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Investment I ndicators

i During FY2001 and FY2002, Salhia Real Estate Company (SREK.KW)
outperformed our expectationsoutlinedin our May 2000 researchreportintermsof
salesand grossprofit.

i The company declared and paid a dividend of 20 fils per share on atotal EPS of
28.0filsfor FY 2002.

i InMarch 2003, UNCC has approved a compensation of USD8.73 million for the
company. The total claims by the company at the end of FY 2002 was KD 7.0
millionasstatedinitsannual report for FY 2002.

i Thenew projects are progressing well and will ensure continuous revenue stream
for thecompany.

i Inthelight of the expected performance of thecompany, werecommendaBUY on
thestock.

Table01: Salhia at a Glance
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Share pricevis-a-vis Global Indices
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Income Statement 2001 2002
Amount in KDs thousands unless stated otherwise
Income from real estate & hotel operations 17,978 20,541
Direct operating expenses (7,262) (8,847)
Gross profit 10,716 11,694
Income from subsidiaries 677 437
Administrative expenses (2,472) (2,862)
Other operating expenses* (712) (990)
Depreciation & amortization (1,966) (2,224)
Profit from Operations 6,243 6,055
Financing charges (3,785) (3,276)
Net provisions - -
Add: Investment & interest income 3,016 3,498
Changes in Value of investments - (385)
Add: Other Income 861 1,093
Profit from Ordinary Activities 6,334 6,985
Minority interest (25) @)
Tax (89) (52)
Extraordinary items - -
Earnings Before KFAS, NLST, BoD 6,220 6,926
KFAS contribution (112) (62
BoD remuneration (77) (77)
NLST (135) (152)
Net Profit 5,895 6,635

Source: Salhia Real Estate Company
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Theincome from real estate and day care home operations almost increased by 18% !

+ income..

each during FY 2002 as compared to that during FY 2001 whiletheincreaseinthereal

estate operations was amere 4.47%. Overall there was an increase of 14% in thetotal
incomefor thecompany.

Atthesametimethedirect operating costsalso increased by about 22%for FY2002as : . _ _
v increase in Operating

compared to that for FY2001. The main reasons for the rise was the consolidation of | cogs

subsidiaries for which the direct costs were at much higher proportion of the total
revenue (60%) as compared to Hotel Operations (44%), and Real Estate operations
(8.5%) for FY 2001. Hence, thedeclineinthegrossand operating profit margins.

The operating profit for FY 2002 was marginally lower than that for FY 2001 because
2-3floorsfor the hotel were under renovation and did not bring in any revenue during
2002; also the operating cost as a percentage of income from real estate and hotel
operations - was higher by 3% as compared to that for FY2001. Total capita
expenditureonrenovationworksisexpectedtobearound KD6.5mn.

Despite a 14% increase in the total revenues, the Operating Profit for the company
decreased by 3% for FY 2002 ascomparedtothat for FY 2001.

The positive outcome from the results has been the increase in the interest and the :

investment income for the company that rose by about 16% for FY 2002 as compared : g ,qanially

to the same period for FY2001. A similar trend was seen for Other Income, which
increased by about 27% over FY 2002 ascompared tothat in FY 2001. Thiswasmainly
on account of profit made on the sale of investment properties and other fixed assets.
The company aims at having 80% of its assets in domestic market and 20% out of
Kuwait. Thisisthelong-term aim of thecompany.

The company is expected to continue thistrend in the revenues growth for sometime
to come. The reasons for the same are varied including growth in the business of
subsidiaries, abuoyant local real estate market, and likelihood that Arraya complex
would start operationsfromthisyear. The German subsidiary a so planstoincreasethe
scal eof operationsand henceitsearnings.

The difference in the bottom lines for FY 2002 and FY 2001 comes mainly from the :
non-operating income rather than some fundamental changein the operating income.

The operating cost of the company increased during FY2002 as a result of the
non-capitalizationof therenovati onexpenditureasper Germanaccountingregul ations.
This along with a dight increase in the operating costs for the existing businesses
resultedinthe higher operating costsfor the company asawhole.

The company’ s current ratio in fact came down from avalue of 2.99to 2.68 dueto a
fal in the cash and cash equivalents and the receivables. Here we have included the
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investmentsof thecompany inthecurrent assets.

The EPS for FY 2002 was 28.0 fils per share — an increase from value of 25 fils for
FY2001. The EPSfor FY 2002 was cal culated on an adjusted basis that accounted for
thetreasury shares. The EPSisexpected toriseinthenear futureasnew projectscome
on stream.

The Return on average equity for year 2002 was 10.3% - an improvement over the
valuefor FY 2001 of 9.8%. Thiswas dueto the substantial increaseinthe net profit for
the company for year 2002 over FY 2001 despite arisein theshareholders’ equity over
thesameperiod.

TheDebt-Equity ratiofor the company rosefrom 1.12X at end of FY 2001to 1.21X for
the end of FY 2002. The company has borrowed through its subsidiaries and its joint
venturesin order to expand the operations. These loanswould be repaid over aperiod
of time stretching beyond 2006. We expect the debt-equity ratio to come down after
2003whentheoperationswoul dstabilizesomewhat.

Trading in the stock is scant as most of the shareholders have been with the company
through thick and thin and do not wish to divest their stakes. With large entities
owning altogether 51% of the outstanding stock, thefloating stock isreducedand sois
thetrading activity inthe stock.

The second JW Marriott-branded hotel in the Middle East has opened in January 2003
in central Kuwait City, as a result of the conversion of the existing 291-room Le

MeridienHotel.

Thusthetotal areas under Salhia’s management are the following:

Commercid = 30,800Sgmeters
Office 40,950 SqMeters
Car Park 30,800SgMeters
ConventionCenter = 2,7005gMeters

The Gross and the Written Down values for different properties are as follows:

Cost Depreciation Net Book Value
Salhia Complex 20,417,323 8,919,823 11,497,500
Sahab 6,821,433 802,924 6,018,509
JW Marriott 22,532,520 10,574,584 11,957,936
Fahad Al Salem* 10,590,860 6,357 10,584,503
Al-Sour* 2,588,250 Nil 2,588,250
Haddia 26,211,890 3,162,569 23,049,321

Source: Salhia, 2002 * fully depreciated value
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Thecompany hasincurredlargeamount of long-termloans—whicharetobepaidfully
beyond 2006 even and partial collateralization against the investment properties and
the real estate apart from small amount of investment as well. A large proportion of
theseloans, about KD23.0 mn have been obtained by subsidiarieswith no recourseto
the parent company. The interest coverage ratio for the company had been low in
absoluteterms (around 2.0) yet thetrend it followsis an increasing one. We hopethat
theinterest coveragewill continuetoimproveinthefuture.

FY 2001 Review

During the FY 2001 the top line for the company grew radically by about 88% as :
+ FY2001 as compared to

compared to that during FY 2000 while the direct operating costs increased by about : i for Fy2000..

180%. Thisresulted in an increase of 52% in the Gross Profit and about 53% increase
in the Profit from Operations. The main reason for the same was the consolidation of
subsidiaries especially, Haddia, which atogether contributed KD7.1 mn to the total
revenues for the company. At the sametime, operating costs for the subsidiarieswas
also substantial and it reduced the gross profit for the company by KD4.3 mn for
FY 2001.

There was an extraordinary gain of KD2.9 million during FY 2000 on account of the
Government Debt Settlement Program wherein a previously recognized liability was
reversed. Thispushed the FY 2000 bottom line up by morethan 227%. The netincome
for the year 2001 was 25.2 fils while for FY 2000 it was 21.8 fils per share. The
company paidtheNational Labor Support Tax for thefirsttimein 2001.

The company consolidated its subsidiariesin its account and therefore, therewasan

FY2001. Thiswasmainly on account of the consolidation but there was also a capital
expenditureof KD6.5mn.

Consolidation also gave rise to minority interest and taxes paid for the subsidiariesto
be reported on the P& L statement for the company for FY 2001. The company paid a
dividend of 15% of the par value per sharefor FY 2000 whileit paid 18% for FY 2001.
Asaresult of the consolidation, the company’ stotal assetsstood at KD136.9 million at
theend of FY 2001 comparedto the KD106.6 million at theend of FY 2000.

TheKey Property Investments (KPI) has been doing well inthe past and it isexpected
to continuethetrend. KPI investmentsincludetherefuge portfolio, the Queen’ sMead
and Kings Mead shopping centersand the Marconi real estate portfolio. At theend of
2001, KPI's Total Assets reached KD22.66 mn with a net shareholders' equity of
KD10.59 mn. KPI’ stotal turnover reached KD6.21 mnfrom KD3.71 mnin 2000. Net
pre-tax profitsreached KD1.79 mnin 2001 ascompared to KD1.29 mnin FY 2000.
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Other Developments at the Company
New projects are proceeding as planned, albeit a bit delayed, such as the Arraya
projectisAl Asimacomplex that isawaiting clearancefromauthorities.

Arraya Project, when finished, will boast of aworld-class convention center, athree
star hotel of 310 rooms, commercial space and office space as well. Already partial
bookings have been made for renting out the office space on the ground, mezzanine
and mezzanine roofs. As per the management, the Arraya Project would be major
milestoneinthecommercial real estateinthe capital governorate.

The company is granted USD8.753 mn as compensation claim by the UNCC which
would bereceivedin 2003. Wehavebuilt thispayment into our forecast.

Future Strategy of the Company

Thecompany isexpected to continue pursuing its new and the ongoing projects so that
thefull potential of thecompany may berealized. Itisplanningto haveajudiciousmix
of local and international portfolio of properties and is working towards such an
arrangement.

Hotel Business

Thecompany has converted afive star hotel inthe capital areaintoaMarriott Hotel of
291 beds. Therewasrenovation of theexisting facilitiesalong with somenew facilities

affected to certain extent. Moreover, the company isnot planning to offer special rates
for Hala February despite the marginal rise in traffic because the rates were too low.
Thus, company controls and operates one of the four five star deluxe hotel in Kuwait.
Through JW Marriott , the company has 30% of the capacity for the deluxe hotelsin
Kuwait intermsof number of rooms.

Arava Toe S expectie | Thecompany isalso planning to introduce anew hotel inthefirst classcategory inthe

. Arrayatower that is being completed in thefirst half of 2003. That hotel would have

310 rooms and would offer quality that is between a three and a five star hotel for
reasonabl e price. Wehave noted the capacity of thenew hotel and accordingly forecast
the revenues for the company in our projections. Also, our projections take into
account a higher occupancy rates than that for the deluxe hotel. If the war scenario
continues for longer period, it would affect the occupancy in the local hotels and
therefore, therevenueforecastsmay not bemet at all.
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Real Estate Business

The company will continueto managethe main propertiesviz. the Al Fahad Al Salem

premium as compared to the other similar properties in the area. The company is
planning to undertake further renovations of the complex and would bere-negotiating
some of the contracts even. Asof now, the complex enjoys closeto 100% occupancy.
We have continued with the past rentals as we believe the company will be able to
negotiaterental contractsat thepresent rates.

ArrayaTower, when completed, would providefurther boost to real estate business of
the company when the convention center and of fice spaces are ready by August 2003.
Theparking lot isalso ready and slated for asoft opening in April 2003. Therevenues
fromthesereal estatesare expected to gradually build up from second half of FY 2003
and accordingly havebeen built upinour projections.

Care Home Business

The company has planned to increase the number of care home beds to 1,800 by 2004 from

1 expansion and is doing

an exiging number of 1,074 beds for its German Subsidiary, Haddia Gmbh. It has recently

purchased three land aress for the purpose. But given the present Situation, we have been
consavative in our assumptions to include only 1500 operationa beds by 2005. The
company plans to take its German subsidiary public in the future when the markets are
ready for this stock. The company takes the advantage of avoidance of double taxation to
increase return to its shareholders. The company had dready commissioned a feasihility
study for Haddia s expansion plan and it projects "reasonable€’ IRR on pogt tax badis. In
order to reach atarget of 1,800 beds, the tota investment required would be Euro47 mn of
which the equity portion is expected to be Euro9.5 mn.

KPI

TheKPI businesshad achieved itstarget with the val ue of thejoint venture company’s |
total assets being around BP200 million from a value of BP25 mn capital. The e

company istaking advantage of the doubl e taxation avoi dance treaty to reduce thetax
onthedividendthat it receivesfromthe company.

The company acquired the following properties in the UK during 2002:

Elephantand CastleShoppingCenter - for BP29.25mlnwith car park

Alshtomproperty - forBP111min 19 propertiesin10cities

Marconi portfolioof properties - for BP59.53 mlin — 12 propertiesin and
around London
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Theseacquisitionshavebeen funded using Sharehol der’ sloan that would be converted
into share capital |ater on and the loans from banks. Thustotal value of assetswith the
company isnow morethan BP200 min.

The management believes that there is potential for further growth in the foreign
operationsand therefore, hasmade no plansfor any divestitureinthenear future.

Real Estate Sector in Kuwait
In Kuwait recently the real estate markets have seen hectic activity on account of the

GDP) and about 12% of the non-Oil GDP. As per market reports, the total red estate sde
increased by nearly 57% in the firgt half of FY 2002 to reach KD588 mn. - arecord levdl.
It was the transactions in the Apartments and Commercia sector, which reported the
highest increase. Thefirst haf of the FY' 2002 saw the apartments and commercia sectors
registering agrowth of 204% in vaue terms compared to the same period in FY 2001.

Thereal estate sector in Kuwait isconsisting of 14 companies, whose sharesarelisted
on the stock exchange. They accounted for about 6.7% of the total market
capitalization. For the FY 2002, "Global" Real Estate | ndex outperformedthe"Global*
General Index by morethan 18%.

Thetotal profit for the companieswas about KD26 mnfor thefirst ninemonthsfor 11
compani esthat submitted their financial sto K SE whilemany of the companieswerein
red during FY 2001 and thetotal profitswereKD18.69 mnonly.

Valuation of the company

We have resorted to the DCF Method of Valuation for the company using the Free
CashFlow to Firm (FCFF). Thedifferent parametersfor theval uationareasfollows:

Risk FreeRate . 3.25%
Equity Risk Premium . 6.50%
Betafor the stock ;1121
Cost of Equity : 10.54%
Cost of Debt © 4.5%
Perpetual Rate of Growth : 3.00%

Based ontheabove parametersand the FCFF cash flow for the company, we determine
thefair valueof thecompany’ ssharesas475fils per share.

Thus, the fair value for the stock of the company is around 475 fils per share as

5 compared to the market price of 415 filsthereby offering an upside potential of around

14%. Wetherefore, suggestaBUY for the stock.

8 Salhia Real Estate Company (KsC)
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Historical and Projected Profit & L oss Statement

Balance Sheet Salhia Real Estate Company (KSC)

2000A  2001A  2002A  2003F  2004F  2005F

Cash & cash equivalents 273 5,270 2,646 4,378 5,503 5,597
Receivables 2,095 4,147 3,758 5,916 7,319 7,806
Advances & prepaid expenses - - - 237 293 312
Inventories 191 226 144 710 878 937
Current Assets 2560 9,644 6,548 11,240 13,993 14,652
Investment in land - - - - - -
Investments 21,786 16,530 15,780 15,780 15,780 14,991
Joint venture investment 4,500 4,714 11514 12,658 13,917 15,301
Unconsolidated subsidiary investment 3,409 - - - - -
Gross fixed assets (incl. cwip) 93,594 71,228 90,949 100,043 105,046 107,147
Accumulated depreciation (19,172) (14,059) (16,152) (18,503) (20,971) (23,512)
Net fixed assets 74,422 57170 74796 81540 84,075 83,635
Investment Properties - 58394 44,630 46,861 49,204 51,664
Acc. depreciation (incl_trandation_adj) - (9,537) (543) (1,131) (1,748) (2,383)
Net Investment Properties - 48857 44,086 45730 47456 49,281
TOTAL ASSETS 106,677 136,915 152,724 166,949 175,221 177,860
Due to banks 3,556 5,424 7,037 9,148 9,605 5,763
Payables 1,735 3,645 5909 5868 7,184 7,647
Provisions 73 73 125 125 125 125
Short-term loans 2,775 618 - 2,600 2,600 -
Current Liabilities 8139 9,760 13071 17,741 19515 13,535
Long-term loans 39,009 63,323 72686 76,321 77,847 81,739
Government loans 535 535 - - - -
Employee indemnity 698 7 853 895 940 987
Minority interest - 126 153 159 166 173
Share capital 23841 23841 23841 23841 23841 23841
Gain on Sale of Treasury Shares 93 - - - - -
Trandation of Forex dealings - 1 439 439 439 439
Cumulative Changes in Fair Value of Investments 1,284 927 927 927 927
Share Premium 14457 14,457 14457 14457 14,457 14,457
Treasury stock (1,942) (1,268) - - - -
Reserves 13,755 14,999 16,385 18,701 20,821 23,037
Retained earnings 8,091 9,078 9,913 13467 16,268 18,724
Shareholders Equity 58,296 62,394 65962 71,833 76,753 81,425
TOTAL LIABILITIES& EQUITY 106,677 136,915 152,724 166,949 175,221 177,860

Source: Salhia and Global’ s Estimates

Salhia Real Estate Company (KsC) 9
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Historical and Projected Profit & L oss Statement

Income Statement Salhia Real Estate Company (KSC)

Amount in KDs thousands unless stated otherwise  2000A 2001A  2002A  2003F 2004F  2005F

Income from real estate & hotel operations 9573 17,978 20,541 23,662 29,277 31,225
Direct operating expenses (2539 (7,262) (8,847) (9,781) (11,974) (12,745)
Gross profit 7,034 10,716 11,694 13,882 17,303 18,479
Income from subsidiaries 473 677 437 1,151 1,266 1,392
Administrative expenses (1,508) (2472) (2,862) (4,098) (5421) (6,052)
Other operating expenses (505) (712) (990) - - -
Depreciation & amortization (1,400) (1,966) (2,224) (2,938) (3,085 (3,176)
Operating Profit 4,094 6,243 6,055 7,997 10,063 10,643
Financing charges (3126) (3785 (3,276) (3,509) (4,087) (4,359)
Net provisions (859) - - - - -
Add: Investment & interest income 1,467 3,016 3,498 3,468 3,686 3,877
Changesin Value of investments - - (385) - - -
Add: Other Income 705 861 1,093 1,093 1,093 1,093
Profit from Ordinary Activities 2,282 6,334 6,985 9,048 10,755 11,253
Minority interest - (25) ()] (7 ) ()]
Tax - (89) (52)  (136) (150)  (164)
Extraordinary items 2,927 - - 2,677 - -
Earnings Before KFAS, NLST, BoD 5,209 6,220 6,926 11,582 10,599 11,082
KFAS contribution (94) (112) (62)  (104) (95)  (100)
BoD remuneration (45) 77) (77) (77) 77) (77)
NLST - (135) (152) (285) (261)  (273)
Net Profit 5,070 5,895 6,635 11,116 10,166 10,632

Source: Salhia and Global’s Estimates
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Historical and Projected Ratios

Ratios Salhia Real Estate Company (KSC)

2000A 2001A  2002A  2003F 2004F  2005F

Valuation Ratios

Number of shares outstanding in million 238412 238412 238.412 238.412 238412 238.412
Book value per shareinfils 24452 26171 276.67 30130 32193 34153
EPSin fils 21.80 25.00 28.00 46.62 4264  44.60
CEPSinfils 27.14 32.97 37.15 58.95 55.58 57.92
Price per sharein fils 265.00 270.00 340.00 415.00 415.00 415.00
P/E multiple 12.16 10.71 12.22 8.90 9.73 9.31
P/BV multiple 1.08 1.03 1.23 1.38 1.29 122
Profitability Ratios

Return on average equity 8.8% 98% 10.3% 16.1% 13.7% 13.4%
Return on average assets 4.8% 4.8% 4.6% 7.0% 5.9% 6.0%
Gross profit margin 735% 59.6% 56.9% 587% 59.1%  59.2%
EBIDT margin 57.4% 457%  403% 462% 449% 44.3%
EBIT margin 428% 347% 295% 33.8% 344% 34.1%
Net profit margin 53.0% 32.8% 323% 47.0% 347% 34.1%
Operational Profit Margin 10.1% 13.7% 135% 19.0% 20.4% 20.1%

Net Profit Analysis

Operational profit (KD '000) 968 2,457 2,779 4,487 5,976 6,284
% share in net profit 191% 41.7% 41.9% 404% 58.8% 59.1%
Investment income 1,467 3,016 3,498 3,468 3,686 3,877
% share in net profit 289% 51.2% 527% 312% 36.3% 36.5%
Extraordinary income 2,927 - - - - -
% sharein net profit 57.7% 0.0% 0.0% 0.0% 0.0% 0.0%
Grossreal estate assets 93,594 129,623 135578 146,905 154,250 158,811
Net real estate assets 74,422 106,027 118,883 127,271 131,531 132,916
EBIDT to gross real estate assets 5.9% 6.3% 6.1% 7.4% 8.5% 8.7%
EBIT to net real estate assets 5.5% 5.9% 5.1% 6.3% 7.7% 8.0%
Liquidity Ratios
Interest coverage 0.7 17 21 33 2.6 2.6
Current ratio 1.23 2.99 2.68 171 1.52 153
Leverage Ratio
Total debt to equity 79%  112% 121%  123%  117%  107%
Long-term debt to equity 67.8% 102.3% 1102% 106.2% 101.4% 100.4%
Total liabilities to equity 81.8% 1182% 130.2% 131.2% 127.1% 117.2%
Total debt ratio 454% 544% 56.8% 57.0% 56.2% 54.2%
Paid Dividend % (14.64) (17.72) (20%) (22.00) (25.00) (30.00)
Dividend KD (3,490) (4,224) (4,768) (5,245) (5,960) (7,152)
Dividend payout ratio 68.8% 716% 71.9% 472% 58.6% 67.3%

Source: Salhia and Global’ s Estimates
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The following is a comprehensive list of disclosures which may or may not apply to al our
researches. Only the relevant disclosures which apply to this particular research has been mentioned
in the table below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price Disclosure

Salhia Real Estate Co. BUY SREK.KW  415fils 19,10

1. Globa Investment House did not receive and will not receive any compensation from the
company or anyone else for the preparation of this report.

The company being researched holds more than 5% stake in Global Investment House.

Global Investment House makes a market in securities issued by this company.

Global Investment House acts as a corporate broker or sponsor to this company.

The author of or an individual who assisted in the preparation of this report (or a member of

oa s~ DN

his/her household) has a direct ownership position in securities issued by this company.

An employee of Global Investment House serves on the board of directors of this company.

7. Within the past year , Global Investment House has managed or co-managed a public offering for
this company, for which it received fees.

8. Globa Investment House has received compensation from this company for the provision of
investment banking or financial advisory services within the past year.

9. Globa Investment House expects to receive or intends to seek compensation for investment
banking services from this company in the next three month.

10. Please see special footnote below for other relevant disclosures.
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Information and opinions contained herein have been compiled or arrived by Global from sources believed to be
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