating Report

The key challenge for the Company is the high debt in relation to equity. The Bond under review is
expected to be replaced by a new 5-year facility of a larger size. The latter is expected 1o cause a
slight increase in total debt which is a rating constraint. An offsetting positive is that the good maturity
debt profile will be maintained. In terms of leverage, notwithstanding the modest increase in total debt,
the contraction of the Company's equity base over the past four years from net losses has kept
leverage high. its total debt to equity ratio was however maintained at a satisfactory levet at end H1
22, and the gearing ratio was well within the financial covenant of the bond under review.

Going forward, the Company is making a more conceried effort to dispose of idle assets to fund the
investment required for ils exisling projects for the next three years. The Company is also focused on
reducing debt, which will largely be funded from intemal resources in particular the improving
operating cash flow. With no increase in capital on the horizon, capital Is anticipated to grow steadily
from the retention of eamings. The reduction of debt and the lowering of leverage to a more
comfortable level would thus take time. in the short to medium term, everage is anticipated to remain
fairly high which Is a constraint to the bond rating.

URC has maintained its good track record of fulfilling its debt obligations in a timely manner in both
2021 and H1 22. This was largely supported by its effective and improving operating cash flow
management. That said, given the moderate level of core income {rental income), the Company wil
remain reliant on refinancing and/or assel sales for the repayment of large debt facilities such as the
bond under review. With regard to the latter, the Company is planning to issue a new 5-year facility in
Q1 23 to secure the repayment of this bond which is due in April next year. URC's liquidity metrics will
remain structurally tight. Both these refinancing and liquidity risks are mitigated by URC’s access to
the capital markets, good relationship with its lenders, a large portfolio of saleable income-generating
properties and hotels, and the ongoing support by the bank members of the KIPCO Group.

Rental income is the mainstay of URC's operating income and the sound growth in recent periods is a
positive development. Its services and contracting activities which have been recovering nicely will
also continue to provide a good diversification to its core operating income. The high level of the latter
is a reflection of the good quality and sustainability of the Company's earnings. Non-operating income
remained negative in 2021 due largely to the large amortisation cost of the Marina Werld BOT
development. Notwithstanding a decline due to interest rate cuts in Kuwait, interest expense was
larger than EBIT and together with the one off loss recognition relating to the expropriation of part ofa
fand by the Egyptian government, the Company had reported another net loss for 2021, albeil much
lower compared to the previous year. A positive development is the return to net profit in H1 22, aided
by continued good growth of operating income and a profit from a sale of an associate, Nonetheless,
C1 considers eamnings as an area of remaining weakness given modest EBIT coverage of interest
payments.

An imporiant ongoing development at URC is its merger with United Tower Holding Company
(UTHC), an associate, and AiDhiyafa Holding Company {(AADHC), a subsidiary, which is expected to
be completed by the year of this year. The merger will see an increase In the Company's portfolio of
income generating properties and a strengthening of capita! base. This in turn would increase rental
income and lower leverage. However the latter is anticipated to remain fairly high with the
consolidation of the borrowings of UTHC. A substantial one-off gain from the merger would however
boost net profit to a high level en a proforma basis in H1 22. A significant anticipated positive
development is the Company's intention to use this substantial gain to offset a proportion of the
outstanding amortisation cost of the Marina World BOT development. This would thus eliminate one of
the major constraints to the Company's eamings.

Looking ahead, the lifting of lockdown measures, the continued economic growth and better real
estate prospects in a number of the countries in the region are likely to have a positive impact for the
Company in terms of high occupancy rates, rental income growth and asset sales plan. These would
lead to a good expansion in the Company's core operating income and boost operating cash flow.
However the high level of interest expense Is likely to continue to consume a large proportion of the
EBIT especially in the short to medium term. ROAA is projected to remain modest. C| thus considers
the Company's eamings as an area of remaining weakness. Furthermore, the Company's forthcoming
negotiation with the government on the Marina World BOT development could have a noticeable
impact on rental income as it currently forms close to one half of gross rental income.




Capital Intelligence Ratings Credit Rating Report

Rating Qutlook

The Stable Outlook indicates that the rating is likely to remain unchanged over the next 12 months
The outlook balances the credit challenges of the Company agalnst its well-established franchise with
some improvement in various financial metrics post merger. The Outlook also takes into account the
continued support of the KIPCO Group. Moreover, the Bond under review will mature in April 2023.

Rating Dynamics: Upside Scenario

Although considered remote at this stage, the Outlook could be revised to Positive andfor the rating
revised upwards if the Company's financial metrics improve noticeably. Crucial improvements would
include a significant decline in borrowings contributing to a marked lowering of leverage to a
comfortable level, and a sustained recovery in eamings with a much higher EBIT coverage of interest
payments.

Rating Dynamics: Downside Scenario

The Outlook could be revised to Negative or the rating lowered by one noteh in the next 12 months if
the Company's already high leverage rises further and/or a return to net loss is observed as the latter
would negatively impact the equity base. Any lessening of the perceived level of KIPCO Group
support could also lead to downward pressure an the rating.
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