Group Chief Executive Officer

Date: 01 February 2024

Ref: 10/10/084 /2024

To: Chief Executive Officer
Boursa Kuwait

Peace, Mercy and Blessings of Allah be upon you,

Subject: Disclosure of Material Information
Credit Ratings Commentary Issued by

Moody's Investors Service

Kuwait Finance House
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With reference to the above and as part of Kuwait Finance
House ‘KFH’' responsibility to comply with the requirements
Article (4-1-1/18) of Chapter 4
Information’' of CMA Executive Bylaws Rulebook 10 (Disclosure
and Transparency), KFH would like to report the following:

‘Disclosure of Material

In the Credit Ratings Commentary dated 31 January 2024,
Moody's Investors has issued an update to a credit analysis,

which assign the following:
® The outlook at (Stable).

® The Counterparty Risk Ratings at A1/ P-1.
® The Deposit ratings at A2/ P-1.
® The Baseline Credit Assessments at baa3.
® The Adjusted Baseline Credit Assessment at baa3.
® The Counterparty Risk Assessment at A1(cr) / P-1(cr).

No impact is expected on the KFH Financial Position.

Attached is the Appendix (8) ‘Disclosure of Credit Rating Form'

that has been submitted to CMA and Bahrain Bourse.

Best Regards,
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1 February 2024

Kuwait Finance House (KFH)

Appendix (8)

Disclosure of Credit Rating Form

Credit Ratings Commentary Issued by

Moody's Investors Service
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Date

Listed Company Name

Ticker No.

1 February 2024 2024 ,51 481 syl
Kuwait Finance House (KFH) (i) GueSI Jagotdl s EESNL U301 PO
108 108 Jolaall o3,

Entity Issues the Rating Moody's Investors Service
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Kuwait Finance House (KFH)
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Rating Category duiazll 48
Category Rating - il aall
The outlook Stable - 5,41 Adaiill 3,0l
The Counterparty Risk Ratings A1/P4 VIR TUN [JUNT SO S
The Deposit ratings A2 /P41 2ilsgd! eeeds dilyas
The Baseline Credit Assessments baa3 @.uu.&l o Lol paadll
The Adjusted Baseline Credit Assessment baa3 i Joall gululll Jlan¥! euddlt
The Counterparty Risk Assessment A1(cr) / P-1(cr) Jolall Aol ylolses @ueas

Rating Category dadll S¥glie
(A1) Obligations rated A are judged to be upper-medium adipe Jf dagin sgiue I3 A caiiaidl &ifd Sila AN p2ad (A1)

grade and are subject to low credit risk. Aozl loliel! e 2 o Ay A2 Pos yidife

(baa3) Issuers are judged to have medium-grade intrinsic, or | aiaz.., of Aoyl Ansugie Audle Bede pied uzrgs (agbial! (baa3)
standalone, financial strength, and subject to o Jo 35_1 o5 4_‘,13 Uoizalf Aoyl )h‘ xall Cigaia pne H‘"b
moderate credit risk and, as such, may possess certain | . = :
speculative credit elements absent any possibility of ¢l bt Al § Adarlf anlenid] proliall pany 2lls o oLy
extraordinary support from an affiliate / a government. e gSatt (pa of A 385l 0 Jlidiul mes

P-1(cr) Issuers have a superior ability to honor short-term obiiside sluw e s 5yuall e GO9S Cyagaal P-1(cr)
operating obligations. JoH1 a3

e Modifier 1: The obligation ranks in the higher end of generic
rating category.

e Modifier 2: Indicates a mid-range ranking.

e Modifier 3: The obligation ranks in the lower end of generic rating
category.
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Rating Effect on the Status of The Company
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No impact is expected on the KFH’s financial position.
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Current Outlook
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Stable Outlook.
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Translation of the Press Release or Executive Summary

® We assign A2/P1 deposit ratings to KFH. The bank completed the
merger with AUB in October 2022. The transaction positions KFH as a
key Islamic banking franchise in the Gulf Co-operation Council (GCC)
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as the addition of AUB's solid corporate banking business complements
its large and strong domestic retail customer base.

® The issuer ratings are based on the bank’s standalone Baseline Credit
Assessment (BCA) of baa3 and our expectation of a very high
likelihood of support from the Government of Kuwait (A1 stable), if
needed.

KFH's BCA captures the bank's larger Islamic franchise, which supports

its solid profitability as well as its sound asset risk and robust

capitalisation. These strengths are counterbalanced by sector

concentration and significant international operations in countries where

we expect operating conditions to strain subsidiaries’ financial metrics.
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Credit strengths
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e Strong and diversified Islamic franchise, which supports its core income
generating capacity

® Sound asset risk
® Robust capitalisation and liquidity

@ Very high likelihood of support from the Kuwaiti government
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Outlook
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The stable outlook on KFH's long-term ratings balances the enhanced
geographic diversification and lower exposure to complex investments
with the execution and integration risks of the acquisition in the short
term.

Glit) assatll o Jo¥) Aligls el ciladint a0l Abdid) 3kl 03153
deaial) Sbolis cuile Jf Badall cilyletiadl e BLASEYI (olazily j5all
Jyaj.n LS-LU Lf“' 3‘_9.':144:)“ d‘dls.ln_g

Detailed credit considerations
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KFH's rating captures its diversified international operations

A guill Adgul! dildes (uSay liy Cadias

® The bank's macro profile is a blend of its diversified operations in Kuwait
(its home base and {argest contributor to assets), and its key operations
in Turkiye, Bahrain, Egypt, Malaysia, other Gulf Cooperation Council
(GCC) countries, UK and the EU. The acquisition of AUB enhances
KFH's geographic diversification, however the impact on the (moderate)
macro profile we assign to the bank is limited because the positive
impact from the reduction in Turkish concentration is largely mitigated
by higher concentration in other countries including Bahrain and Egypt.

® KFH operates mainly in Kuwait, and the economy benefits from the
country's high economic strength, reflecting its exceptionally high
wealth level and substantial hydrocarbon endowment. Kuwait has been
slower than regional peers in developing its non-oil sector and private
sector; however, its very high dependence on the oil sector has caused
wide fluctuations in the economy's performance.
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Stronger Islamic franchise, which supports core income
generating capacity
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® KFH has a strong retail franchise because of its pioneering role as a
provider of Islamic products in Kuwait. The bank is currently the largest
bank in the system and the largest Islamic financial institution in Kuwait.
Although the stability of the franchise has been proven, it continues to
face competition from newer entrants in the market. Its strong domestic
franchise supports core financing income and is a solid anchor of the
bank's earnings quality, which was at around KWD 713.9 million for the
first nine months of 2023, 40.4% higher than KWD 508.5 million
generated during the same period in 2022 (on a stand alone before the
merger) and accounted for 64.0% of the bank's total income in the first
nine months of 2023 (72.8% of the bank's total income during the same
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period of 2022). Non-financing income recorded solid quarter-on-
quarter growth of 112.0% for the first nine months ended September
2023 and was at 36% of total income (compared with 27% in the first
nine months of 2023), driven mainly by investment income generation
because of gains on sale and increases in fair value of investments
carried at fair value through profit and loss.

e KFH's international operations have been growing. They bring
significant geographic diversification, which benefits the bank's revenue
generation. The overseas businesses post acquisition generated
around 73% of total operating income in 2022, up from 43% in 2013.

® KFH has established subsidiaries across a few countries, with
operations in key markets such as Turkiye (B3 positive), Bahrain (B2
stabie), Egypt (Caa1 Negative), Saudi Arabia (A1 positive), Malaysia
(A3 stable) and Germany (Aaa stable). This diversification is broadly
supportive of the bank's franchise, although it also refiects the weaker
performance of Malaysia and Bahrain and the more volatile nature of
the Turkish operation.

® The merger with AUB will position KFH as a dominant bank in the Gulf
Co-operation Council (GCC) as the addition of AUB's solid corporate
banking franchise complements its large and strong domestic retail
customer base.
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Improved asset risk, moderated by exposure in weaker markets
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® KFH's asset quality had been improving over the last few years. The
nonperforming financing (NPF, analogous to the nonperforming loan)
as indicated by the bank's Stage 3 financing receivables was at 2.3%
of gross financing receivables as of the end of September 2023 (year-
end 2022: 2.1%). The bank's NPF ratio had been declining from the
peak level of around 9.9% as of December 2013 (all calculations
include our adjustments) driven primarily by restructurings, which were
restated to be excluded from the impaired financing balance; write-offs;
collection and a modestly growing financing book, which provides the
denominator effect. Despite the improvement, KFH's NPF levels remain
higher than the stage 3 loans for Kuwaiti rated banks.

® KFH's financing loss coverage ratio (as measured by total impairment
allowance divided by stage 3 financing receivables) remained largely
stable at 205% as of September 2023 compared to 213% as of
December 2022. The bank's problem financing receivables are
considered adequately covered. We do not take into consideration the
collateral held in coverage calculations because of the possible
iliquidity and enforcement difficuities. Additionally, KFH's excess
provisions (provisions for credit losses recorded per CBK instructions,
which exceed the Expected Credit Losses for financing receivables
under IFRS 9) were at KWD 560.8 million or 2.8% of gross financing

receivables.

® The acquisition of AUB resuited in higher concentration risk for KFH
given the corporate nature of AUB's financing book although we expect
the risk to be limited.

® KFH's international presence in countries with weaker operating
conditions like Turkiye, Bahrain and Egypt also increases their asset
risk and make them more vulnerable to weaker economic growth
globally compared to local peers.
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Strong franchise supports profitability

Ao l) 0515 Bugal) 2yl | Aln kil

® KFH's profitability (as measured by the bank's net income/tangible
assets) increased slightly to 2.0% in the first nine months of 2023
compared with 1.9% during the year-earlier period, driven by lower
provisioning costs (KWD 23.5 million from KWD 59.6 million during the
same period in 2022) and higher net gains from investments. The
bank's profitability is mainly supported by growth in financing assets
and the strong net profit margin (analogous to the net interest margin)
of 2.81% during the first nine months of 2023 (Q3 2022: 3.16%). The
drop in net profit margin is largely attributed to the reclassification of the
Turkish CPI-linked sukuk to be netted off against net monetary losses
(because of hyperinflation accounting). The bank's net profit margin
reflects its solid local market share as well as its presence in markets
with high financing margins. KFH's profitability is also driven by strong
efficiency, reflected in its cost-to-income ratio, which stood at 34%
during the first nine months of 2023.

® The historical volatility in KFH's net income was driven by the bank’s
high-reliance on investment income, which is inherently volatile and
less predictable than financing income. Such reliance has decreased
because of the bank’s reduced exposure to its complex investment
book. Such investments contributed to 14% of total operating income in
the first nine months of 2023, down from around 34% in 2013.

® Through its investment book, KFH still has exposure although reduced,
to financial institutions through investments in associates and joint
ventures (around 7% of total investments as of December 2022), the
real estate sector across multiple geographies (around 5% of total
investments as of December 2022) and equity investments (3.4% of
total investments as of December 2022), whereas the remaining portion
of the book is invested in sukuk. This reliance has reduced following the
acquisition of Ahli United Bank and also because of the bank actively
exiting non-core investments to focus on care banking activities in
markets such as Bahrain, Kuwait and Turkiye.

® We expect the acquisition of AUB to have a positive impact on KFH's

profitability. Synergies from this larger franchise, after allowing for
integration costs, has potential to drive stronger profitability.
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Solid capitalisation and liquidity
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® KFH's reported capitalisation metrics, measured as tangible common
equity (TCE)/risk-weighted assets (RWA), remained stable at 13.1 % as
of September 2023 (year-end 2022: 12.6%). However, the bank's solid
capitalisation metrics take into account the RWA discount from which
islamic banks benefit under the Kuwaiti regulatory framework. The
bank's CET1 ratio has been declining in recent years largely due to
asset growth and impact from foreign currency translation. We expect
the combined entity to maintain solid capitalisation going forward, as its
loan loss capacity is supported by already high reserves.

® KFH has robust funding and liquidity, with liquid banking assets/tangible
banking assets of around 28% as of September 2023. The bank funded

around 57% of its assets with deposits which are contractually short
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ESG considerations
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KFH's ESG credit impact score is CIS-2
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® KFH's credit impact score (CIS-2) indicates that ESG considerations
have no material impact on the current ratings, reflecting limited credit
impact of high environmental risk, moderate social risk factors, as well
as low governance risks. Any ESG-related risks are also neutralised by
the government support rating uplift incorporated in the bank's deposit

ratings.
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Environmental
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® KFH faces high exposure to environmental risks, mainly because of
carbon transition risk. Although the bank has limited direct lending to
carbon-intensive sectors, it is indirectly exposed by the sizeable
contribution of the hydrocarbon industry to the overall economy, where
the bank mostly operates. This is however partly mitigated by the low
hydrocarbon production costs.

I U5 @ oIl ol 3 Al Sl e TS (LASH el 4215 @
el 5L chgetll of o 2l (e 098I e Jgmall Sbolae
IMs o pileo pd JSKAg cadiSia 41 Y] (Bagdzms (390,SIL 2aaSIl cletlagl]
dmsT Cus cale JSA GugSH sbazs¥l § A8l delual 30l Aealuul
oIS olasnt can Woye 205 3 Casass iy colld aag il Al ail el
sl z

Social
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® KFH faces moderately negative social risks related to regulatory and
litigation risks, requiring high compliance standards, as well as in the
areas of data security and customer privacy. KFH is generally focused
on intermediation with simpler product ranges and counterparties, and
the regulator's focus on mis-selling and social risks is less pronounced

compared with banks in more developed markets.
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Governance

® KFH has an appropriate risk function and board structure with effective
oversight. The bank has consistently maintained sound solvency and
liquidity profiles. The organisational structure is in line with industry best
practices and appropriate for its size. KFH is a pubiic listed company
with the government of Kuwait being the largest shareholder at 38%
through various entities.

Ladim; Allad 44l8,, 5031 ulome SSing Lisslin yholis Byl clipy ud iz gy @
nadaall Sl (il oS Aguadly 3D (30 Bupd iligiunay 5l patanly il
iy ezadl ooy Lalia g ebiall oda § A dall Sobuloll Jeadl as
R PR IR WA E VPSS P POV PRS- EESNPE PP L0 V3
bzl oo daall M5 (0 %38 Al Auamg il 3

Support and structural considerations
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Government support considerations
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® KFH's A2 deposit rating incorporates four notches of uplift from its baa3
BCA. This uplift reflects our assessment of a very high likelihood of
government support in case of need. This view is based on the bank's
systemic importance in Kuwait because of its domestic market share
(around 35% share by assets), farge retail deposit base and global
flagship Islamic bank status; its current aggregate 38% ownership by
various Kuwaiti government entities; and Kuwaiti authorities' long track
record of transparency surrounding the provision of support to
distressed banks.
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Counterparty Risk (CR) Assessment
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® KFH's CR Assessment is positioned at A1(cr)/P-1(cr)
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® The CR Assessment, prior to government support, is positioned one
notch above the Adjusted BCA of baa3 and therefore above the issuer
rating, reflecting our view that its probability of default is lower than that
of deposits. We believe senior obligations represented by the CR
Assessment will be more likely preserved in order to limit contagion,

minimise losses and avoid disruption of critical functions.

® The CR Assessment also benefits from four notches of systemic
support, in line with our support assumptions on deposits. This reflects
our view that any support provided by government authorities to a bank
that benefits senior unsecured debt or deposits is very likely to benefit
operating activities and obligations reflected by the CR Assessment as
well, consistent with our belief that governments are likely to maintain
such operations as a going concern in order to reduce contagion and
preserve a bank's critical functions.
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