SALHIA REAL ESTATE

KEY DATA

Fair Value per Share (KWD) 0.300
Closing Price (KWD) * 0.206
52-week High / Low (KWD) 0.264 / 0.200
YTD / 12-month return -1.0% /-19.1%
Trailing P/E 19.8
Shares Outstanding (million) 496
Market Cap (KWD million) 102
Free Float 72.22%

Reuters / Bloomberg Code SREK.KW / SRE KK

*Price close as of January 24, 2012. Sources: Reuters, Zawya, and NBK Capital

KEY METRICS

| 2010A | 2011F | 2012F | 2013F |

EPS (KWD) 0.026 0.013 0.010 0.009
EPS Growth 39.9% -48.5% -27.1% -4.6%
P/E 10.0 15.3 21.0 22.0
PBV 0.92 0.79 0.79 0.78
Dividend Yield 9.7% 4.6% 3.3% 3.2%
EV/EBITDA 7.7 7.9 8.1 8.4
Revenue (KWD 000s) 42,996 42,901 42,736 41,874
Revenue Growth -2.8% -0.2% -0.4% -2.0%
EBITDA (KWD 000s) 20,905 20,560 19,918 19,343
EBITDA Growth -2.6% -1.7% -3.1% -2.9%
EBITDA Margin 48.6% 47 .9% 46.6% 46.2%
Net Profit (KWD 000s) 10,204 6,682 4,873 4,650
Net Profit Growth 40.8% -34.5% -27.1% -4.6%
Sources: Company and NBK Capital

QUARTERLY FORECASTS

KWD 000s 4Q2010A | 3Q2011A | 4Q2011F | 1Q2012F
Revenue 11,541 9,610 11,583 11,755
EBITDA 7,199 4,247 5,551 5,633

Sources: Company financial statements and NBK Capital
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HIGHLIGHTS

12-Month Fair Value: KD 0.300
Recommendation: Buy - Risk Level**: 3
Reason for Report: 3Q2011 Results

e The 3Q2011 results were very much in line with our
expectations, with the exception of the lower-than-expected
performance of the hotel segment. Salhia’s revenues
were up 3.2% year-on-year (YoY) to KWD 9.6 million, as
against our estimate of KWD 10.96 million (12% below our
estimate). The YoY growth was mainly due to a 5% increase
in care home operations to KWD 3.99 million in 3Q2011,
which was in line with our forecast. In addition, revenue
from real estate operations was up 1.7% to KWD 3.7 million
in 3Q2011 compared to 3Q2010, which was in line with
our forecast.

¢ New assumptions: We now forecast total revenue will grow
at a six-year compound annual growth rate (CAGR) of 0.3%
for our forecast period (FY2010-FY2016), compared to a
decrease of 0.8% in our earlier assumption. We forecast real
estate operation will decrease at a six-year CAGR of 3.6%
over our forecast horizon, compared to our old assumption
of 3.4%. As for the hotel segment, we now forecast revenue
to decrease at a six-year CAGR of 1.8% over our forecast
period, compared to our earlier assumption of a 3.5%
decrease.

e We reiterate our “Buy” recommendation for Salhia: Our
new fair value for the stock is KWD 0.300 per share, 7%
higher than our old fair value. We reiterate our “Buy”
recommendation, with the fair value of KWD 0.300 per
share representing an upside potential of 45.6% from the
last closing price of KWD 0.206. We still believe that the
current stock price is extremely depressed and that the
concerns regarding the expected new supply in the Kuwaiti
office and hotel segments are already factored into the
current stock price.

**Please refer to page 5 for recommendations and risk ratings.
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Salhia’S 3Q2011 results

The company released its 3Q2011 results. Salhia’s revenues were up 3.2% year-on-year (YoY)
to KWD 9.6 million, as against our estimate of KWD 10.96 million (12% below our estimate).
The YoY growth was mainly due to a 5% increase in care home operations to KWD 3.99 million
in 3Q2011, which was in line with our forecast.

The variation from our forecast was mainly due a lower-than-expected performance in the
hotels segment. There has been a seasonality trend in the hotel segment historically; we have
witnessed a drop in the performance of this segment during the third quarter. However, the
seasonality effect was more pronounced than we had anticipated: 3Q2011 revenues were
more than 50% below 1Q2011’s, whereas in FY2010 the drop had been just below 40%.

Furthermore, revenue from real estate operations wasup 1.7% to KWD 3.7 million in 3Q2011
compared to 3Q2010, which was in line with our forecast.

EBITDA came in at KWD 4.25 million, up 47.8% compared to 3Q2010, but below our
estimate of KWD 5.38 million. The YoY increase was mainly due to the 11% decline in total
expenses and the decrease in losses from the share of joint venture’s results. The sharper-
than-expected drop in hotel revenues is in our view entirely responsible for the shortfall in our
EBITDA estimates: hospitality is a highly operationally geared business, where even a small
drop in revenues leads to a big drop in profitability, as a high proportion of costs is fixed. The
profitability of the real estate and care homes segments was in line with our estimates.

Investment income dropped by 96% to KWD 0.155 million in 3Q2011, compared to KWD

4.1 million in 3Q2010. Therefore, the company recorded a net profit of KWD 0.65 million in
3Q2011, which is 76% lower than KWD 2.7 million in 3Q2010.

Latest news

The company announced that its 99.7% owned subsidiary, Al Asima Real Estate Company,
has signed a KWD 53 million long-term Tawarruq (Islamic facility) with one of the local banks
to restructure its existing debts.

Salhia Real Estate Co. announced that it has signed an agreement to secure Islamic financing
worth KWD 25 million from two local banks. The move is part of the company’s policy to
convert its financial obligations from short term to long term and make its activities shari’ah-
compliant.

Revised estimates

We are still comfortable with our earlier assumptions for the top line. However, we have made a
few changes to our estimates over our forecast period mainly to integrate 3Q2011 figures, and
these changes have a small positive impact on our valuation for Salhia.

The main changes to our earlier estimates are as follows:

Real Estate operations: We forecast revenue from real estate operations will decrease at a
six-year compound annual growth rate (CAGR) of 3.6% over our forecast horizon, compared
to our earlier assumption of 3.4%. This marginal decrease in our forecast is entirely due to
the anticipated slight decrease in the Arraya commercial center rental rates over our forecast
period. This is the result of the new supply of retail space that has recently come into the
Sharq area where Arraya commercial center is located, namely, the Al-Hamra complex (which
comprises 23,000 sg.m. of new retail space within Arraya catchment area).

Hotel segment: We forecast total revenue from hotel operations will increase to KWD 11.85
million in 2011, up from our previous estimate of KWD 10.98 million. However, we now
forecast total revenue from hotel operations will decrease at a six-year CAGR of 1.8% over our
forecast period, compared to our earlier assumption of a 3.5% decrease.
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Our new 12-month fair value
for Salhia is KWD 0.300

e We still expect a slowdown in the Kuwaiti hotel market, and this upward revision in the
hotel average room rate and occupancy rate is due to the fact that we previously were very
conservative.

e We forecast total revenue will increase to KWD 42.9 million in FY 2011, compared to our
earlier assumption of KWD 40.6 million. In addition, we forecast total revenue will grow at
a six-year CAGR of 0.3% over the forecast horizon, compared to a decrease of 0.8% of our
earlier assumption.

e We expect EBITDA to decline by 1.7% to KWD 20.6 million in 2011 from KWD 20.9 million
in 2010. In addition, we expect EBITDA margin to slightly decrease from 49% in FY2011 to
46% in FY2016.

Valuation and recommendation

We arrived at our new valuation using the same methodology as conducted previously, using three
valuation methods: discounted cash flow (DCF), net asset value (NAV), and sum-of-the-parts
(SOTP; using forward EV/EBITDA multiples).

We have increased our fair value for Salhia by 7% to KWD 0.300 per share, compared to our
earlier value of KWD 0.280 per share. With Salhia’s last closing price of KD 0.206, the share
retains an upside potential of 45.6%. We therefore re-iterate our “Buy” recommendation for the
stock.

This increase in our fair value for Salhia is mainly driven by the increase in value generated from
the DCF method. Upward revision in the occupancy and average room rate for the hotel segment
mainly contributed to this increase.

Figure 1 Fair Value per Share

Valuation Method | od [ New [
[ Weight | Value (kD) | Weight | Value (KD)

Discounted cash flow 70% 0.219 70% 0.236 8%
Net asset value 20% 0.434 20% 0.434 0%
Sum-of-the-parts 10% 0.439 10% 0.449 2%
Weighted average fair value 100% 0.280 100% 0.300 7%

Source: NBK Capital

Sum-of the-parts valuation: the difference between the old and new valuation in Figure 1 is due
to the fact that we have updated the multiple for our sample.

Furthermore, we believe that the concerns regarding the expected new supply in the Kuwaiti office
and hotel segments are already factored into the current price, and that the current stock price
of KWD 0.206 is extremely depressed. We feel this is a good buying opportunity, with the 45.6%
upside potential from our new valuation.
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FINANCIAL STATEMENTS

Income Statement (KWD Thousands) Historical Forecast
Fiscal Year Ends December 2009 2010 2011 2012 2013 2014 2015

Total Revenue 44,213 42,996 42,901 42,736 41,874 42,948 42,973
Cost of Revenue 17,249 17,895 18,478 19,119 19,087 19,849 20,067
Gross Profit 26,964 25,101 24,422 23,617 22,787 23,100 22,906
Selling/General/Admin. Expenses 5,230 5,359 5,363 5,449 5,444 5,476 5,479
Depreciation/Amortization 5,043 6,239 6,270 6,075 5,887 5,704 5,527
Operating Income 16,692 13,503 12,790 12,093 11,456 11,920 11,900
Interest Income (Exp), Net Non-Operating (6,263) (4,719) (5,969) (7,825) (7,5638) (7,031) (6,563)
Net Income before Taxes 8,475 10,820 7,629 5,596 5611 6,739 7,383
Provision for Income Taxes (1,525) (1,051) (937) (714) (951) (834) (1,044)
Net Income after Taxes 6,950 9,770 6,692 4,883 4,660 5,905 6,339
Minority Interest (299) (434) (10) (10) (10) (10) (10)
Net Income 7,249 10,204 6,682 4,873 4,650 5,895 6,329
Balance Sheet (KWD Thousands) Historical Forecast

Fiscal Year Ends December 2009 2010 2011 2012 2013 2014 2015
ASSETS

Cash and Short-Term Investments 7,472 7,385 12,468 18,241 15,421 16,452 15,924
Total Receivables, Net 9,628 6,435 7,293 7,692 7,956 8,590 8,810
Total Current Assets 17,437 14,124 20,104 26,297 23,733 25,471 25,185
Property/Plant/Equipment, Total - Net 172,067 161,864 157,030 152,344 147,800 143,394 139,122
Long-Term Investments 63,798 23,405 23,405 23,405 23,405 23,405 23,405
Other Long-Term Assets, Total 9,040 10,291 88,156 88,488 88,868 89,248 89,628
TOTAL ASSETS 262,342 209,684 288,695 290,534 283,807 281,519 277,340

LIABILITIES & EQUITY

Accounts Payable 17,148 17,287 18,233 18,377 18,110 18,682 18,801
Total Current Liabilities 17,148 17,287 18,233 18,377 18,110 18,682 18,801
Total Debt 110,937 65,794 125,200 125,200 116,000 109,000 101,000
Other Liabilities 12,926 14,354 15,854 17,354 18,854 20,354 21,854
Total Liabilities 141,011 97,435 159,287 160,931 152,964 148,037 141,655
Total Equity 119,974 111,710 128,870 129,065 130,303 132,944 135,146
TOTAL LIABILITIES AND EQUITY 262,342 209,684 288,695 290,534 283,807 281,519 277,340
Cash Flow (KWD Thousands) Historical Forecast

Fiscal Year Ends December 2009 2010 2011 2012 2013 2014 2015
Cash from Operating Activities 17,241 22,756 18,991 18,093 17,064 17,933 17,610
Cash from Investing Activities 7,861 29,903 (78,408) (589) (479) (309) (96)
Cash from Financing Activities (12,840) (33,410) 64,501 (11,730) (19,405) (16,593) (18,043)
Net Change in Cash 12,262 19,249 5,083 5,773 (2,820) 1,031 (529)

Sources: Company financials and NBK Capital
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RISK AND RECOMMENDATION GUIDE

RECOMMENDATION | UPSIDE (DOWNSIDE) POTENTIAL
BUY MORE THAN 20%
ACCUMULATE BETWEEN 5% AND 20%
HOLD BETWEEN -10% AND 5%
REDUCE BETWEEN -25% AND -10%
SELL LESS THAN -25%

RISK LEVEL

LOW RISK HIGH RISK

DISCLAIMER

The information, opinions, tools, and materials contained in this report (the “Content”) are not addressed to, or intended for publication, distribution to, or use by,
any individual or legal entity who is a citizen or resident of or domiciled in any jurisdiction where such distribution, publication, availability, or use would constitute a
breach of the laws or regulations of such jurisdiction or that would require Watani Investment Company KSCC (“NBK Capital”) or its subsidiaries or its affiliates to obtain
licenses, approvals, or permissions from the regulatory bodies or authorities of such jurisdiction. The Content, unless expressly mentioned otherwise, is under copyright
to NBK Capital. Neither the Content nor any copy of it may be in any way reproduced, amended, transmitted to, copied, or distributed to any other party without the
prior express written consent of NBK Capital. All trademarks, service marks, and logos used in this report are trademarks or service marks or registered trademarks or
registered service marks of NBK Capital.

The Content is provided to you for information purposes only and is not to be used, construed, or considered as an offer or the solicitation of an offer to sell or to buy or
to subscribe for any investment (including but not limited to securities or other financial instruments). No representation or warranty, express or implied, is given by NBK
Capital or any of its respective directors, partners, officers, affiliates, employees, advisors, or representatives that the investment referred to in this report is suitable for
you or for any particular investor. Receiving this report shall not mean or be interpreted that NBK Capital will treat you as its customer. If you are in doubt about such
investment, we recommend that you consult an independent investment advisor since the investment contained or referred to in this report may not be suitable for you
and NBK Capital makes no representation or warranty in this respect.

The Content shall not be considered investment, legal, accounting, or tax advice or a representation that any investment or strategy is suitable or appropriate for your
individual circumstances or otherwise constitutes a personal recommendation to you. NBK Capital does not offer advice on the tax consequences of investments, and
you are advised to contact an independent tax adviser.

The information and opinions contained in this report have been obtained or derived from sources that NBK Capital believes are reliable without being independently
verified as to their accuracy or completeness. NBK Capital believes the information and opinions expressed in this report are accurate and complete; however, NBK
Capital gives no representations or warranty, express or implied, as to the accuracy or completeness of the Content. Additional information may be available upon request.
NBK Capital accepts no liability for any direct, indirect, or consequential loss arising from the use of the Content. This report is not to be relied upon as a substitution for
the exercise of independent judgment. In addition, NBK Capital may have issued, and may in the future issue, other reports that are inconsistent with and reach different
conclusions from the information presented in this report. Those reports reflect the different assumptions, views, and analytical methods of the analysts who prepared
the reports, and NBK Capital is under no obligation to ensure that such other reports are brought to your attention. NBK Capital may be involved in many businesses that
relate to companies mentioned in this report and may engage with them. Past performance should not be taken as an indication or guarantee of future performance, and
no representation or warranty, express or implied, is made regarding future performance. Information, opinions, and estimates contained in this report reflect a judgment
at the report’s original date of publication by NBK Capital and are subject to change without notice.

The value of any investment or income may fall as well as rise, and you may not get back the full amount invested. Where an investment is denominated in a currency
other than the local currency of the recipient of the research report, changes in the exchange rates may have an adverse effect on the value, price, or income of that
investment. In the case of investments for which there is no recognized market, it may be difficult for investors to sell their investments or to obtain reliable information
about their value or the extent of the risk to which they are exposed.

NBK Capital has not reviewed the addresses of, the hyperlinks to, or the websites referred to in the report and takes no responsibility for the content contained therein.
Such address or hyperlink (including addresses or hyperlinks to NBK Capital’s own website material) is provided solely for your convenience and information, and the

content of the linked site does not in any way form part of this document. Accessing such websites or following such links through this report or NBK Capital’s website
shall be at your own risk.

© COPYRIGHT NOTICE

This is a publication of NBK Capital. No part of this publication may be reproduced or duplicated without the prior consent of NBK Capital.
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Bahrain
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NBK Investment
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F. +65 6224 5438

Vietnam

National Bank of Kuwait SAK
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China

National Bank of Kuwait SAK
Shanghai Representative Office
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International Bank of Qatar (QSC)
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Turkey
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P.0.Box 34371 Nisantasi,
Istanbul, Turkey
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F. +90 212 225 0353
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