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Kuwait Projects Co. (Holding) K.S.C.

Credit Highlights

Issuer Credit Rating

BBB-/Negative/A-3

Gulf Cooperation Council Regional
Scale

gcAA-/--/--

Overview

Key strengths Key risks

Track record of support from the main shareholder, Al Futtooh

Holding Co. K.S.C. (AFH), an investment vehicle connected to the

royal family of Kuwait.

Visible pressures on the loan-to-value (LTV) ratio, despite capital

injection in 2019.

Strong liquidity, with around $1.4 billion cash at year-end 2019 and no

bond maturities until 2023, other than the $500 million due on July

2020.

Higher actual LTV ratio, given our concerns on the valuation of two of

the company's assets, OSN and United Gulf Holding (UGH).

Underperformance of OSN could put additional pressure on the

company's ratios, if we do not see a visible recovery over the next six

months.

Loan to value ratio remains a key risk factor for the rating. Despite raising around $312 million via a rights offering in

2019, Kuwait Projects Co. (Holding) K.S.C. (KIPCO) still reported an LTV ratio above our 30% threshold at year-end

2019.

As per our calculations, using the stock prices of KIPCO's listed assets as of Dec. 31, 2019, and management guidance

on cash, KIPCO had an LTV ratio of around 32.8% at year-end 2019. We continue to apply internal haircuts on two

key assets OSN and UGH since 2019, and therefore we believe the actual LTV is visibly higher.

Regarding OSN, KIPCO values its 60.5% stake in this unlisted company at $913 million, which represents around 24%

of the company's expected portfolio value at year-end 2019, before our haircuts. This valuation dates from 2009, and

KIPCO has not adjusted it since then. Given OSN has been operating with losses since 2016, we believe the valuation

is potentially lower.

Another key asset for KIPCO is UGH, in which KIPCO has a 48.3% direct stake. While UGH is listed on the Bahrain

Stock Exchange, it has a free float of less than 10% and its shares are not actively traded. Based on its Dec. 31, 2019

stock price, UGH's market capitalization is around 4.0x its equity base. We do not think this premium is justified by

UHG's very limited return on equity (ROE) generation.

Management initiatives on OSN are crucial for the financial risk profile of KIPCO. In December 2018, KIPCO started

working on the turnaround of OSN. While these efforts had a relatively limited impact on OSN's financial performance

in 2019, KIPCO's management expects OSN to become EBITDA positive by the last quarter of 2020. KIPCO is also

actively looking for a strategic partner, and believes OSN's unique position in the MENA region, coupled with its

expected growth in over-the-top (OTT) subscribers will allow KIPCO to unlock value via a partial stake sale to a

strategic shareholder by first-quarter 2021 at the latest, providing relief to the company's LTV ratio.
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Shareholder support is a key rating strength. In the meantime, KIPCO is working on various other initiatives, such as

the monetization of certain assets. More importantly, we understand that KIPCO has already received the full support

of its key shareholder, AFH, for another round of cash injection in 2020 in the form of a potential shareholder equity

loan or another form of capital, which the management guides will be structured in a form that will have equity

content, in case the OSN deal is further delayed. In case KIPCO is unable to record clear progress on the strategic

shareholder process on OSN by June 30, 2020, we understand that the company will kick-start the capital-raising

process.

KIPCO's management guides for an LTV ratio of below 30% before the end of first-quarter 2021, and would finalize the

potential capital raising before the end of 2020.

We note that AFH fully supported last year's capital-raising exercise, and has a strong track record of supporting

KIPCO, when needed to.

Strong liquidity provides breathing space. KIPCO guides that it had a cash balance of $1.4 billion as of year-end 2019,

and the company has no debt maturity until 2023, other than the $500 million due on July 2020. We believe the strong

liquidity and the manageable debt repayments provide breathing space for management, while they address the LTV

ratio.

Chart 1
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Outlook

The negative outlook reflects the fact that despite a capital increase in 2019, KIPCO still reported an LTV ratio of

32.8%, above our 30% threshold for the given rating. While the company is working on multiple initiatives such as

raising additional capital, monetizing assets to decrease leverage, and progressing the OSN sale, the timeline is

uncertain.

KIPCO continues to benefit from strong shareholder support and is working on multiple fronts to improve its LTV

metric and achieve a turnaround of OSN's operating performance, while the OSN sale process has been delayed.

Downside scenario

We could lower the ratings on KIPCO if, by June 30, 2020, management has not made meaningful progress in its

efforts to improve the LTV ratio to sustainably below 30%, either through asset sales, progress with OSN, or an

announcement regarding another increase in adjusted equity to take place before the year-end.

We could also lower the ratings if the creditworthiness of KIPCO's portfolio continues to weaken, for example in

case the company's efforts to turnaround OSN does not generate visible results. Specifically, we could worsen

KIPCO's investment position assessment and its business risk profile, and lower the ratings.

Upside scenario

We could revise the outlook to stable if KIPCO is able to reduce the LTV ratio to a level comfortably below 30%.

Our Base-Case Scenario

Assumptions Key Metrics

• A dividend inflow of around $80 million for 2019, to

increase to $110 million–120 million in 2020 and

2021, as KIPCO injects around $30 million into OSN

in 2020.

• Potential capital raising at an amount that will bring

down the LTV ratio to below 30% within 2020, in

case there is no real progress on the process with

OSN and other initiatives.

• A dividend payout of $45 million–$50 million for

2019 and 2020.

• Operating and interest costs of about $170

million-$180 million for 2019–2021.

2019E 2020F 2021F

Cash flow adequacy (x) 0.5 0.7 0.7

Reported loan-to-value ratio (%) 32.8 >30 <30

E--Estimate. F--Forecast.
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Based on these assumptions, we arrive at the following

credit measures:

• Cash flow adequacy of 0.5x in 2019, improving to

0.7x in 2020 and 2021.

• LTV ratio below 30% by the first quarter of 2021.

We expect that AFH will provide further support if

KIPCO's LTV ratio is sustainably above 30%.

Base-case projections

KIPCO guides for the LTV ratio to decline to below 30% by the first quarter of 2021. KIPCO's management believes it

will be able agree on the terms of a partial stake sale at OSN with a strategic shareholder within 2020. Management is

confident that they will finalize the transaction and secure the funds before the end of first-quarter 2021. KIPCO

believes OSN has a unique offering and positioning in the MENA region which will allow the company to monetize its

stake at a valuation not less than the book value. Such a sale would result in an improvement in KIPCO's LTV ratio, as

well as our views on the ratio, as we would potentially no longer apply haircuts to the remaining stake.

KIPCO's management is also ready to monetize additional assets and/or raise capital to ensure the LTV ratio is

comfortably below the 30% threshold by first-quarter 2021.

Gradual improvement in KIPCO's cash flow adequacy ratio. In 2019, KIPCO's cash flow adequacy ratio slightly

improved to around 0.53x, from 0.45x in 2018, and we expect it to reach 0.7x in 2020, in line with higher dividends

from some of the portfolio companies. As the controlling shareholder, KIPCO decides the dividend policy of its key

dividend-generating portfolio companies, and we understand it choses to upstream moderate amounts of dividends,

given its strong cash position.

Company Description

KIPCO is a majority-owned holding company of AFH--which is connected to Kuwait's ruling Al Sabah family--and we

continue to expect that KIPCO will receive financial support from AFH when needed, as it has on several occasions in

the past. In late 2011, for example, KIPCO received a $101 million cash injection from AFH that helped the company

maintain its LTV target of 30%, while AFH also supported the $312 million rights offering in 2019.

Business Risk

KIPCO's three largest assets, Burgan Bank, United Gulf Holding, and OSN represented around 71% of the company's

reported portfolio as of year-end 2019, before our haircuts, while listed assets represented around 54% of the portfolio.

We continue to view KIPCO's investment portfolio as concentrated--given its reliance on the three aforementioned

entities. High controlling stakes suggest that KIPCO has significant influence over the strategic decisions of its

investees.
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Chart 2

We assess the average creditworthiness of KIPCO's portfolio to be at the low end of the 'bb' rating category. Given

OSN's continued weak performance, and UGH's limited ROE generation, we believe that the potential creditworthiness

of these two assets is lower than that of KIPCO's other entities. In the meantime, we note that Gulf Insurance Group

and Burgan Bank have maintained steady credit quality over the past few years, supporting KIPCO's creditworthiness.

In December 2018, KIPCO started to work on a turnaround of OSN, by hiring a new CEO, and reducing the headcount

by more than 40%, while also engaging in other cost-optimization efforts. During 2019, KIPCO successfully

renegotiated its content contracts with studios, and discontinued loss-making products. KIPCO also focused on

strengthening its OTT offering, and has increased its OTT subscribers from 22,000 to around 100,000 since April 2019,

and expects to acquire significant additional OTT subscribers in 2020.

While these efforts had a limited impact on KIPCO's financial performance, and OSN's losses improved only slightly in

2019, KIPCO injected additional equity to the business during the year, and is looking at another round of injection in

2020, while it expects OSN to become EBITDA positive by the last quarter of 2020.

Peer comparison
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Table 1

Kuwait Projects--Peer Comparison

Kuwait Projects Wendel EXOR N.V.* L E Lundbergforetagen AB

Rating as of March 5, 2020 BBB-/Negative/A-3 BBB/Stable/A-2 BBB+/Positive/A-2 A+/Stable/A-1

Business profile Fair Fair Satisfactory Strong

Portfolio data as of 31-Dec-19 30-Sep-19 31-Dec-19 30-Sep-19

Portfolio size (adjusted; mil. $) 3,759 8,262 18,192 8,879

Weight of listed assets (%) 53.8 46.6 93.8 80.4

Largest asset (% of portfolio) 28.8 46.6 38.2 19.2

Three largest assets (% of

portfolio)

71.0 75.7 88.7 56.2

Cash flow leverage Intermediate Modest Modest Modest

Loan to value ceiling (%) 30.0 20.0 20.0 15.0

Loan to value (%) 32.8 7.0 (30.2) 5.7

Note: Table shows the expected 2019 unadjusted portfolio valuation and loan-to-value ratio for KIPCO before our haircuts. *EXOR N.V. data is

pro-forma for PartnerRe divestment.

Financial Risk

Our view of KIPCO's financial risk reflects the net cash position at the holding level. While the group was able to

comfortably maintain an LTV ratio below 30% in the past, this ratio has come under pressure in recent quarters, and

has been further exacerbated by cash injection requirements at OSN. KIPCO's management guides for an LTV ratio of

below 30% before the end of first-quarter 2021, as discussed earlier.

Similarly, KIPCO's cash flow adequacy has declined visibly since 2015. While this to a certain extent reflects the

weakening earnings capacity of portfolio companies, we note that KIPCO, as the controlling shareholder, decides the

dividend policy of the portfolio companies, and over the past few years deliberately chose to upstream moderate

dividends, given its strong cash position. Despite KIPCO's low cash flow adequacy, we take comfort from the

company's large cash position.

Financial summary
Table 2

Kuwait Projects Company--Financial Summary

--Year ended Dec. 31--

(Mil. $) 2019E 2018 2017 2016 2015

Portfolio value--as reported 3,759 3,529 3,582 3,198 3,426

Net debt as adjusted 1,232 1,199 906 794 886

Loan to value (%) 32.8 34.0 25.3 24.8 25.9

Dividend and fees income 93 76 58 115 168

Operating charges and tax expenses 36 35 36 37 33

Cash flow adequacy 0.53 0.45 0.40 0.64 1.01

Dividend paid 59.8 48.3 118.5 119.6 120.1

E--Estimate. Note: Portfolio value and loan to value ratio shown above is before our haircuts to OSN and UGH.
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Liquidity

We view KIPCO's liquidity as strong, based on our estimate that sources of cash should cover uses by over 2x over the

12 months from Dec. 31, 2019, and more than 3x over the 24 months from this date, even if dividend inflows were to

shrink by 30% for any reason.

We believe that KIPCO manages its liquidity proactively, as the company has a track record of refinancing its debt

maturities in advance, and extending its debt maturity profile. Most recently, in October 2019, KIPCO issued a $500

million bond, which matures in 2026. Due to KIPCO's size, position, and indirect ownership by Kuwait's royal family,

we believe that the company enjoys good connections with local banks.

Principal Liquidity Sources Principal Liquidity Uses

• Parent company cash and cash equivalents of $1.4

billion on Dec. 31, 2019;

• Undrawn long-term committed credit lines of

around $53 million;

• Dividends and fees from portfolio companies and

interest income of over $120 million for 2020 and

2021; and

• Given the uncertain timeline, we have not

incorporated any cash flows from the potential

shareholder injection, or sales proceeds from the

partial OSN sale, or any other monetization.

• $500 million debt maturity on July 2020;

• Parent company dividend payments of around $45

million–$50 million per year;

• Additional capital injection of $30 million into OSN;

and

• Operating and interest costs of about $165

million-$170 million per year.

Debt maturities

• $500 million bond payable on July 2020 and no other maturities until 2023.

Covenant Analysis

Compliance expectations

KIPCO currently has ample headroom under its financial covenants specified under its Kuwaiti local currency bonds

issuance.

Requirements

Under its Kuwaiti Dinar bonds, KIPCO needs to ensure that the ratio of its debt obligations to shareholders' equity shall

not be at any time greater than 2.5 to 1.
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Other Credit Considerations

We assess KIPCO's management and governance as satisfactory.

Issue Ratings - Subordination Risk Analysis

Capital structure

KIPCO's capital structure comprises about $2.64 billion of senior unsecured debt, of which around $2 billion was

issued by Kuwait Projects Co. SPC Ltd., and is guaranteed by KIPCO; and $654 million of local currency Kuwait bonds,

also senior unsecured and issued by KIPCO.

Analytical conclusions

The issue rating on KIPCO's notes is 'BBB-', in line with the issuer credit rating, because there are no significant

elements of subordination risk present in KIPCO's capital structure.

Ratings Score Snapshot

Issuer credit rating: BBB-/Negative/A-3

Business risk: Fair

• Country risk: Moderately high

• Industry risk: Intermediate

• Investment position: Fair

Financial risk: Intermediate

• Leverage/Cash flow: Intermediate

• Funding and capital structure: Neutral

Anchor: bb+

Modifiers

• Liquidity: Strong (no impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Positive (+1 notch)
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Related Criteria

• General Criteria: Group Rating Methodology, July 1, 2019

• Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

• General Criteria: Methodology For National And Regional Scale Credit Ratings, June 25, 2018

• Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• Criteria | Corporates | Industrials: Methodology: Investment Holding Companies, Dec. 1, 2015

• Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate

Issuers, Dec. 16, 2014

• Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

• General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013

• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities, Nov. 13, 2012

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings Detail (As Of March 6, 2020)*

Kuwait Projects Co. (Holding) K.S.C.

Issuer Credit Rating BBB-/Negative/A-3

Gulf Cooperation Council Regional Scale gcAA-/--/--

Issuer Credit Ratings History

23-May-2018 BBB-/Negative/A-3

30-Mar-2010 BBB-/Stable/A-3

24-Mar-2010 BBB/Watch Neg/A-2

17-Feb-2016 Gulf Cooperation Council Regional Scale gcAA-/--/--

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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