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President's Message

A \Warm Welcome

of the Union of Investment Companies (UIC). The Investor is designed and published by the

| t pleases me to welcome you to the first edition of The Investor, the new quarterly publication

UIC members, for the benefit of all members of the broader community of stockholders,
managers, practitioners and investors in the national investment sector, the second largest
operating sector in the State of Kuwait.

Bader N AlSubaie

October 2017

ur aim is for this magazine to be
O informative, but above all profitable

for the readership. Inside you’ll
find a mixture of news, features and
research articles on a wide range of
investment-related topics, opportunities
and themes that are interesting for
investors, such as the discussion of new
investment instruments devised by the
Union’s members.

Through this forum, the UIC will highlight
its advocacy of the development of the
Kuwait economy, its efforts in promoting
laws and regulations that strengthen
transparency and investor confidence, and
affirm the Union’s stand at the defense of
the investment companies and sector’s
interests at various levels.

The Investor will  also showcase the
members’ contribution to Kuwait’s strategic
development projects, along with their
activity in international and regional stock
markets, especially the new Boursa Kuwait,
which enjoys prominence among Gulf and
Arab stock markets.

UIC Member companies at large continue
to fulfill their important function in the
domestic economy. At the individual level,
members continue to provide advantages
to investors to fulfill their investment
needs, whilst mitigating the entailed risks.
One of the main missions of this publication
will be to discuss research addressing the
packages offered to investors in this regard
in terms of management, diversification,
income, liquidity, and dollar appreciation.
The Union’s members with their years of
practical experience and market presence
are well positioned to discuss these aspects
through research articles written by their
specialists and researchers.

What led the Union members into this
guiding role for the investors are the special
circumstances which they went through,
along with the whole national investment
sector, and which they came out from, nearly
unscathed. I am referring in this regard to
the subprime crisis, the reverberations of
which caused the disappearance of several
investment companies in Kuwait. All the
Union members survived the crisis. Whilst
we cannot claim for sure that they were not
affected, we can on the other hand firmly
state that these difficult days rendered them
wiser in confronting challenging situations,
and qualified them for becoming a role
model for rest of the companies in that
sector. Again, it is through The Investor that
we intend the actualization of this advising
objective.

Furthermore, The Investor will mirror the
achievements of UIC members as good
corporate citizens. From this perspective, an
example in point are the efforts exerted by
UIC companies in supporting the
employment, training and induction of
national labor, who are Kuwait’s real national
wealth.

Another aspect of Corporate Social
Responsibility observed by UIC members is
exemplified in ethical labor practices, by
treating employees fairly and ethically. We
are aware that when given the choice,
customers will almost always choose a
company tied to a socially conscious cause in
addition to professional capacity, rather than
just a big corporate name. For this reason,
UIC members place Corporate Social
Responsibility at the forefront of modern
day business practices.

I hope you will enjoy this first issue. Your
opinions and suggestions are welcome.

.................................................................................. Issue 1
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GCC corporate investors

44% of all GCC corporate investors are based in the
United Arab Emirates, reports Arabnet.

kkk

GCC Growth Forecast

By 2020 the Gulf Cooperation Council population is

The IMF view on Kuwait

Kuwait is well positioned to contain the im-
pact of lower oil prices. Large financial buffers
and low debt provide policy space to imple-
ment the necessary fiscal consolidation grad-
ually, while increasing public investment to
support growth. In addition, the financial sec-
tor has remained sound and credit conditions
are favorable. In light of this, non-oil growth is
projected to rebound to about 4 percent over
the medium term, supported by the country’s

The Investor

forecast to reach 53.5m, a 30% increase over the level
in 2000. Over the same period, the region’s real GDP
is expected to grow by 56%. Nominal GDP, which
was US$341.6bn in 2000, is forecast to soar to over
US$1trn in 2010 and US$2 trillion in 2020, reports the
Economist Intelligence Unit.

gradually recover.

Kuwait’s explosive Creative Industries

ongoing five-year Development Plan. The fis-
cal and external positions are also projected to
improve as adjustment proceeds and oil prices

Issue 1

Creative Industries (Cl) are gaining recognition as
an important generator of jobs, knowledge, and
economic prosperity. The World Bank Group es-
timates that the creative industry contributes as
much as 7% to global GDP, with an expected
growth rate of about 10% a year. The consultancy
group McKinsey sees the Middle East and North
Africa (MENA) as the region where the industry
is currently growing most. Also known as “the
creative economy” or “cultural industries,” these
are the businesses that commercialize creativity,
expression, and skills — and they include design,
media, and the arts.

Despite the limited initiatives offered for working in
the Small and Medium Enterprise (SME) space, Ku-

Fine Arts

Art Organizations
Arts Venues
Interactive Arts
Museums, Galleries
Music

Performing Arts
Visual Arts

Software & Hardware
Augemented Reality
Education Technology
Health IT/ Medical Devices
Mobile Applications
Responsive Environments
Robotics

Software Development

wait’s Cl base isn’t far behind that of other high-in-
come, fast developing economies. The sector has
about 35,000 individuals and generates hundreds
of millions of Kuwaiti dinars in output and in Gross
Value Added products. This makes it one of the
largest non-oil sectors in Kuwait, equivalent to
24% of the value of the non-oil manufacturing sec-
tor and 72% of the business services’ sector.

Market research carried out by the Lattanzio Con-
sortium for Kuwait's National Fund for SME de-
velopment (KNF) says the industry has already
reached a considerable size — about 1.5 times
that of food and beverages manufacturing, 5 times
that of machinery manufacturing, and 8 times that
of plastics.

DATA Science

Big Data

Big Sensor

Embedded Computing
Pervasive Computing
Telecommunications

Creative Industry
Support Services
Consulting

Corporate R&D
Co-Working Spaces
Government R&D
Incubator / Accelerators
Post Secondary Education
Professional Societies
Selected Business Services

October 2017
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The role of Public-Private Partnerships in
developing Kuwait’s
Infrastructure

PPPs provide financing
and channel liquidity into
core productive economic
projects while also
increasing Kuwaitis’ stake
in the country’s long term
development.

eveloped countries and many emerging economies have been turning to new financing strategies to fund
Dcrucial infrastructure projects with Public-Private Partnerships (PPPs) being an increasingly popular model

in the world, particularly in power & water, healthcare, education, transportation, and infrastructure
projects. Creation of durable and high quality infrastructure is a prerequisite for rapid economic development and
requires sustained investments supported by technological innovation, a skilled workforce and excellent project
management. The task of pooling together all these resources often proves to be a burden far too heavy for the
government to carry alone. This realization has brought together the public and the private sector in a mutually
beneficial relationship in the form of Public-Private Partnerships (PPPs) to execute not only infrastructure projects
but also engender innovative strategies for social development. In Kuwait, PPPs have typically taken the form of
build-operate-transfer (BOT) contracts.

O CLODAT 2007 ceseerseersssessetssstiossisssstossstosstessstossssesasssssssssssssstsssstssstsesstsssstossssssstsssstosssssssssssssessssssstsssssesstsssstosstsosstossstossssssassssssesassssas Issue 1
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The basic intent of a PPP is to encourage the
private sector to capitalize on its capacity
to raise capital and its ability to complete
projects on time and to budget, for the
welfare of the community, without having
to compromise on its profit-seeking motive.
At the same time, the public sector would
retain its responsibility to provide goods and
services to the public at affordable rates.

What is a Public-Private
Partnership (PPP)?

According to Kuwait’s Partnerships Technical
Bureau (PTB), PPPs are “means for the state to
introduce private-sector capital and expertise
in sectors traditionally under public control
without losing its supervision of output
quality and tariff levels”. PPPs describe a
government service funded and operated
through a partnership with private sector. It
involves a contract between a public sector
authority and a private party, in which the
latter provides a public service or complete
a project and assumes substantial financial,
technical and operational risk. In projects like
in the infrastructure sector, the government
may provide a capital subsidy in the form of
a one-time grant, in order to make it more
attractive to private investors. In some other
cases, the government may support the project

by providing revenue subsidies or guaranteed
annual revenues for a fixed period.

The private-sector consortium establishes a
company called a “special purpose vehicle”
(SPV) to develop, build, maintain and
operate the asset for the contracted period.
In cases where the government has invested
in the project, it is allotted an equity share
in the SPV. The consortium usually includes
building contractor, a maintenance company
and lenders. The SPV signs the contract with
the government and with subcontractors to
build the facility and then maintain it.

Benefits of PPPs

There are various benefits to implementing
PPPs in Kuwait’s development initiatives. PPPs
can reduce the financial burden on the state
and limit growth in government spending
and the public sector. PPPs give the private
sector access to secure long-term investment
opportunities and attract private funding for
projects; they can generate business with the
relative certainty and security of a government
contract reducing the implications of market
uncertainty. For Kuwait, one of the core
benefits of the PPPs is that they contribute in
diversifying the economy and generate jobs
by developing the private sector. Benefits are
as follows:

The Investor
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1. Obtain Project Financing and Reduce
Public Capital Investment

2. Optimizing the Value of Funds:

The participation of the private sector
brings along access to expertise
and technological advances, which
potentially can increase the value of
money spent and the efficiency in
carrying out projects that improve the
quality of service. Furthermore, by taking
advantage of private sector innovation,
experience and flexibility, PPPs can often
deliver services more cost-effectively
than traditional approaches.

3. Risk Allocation:
Proper risk allocation  represents
one of the major challenges in the
implementation of the PPP model. PPP
contracts can also help reduce project
implementation lifecycle and costs and
shift risk to the private sector.

In conclusion, PPPs can provide financing
and investment opportunities to channel
Kuwaiti private sector liquidity into core
productive economic projects away from
equities and real estate. In addition, it
creates stability in the market. The PPP
program can also benefit local financial
markets and increase Kuwaitis’ stake in the
country’s development. Itincludes measures
such as requiring 50% of PPP ventures of
projects that exceed KWD 60 million to
be offered to Kuwaiti nationals in an IPO;
26% and above can be held by successful
investors; where a maximum of 10% can be
allocated to the initiator; and between 6%
to 24% to be held by the Public entities,
until the PPP project is operational. This
will help increase financial market depth
(bond and equity markets). PPP projects
have become more crucial following the
drop in oil prices and the rise of deficit. PPP
projects will most likely improve economic
efficiency, boost private sector growth and
increase its contribution in GDP, increase
job creation for Kuwaiti nationals and limit
the burden on the public sector.

- Kuwait Investment Company (KIC)

CALL FOR
SUBMISSIONS

¢ The Investor would like to
invite UIC members and other
interested parties to submit
articles and analysis on any topic
of interest to the investment
community in Kuwait.

¢ Possible topics: Wealth
management, mutual funds,
investment in Kuwait or GCC,
FDI, SMEs, transparency, PPP,
venture capital, bourses, market
makers, governance, private
equity, real estate, etc.

e Articles will be considered for
publication in upcoming issues of
The Investor.

e Article should be written in
Arabic or English, with a clear
point of view. Technical language
should be kept to a minimum.

® Graphs, charts and images are
welcome. A high resolution head
shot photo of authoris acceptable.

Please send NO LATER than
October 15, 2017 by
email to the following:

FadwaDarwish@unioninvest.org

Etheridge@KuwaitTimes.com

Issue 1
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KUWAIT AND ISLAMIC

DEBT CAPITAL MARKETS

Issue 1

By Abdullah Alhaddad

ukuk over the course of the last decade
Shas developed as a viable instrument

to diversify from traditional equity and
real estate markets in the Gulf Cooperation
Council ~ (GCC)  states.  Increasingly,
sovereigns,  financial institutions and
corporates have looked at this avenue to
raise capital.

Sukuk gives Islamic financial institutions
a tool to manage short term liquidity as
well. Since 2014, the International Islamic
Liquidity Management Corporation (IILM)
has been issuing 3-month short term sukuk
that have been very well received by the
market.

Furthermore, the sukuk global footprint has
been expanding, more so in the past six to
seven years. New jurisdictions have tapped
into the sukuk market. The year 2014 saw
four new sovereign entrants to the market:
Hong Kong, Luxembourg, South Africa and
UK. Going forward we expect this trend to
continue.

Kuwait is fast emerging as an important
player in the Islamic debt capital market in
the GCC. We expect the Kuwait government
to tap capital markets this year, starting with
a conventional bond and we may see a
sukuk issuance later in 2017.

The Executive Bylaws, Law No. 7 of 2010
called for establishment of the Capital

October 2017
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Markets Authority to Regulate Securities
Activities. The CMA law covers most of
the matters related to sukuk, from issuing
to marking, structuring and listing. A full
Chapter (Chapter Eleven) is dedicated to
the sukuk regulations. It also lays guidelines
for the establishment of a ‘Special Purpose
Vehicle Company’ for indirect issuances,
the mechanism of issuing a government

The sukuk global footprint

has been expanding,
more so in the past six

to seven years. New

jurisdictions have tapped

into the sukuk market.

sukuk whether through a direct or indirect
issuance, convertible, asset based, asset
backed and guaranteed sukuk. The CMA
laws also cover regulations and investment
controls related to money market funds
and debt instruments funds and the
requirements related to listing local and
foreign sukuk issuances.

Sukuk ata glance

. A sukuk is an Islamic
financial certificate, similar
to a bond in Western finance,
that complies with Sharia -
Islamic religious law.

. In May 2016, Kuwait-based
Boubyan Bank issued the first
ever Basel Ill-compliant Tier

1 US dollar-denominated
sukuk.

. Sukuk types include ljarah-
based sukuk, Istisna-based
sukuk, Salam-based sukuk,
Mudarabah-based sukuk and
Musharaka-based sukuk. The
most popular ljarah (Islamic
Leasing) due to its flexibility
and the lower risk since the
asset is already in existence
and the income more or less
guaranteed from the leased
assets.

. There are basically two
types of ljarah-based sukuk,
namely, that which is based
on the ownership of the
underlying asset (ijarah ayan)
or that which is based on
the sale of its usufruct (ijarah
manafi).

. The UK became the first
non-Islamic country to issue
sukuk in June 2014 with the
issuance of its first sovereign

sukuk.

Issue 1
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Boubyan Bank issued Tier 1 sukuk in May
2016. Boubyan Bank’s capital boosting
sukuk is the first Islamic bond to be issued
by a Kuwaiti bank and the first ever Basel
[ll-compliant Tier 1 US dollar-denominated
sukuk.The transaction marked Boubyan’s first
entry onto the international capital markets.
The sukuk was 5.6 times oversubscribed,
with a final order book of US $1.4 billion
from 94 accounts. This allowed Boubyan

Kuwait is fast emerging
as an important player
in the Islamic debt

capital market.

Bank to price the transaction at 6.750%.
KFH Capital acted as Bookrunner and Joint
Lead Manager.

In October 2016, Ahli United Bank tapped
the sukuk market with their US $200 million
debut Tier 1, NC5 perpetual sukuk issue
with a reoffer yield of 5.50 percent. The
subordinated sukuk were launched at the
tight end of guidance of 5.50-5.625 percent;
initial price thoughts were 5.75 percent.

) ettt ettt e s r s The Investor

In February 2017, we saw the first
benchmark-sized sukuk from a corporate:
Equate Petrochemical Company. The seven
year sukuk attracted huge demand from
investors in the GCC, Europe and Asia.
After releasing IPT’s at MS + 210 area, the
strong order book allowed them to price the
sukuk 35bps inside the IPT. The sukuk was
eventually priced at MS + 175bps to yield
3.944%. The final book size was approx. US
$3.7 billion made up by 275 accounts.

The increased Sukuk issuances has put
Kuwait in the top league of sukuk issuers and
has attracted attention from international
investors. KFH Capital has been active in
the primary sukuk space and has been a
lead arranger on most of the issuances out
of Kuwait. In the secondary sukuk market
space, KFH group is a market maker with
sukuk trading volumes averaging US $800
million a month.

From a demand perspective, we see
increased interest in sukuk as an asset class.
The demand supply imbalance is still quite
wide. The macro environment will also
prompt sovereigns and quasi sovereigns
from Kuwait, GCC and elsewhere to tap the
growing Islamic debt capital market.

Abdullah Alhaddad is Senior Vice President,
Investment Banking Division for KFH Capital
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Source: Doing Business in Kuwait 2017 - World Bank
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Mobile payments

disrupting the status quo?

Issue 1

By Humoud Salah Al-Sabah

Cash is still king in the GCC.
But that is soon to change. The
beauty of disruptive technology
is it disrupts, no matter what. Either

companies adapt quickly, or get
swamped under.

Consider the case of mobile payments.

Sweden opened its first unmanned
convenience store in March last year.
Amazon is testing a grocery store in Seattle
with no checkout lines. Customers check-
in at the entrance of the store with a new
app called Amazon Go, then grab whatever
items are needed and when they are done
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shopping, they just walk out. Amazon
claims it can track the items automatically
through a combination of computer vision

and deep-learning technologies.

After barter and money, plastic cards
represented the third generation of payment !
systems. However, the world is already ‘!
moving to the fourth-generation concept, i
viz mobile payments. It is surprising that i
the GCC enjoys one of the highest mobile
penetration rates (about 175 subscriptions
per 100 population) but is yet to embrace !
mobile payments, which account for a i
paltry 1.3 per cent of global transactions i
compared with about 37 per cent in Asia-

Pacific.

The GCC has a poor track record of
adapting to the third-generation plastic
card era, with only 25 per cent of its
population using them (and frankly, the
reasons for the region’s adherence to cash
are not entirely clear). However, here is
a great opportunity to leapfrog into the
fourth generation of payment systems,
with some help.

Banks that beat
this trend and
focus on digital
technology can
create huge
shareholder value.

Combine a tech-savvy youth demography
with very high mobile penetration, and
this leap to the fourth generation, mobile
payment system is just waiting to happen
in the GCC. In a study commissioned by
Cards and Payments Middle East, 77 per
cent of people polled said they needed
more convenience and less hassle in their
transactions. That opens up a US$3 billion
market in the UAE alone by next vyear,
according to Research Moz. But who will
capitalize on this opportunity?

Banks are the usual suspects, but they run
the risk of viewing this as another add-on
service and may miss the trend completely.
The GCC banks have so far demonstrated
a lackadaisical attitude about embracing
digital banking and are now under
considerable pressure to innovate digital
services. The dent the global financial
crisis had on their balance sheets kept
them busy restructuring and cleaning up,
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leaving little time to focus on technology
investments.

Banks that beat this trend and focus
on digital technology can create huge
shareholder value. Some banks are offering
digital wallets powered by MasterPass,
which was launched by MasterCard, and
lets smartphones store credit and debit
card information in digital form, enabling
users to make purchases with their phone
instead of a card.

However, a delay on their part will enable
non-bank players to swiftly move in and
capture the market. The substantial success
of the UAE-based Beam Wallet is a case
in point. While this competition between
banks and non-banks plays out, regulators

will also catch up with the trend. The Central
Bank of the UAE has already approved
mobile wallets and it's only a matter of
time before other central banks recognize
this trend and introduce norms for orderly
growth.

The rapidly evolving mobile payment
architecture will affect key stakeholders
such as service providers (credit card
companies and banks, for example),
retailers, customers and regulators. Among
them, customers are the most ready and will
drive the change while others will catch up.
Who knows, in about three years you might
be able to forget your wallet at home — but
not your smartphone.

Kuwait Financial Centre “ Markaz”

The Investor
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. InterVIGW by Jamie Etheridge

SUWALT S
ECONOMIC FUTURE

A conversation with HE Minister of Finance Anas Al-Saleh

he Investor interviewed His Excellency the Deputy Premier

and Finance Minister Anas Al-Saleh about the future of
the Kuwait economy, government efforts to reform spending
and subsidies and the projects and investment opportunities
created by the Kuwait Vision 2035 plan.

October 2017

THE INVESTOR: What are the policies/
regulations set by the government in order
to promote investment in Kuwait (such as
the new companies law, the FDI law, etc.)
and what are the effects or changes so far?

MINISTER ANAS AL-SALEH: The
government is keen, as shown by the
medium-term development plans, fiscal
reform policies and its annual working
programs, to support the private sector to
lead economic activity. There is a serious
will to remove all obstacles and difficulties
that obstruct the local business environment,
encourage fair competition and attract
capital, be it local or foreign.

To this end, the Kuwait Business Center
was established under the umbrella of
the Ministry of Commerce and Industry.
This center, through its website, gives the
opportunity to establish a new company
by one visit to the center. Moreover, the

center lists all laws, rules and procedures in
question, such as the companies law, law 1
for 2016 and its by-law, commercial stores
licensing law, small and medium businesses
care national fund, direct investment law
which encourages foreign investment, law
116 for year 2013 and related laws and
measures.

Meanwhile, the board of directors of the
National Fund for Small and Medium
Enterprise Development aims to speed up
and ease the establishment of private sector
enterprises.

As for the results, it is worth mentioning
that 755 companies were established in just
one month (May 2017), and 554 practice
licenses were issued. These are record
numbers for a small economy like Kuwait.
Besides, the time span for establishing a
new enterprise was shortened, from around
two months to just a few days.

Issue 1
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As for the level of foreign direct investment,
Kuwait  Direct Investment Promotion
Authority (KDIPA) is active. According to
available data, the total value of licensed
foreign investments last year reached around
KD 403 million, including investments by
six well-known international companies.
On the other hand, the mechanism of the
national fund for National Fund for Small
and Medium Enterprise Development is
currently under a comprehensive review
that aims to activate its role in encouraging
entrepreneurs and diversifying the base of
projects financed by the fund.

There is a serious
intention to remove

all obstacles and
difficulties that obstruct
the local business
environment, encourage
fair competition and
attract capital, be it

local or foreign.

THE INVESTOR: The government initiated
several budget reforms due to the drop in
global oil prices. What is the effect of this
on Kuwait’s investment atmosphere as far as
local and foreign investors are concerned?

The governmenthasbeen taking
many measures aiming at reforming public
funds and the public budget system at the
level of rationalizing and supporting current

investment expenditures, respectively. This
is important due to its close connection
with  strengthening economic growth,
providing job opportunities and boosting
non-oil exports. As for the revenues side,
the government is considering many
proposals to increase the contribution of
non-oil revenues.

It is worth mentioning, in this respect to the
latest Moody’s report, where Kuwait has
maintained its sovereign rating at Aa2, and
upgrading the future outlook from negative
to stable. This development reflects, among
other things, the fiscal creditworthiness in
the medium range, and the well-defined
strong performance of the public finance.
| have to mention, here, as well, that the
Ministry of Finance is in the process of
launching the medium-term budget, i.e. the
three-year budget, and the establishment of
a special unit of public debt.

Among the most important achievements
in reforming the budget are: using a fiscal
ceiling for current expenditure, enhancing
investment expenditure, reviewing
allowances of public authorities, limiting
the establishment of new authorities,
and planning the merging of government
authorities and departments serving similar
purposes.

The measures of rationalizing and
supporting  current and  investment
expenditures respectively, will contribute
to enhanced demand for commodities and
service. This, in return, will strengthen the
attraction of both domestic and foreign
investment, and, hence, raising the rate of
non-oil growth. Rationalizing expenditure
will, also, contribute to reducing the budget
deficit and directing savings towards more
feasible investments.

THE INVESTOR: The government strongly
supports the model of partnership between
public and private sectors (PPP), with the
existence of several new mega projects
that are being built or are in the plans to
agree with the PPP framework. What are
the expectations in the short and medium
term for this model as far as its impact on
Kuwait’'s economy?

October 2017
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AL-SALEH: The government aims, through
law 116 of 2014 (which replaced law 7
of 2008), to encourage Public-Private-
Partnership (PPP) model covering both
domestic and foreign and private sectors.

This model includes major projects, such as
infrastructure. A document supporting fiscal
and economic reform, approved by the
Council of Ministers in March 2016, adopts
the (PPP) model, encourages the citizens
in owning within (PPP) model, in which
contribution reaches around KD 2.7 billion
during for period 2016-2019.

Among the expected effects of boosting
the (PPP) is to strengthen the private sector
role, and its contribution to the growth rate,
and securing the citizens, ownership of the
(PPP) project.

To site few examples, the North Zour station
project was launched within the (PPP)
framework. Meanwhile, the tenders of the

October 2017

three other partnership (PPP) projects (the
second North Zour station, Um Al-Haiman
sewer water purification project and the
solid waste treatment project in Kabd) have
been completed. Preparations are ongoing
for other projects, such as the service-
entertainment center in Egaila, rest areas
on highways, and other projects related to
energy and infrastructure.

THE INVESTOR: What is the government of
Kuwait and the finance ministry in particular
doing to help diversify Kuwait’s economy
away from its semi-total dependence on oil
revenues? What are the important industries
or economic sectors that the leadership
envisions in the medium range (3 to 5
years), and how will the government help
these industries to develop?

AL-SALEH: The economic diversification
is, by nature, a long-term target that
requires a huge investment in non-
oil activities, facilitate a competitive
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investment climate, legislative reform, well
developed infrastructure, and a major role
for private domestic and foreign investment,
among others.

Rationalizing current
spending and supporting
investment will contribute
to the continued demand
for commodity and service
projects, strengthening the
attraction of both local and
foreign investment, and this
in turn will contribute to
raising the total rate of
non-oil growth.

Accordingly, diversification is considered
one of the state’s development plans.
Referring to the medium-term development
plan (2015/2016 - 2019/2020), 17 projects
are linked to the vision of transforming
Kuwait into a financial and commercial
center, 19 empowerment projects, and 88
operational projects, also linked to this end.
As for the annual plan (2017/2018), several
strategic projects with a total cost of nearly
KD 23.5 billion, in addition to several other
(PPP) projects and shareholding companies
are included.

The Investor

The government encourages the domestic
private sector and facilitates the expansion
in various fields of productive economic
activities. This is done to increase the share of
non-oil sectors in the economy. An attention
is paid, as well, to the role of petrochemical
industries as a mean of diversifications.
The government is also working through
Kuwait Petroleum Corporation on the
expansion and diversification in the field of
petrochemical industries.

Diversification includes, as well,
investments in several related projects
abroad, such as the refinery project and a
petrochemical complex in China worth $5
billion, and a refinery and petrochemical
complex project in the economic area of
Dugm in Oman, valued at nearly $6 to $8
billion. Besides, the domestic private sector
has been investing in a various activities
abroad, be it in the field of food, agriculture,
financial services, communication services
and manufacturing.

Kuwait as a destination for FDI

THE INVESTOR: When looking for
investment opportunities in the Gulf, what
makes Kuwait an attractive and competitive
destination for foreign investors compared
with the economies of UAE, Qatar and
other GCC countries?

AL-SALEH: My government, and through
the medium-term development plans,
and reform programs, seeks to establish a
friendly business environment for domestic
and foreign investments alike. This will help
to compete with the rest of GCC countries
to attract foreign investors.

According to the Kuwait 2035 vision, and
other related programs, we look forward to
rank Kuwait at the competitive international
level, whether in terms of ease of doing
business or other competitiveness indicators.
As you are aware, the general indicator of
the ease of doing business comprises of 10
sub-indicators, and the government is keen
to improve its performance in every single
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sub-indicators, in order to attract more
productive foreign investment.

We also seek to take advantage of Kuwait's
geographic location, as it forms a natural
link between sea trade routes from Asia
and land routes heading to Europe. Kuwait
is the first state that signed the cooperation
treaty with China, to activate the old Silk
Road. Moreover, Kuwait finalized a study to
transform the country’s islands into financial
and trade hubs, to serve implementing the
Kuwait vision 2035.

Kuwait and VAT

THE INVESTOR: There are plans being
prepared to impose value added tax in
GCC countries in 2018 - what is your
view of this issue? Do you think VAT will

October 2017

become a reality in Kuwait? What will be
the effect of VAT on investment in Kuwait
and on Kuwait's economy as a whole? Is
the VAT different from the sales tax that will
be imposed? Does the government plan to
impose income tax or new forms of taxes
in the short and medium terms (2-5 years)?

AL-SALEH: The secretariat general of the
GCC received two ratification documents
from UAE on the selective tax unification
treaty and the VAT unification treaty in GCC
countries. The UAE is the second country that
deposited the two ratification documents at
the GCC secretariat general. Based on the
texts of both treaties that consider these two
taxes in effect since depositing the document
of the ratification at the secretariat general,
both taxes - the selective and VAT - are in
effect. It remains for each country to choose
the mechanism and time to impose both
taxes. January 1, 2018 was previously set
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to start imposing VAT in the GCC countries,
but it was left to each country to ask for an
extension of implementation for one more
year, according to their circumstances, and
their readiness to impose them.

The Kuwait constitution forbids the
imposition of any tax in Kuwait without
legislation, so it is necessary for the National
Assembly to approve the imposition of VAT.
Each state must make sure accounting and
other necessary logistics are in place before

the start of implementation. In case this is
met, Kuwait will be ready to impose the tax
and we will take all measures in coordination
with the commerce and industry ministry
and other concerned departments in the
state, in order to limit any unjustified price
increases using this tax as an excuse.

As for how VAT will affect investment, the
agreed rate is 5 percent, so its effect will be
limited. As it is a tax at the regional level,
its effect on the geographic distribution of
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investment in the region will be neutral, and
because it is a tax that targets consumption,
it will not affect total income. It encourages
savings and investment, and motivates
economic growth.

As for the difference between VAT and sales
tax, VAT is a fee imposed on what each stage
of a product’s production or service adds as
an additional value on it, as the producer
pays a tax on his contribution, that is the

added value on the product that he deducts
from the tax paid to the state, which is
included in the components he bought to
complete the product. The collection and
deduction process continues in each of
the production stages, until the product
or service reaches the end user who bears
the VAT for one time only on the price he
paid for a product or service. The sales tax
is imposed on the final price of the product.

Investor confidence
and subsidies

THE INVESTOR: Economic activity and
political instability can affect investor
confidence. What is the government doing
to reduce budget expenses (related to
public sector salaries as a major issue in
the budget, and lifting subsidies), while
increasing investor confidence at the same
time?

AL-SALEH: One of the current fiscal
policy components is rationalizing current
spending, in addition to rationalizing
subsidies, to make sure it gets to those who
deserve it (and not canceling it as mentioned
in the question). Bear in mind the current
efforts concentrate on rationalizing energy
subsidies only (fuel, power and water),
which form nearly 70 percent of the total
subsidy value, and represent two of 13
forms of subsidies the state general budget
bears (including cost of living, construction
material, agriculture and fish resources,
industry and treatment abroad subsidies
and others).

As for the procedures of rationalizing current
spending, the finance ministry, since the
drop in oil prices at the end of 2014, took
measures that are directed to rationalize
administrative government spending by
requesting all ministries and government
entities to rationalize their spending through
15 executive measures. These include for
example, ceasing the establishment of new
public authorities and stopping expansion
of current organizations.

................................................................................. Issue 1



The above-mentioned measures aim at
maintaining  investors’ confidence in
Kuwait’s economic performance, whether
in terms of private domestic, or foreign,
investment.

Land and Kuwait Vision 2035

THE INVESTOR: The shortage of industrial
land is another factor that prevents
investment opportunities and industrial
growth in Kuwait. What are the plans of the
government to deal with this issue?

AL-SALEH: Allocating industrial land
is under the jurisdiction of the Public
Authority for Industry, which affiliates to the
Ministry of Commerce and Industry. There
was a delay in preparing new industrial
areas in earlier periods, due to the lack of
an integrated economic-industrial plan to
utilize the lands that under the authority’s
supervision in new industrial areas that lack
infrastructure. The authority announced
an initiative, launched by the Ministry
of Commerce and Industry, and head of
the authority, to build an economic and
industrial city. Also, the Shadadiya project
that contains 1,036 plots allocated for
industrial projects is now ready, and these
lands will be allocated for expansion of
existing and new factories in various fields.

THE INVESTOR: What are your views
on the New Kuwait plan, with emphasis
on implementing the plan, opportunities
for investors and the role of investment
companies in this plan?

AL-SALEH: “Kuwait Vision 2035” relies
on seven aspects: Effective government
administration, sustainable and diversified
economy, advanced infrastructure,
sustainable living environment, high-quality
healthcare, creative human capital and a
distinguished international status. Private
sector investments have a major and integral
role in achieving a diversified economy.

R3S T SRR

The vision concentrates on the role of
the private sector in implementing the
diversification objective. Such a role, within
the vision, is extended to included-financing
16.9 percent of the projects included in the
2017/2018 plan, while the rest is distributed
between the oil and the non-oil government
sectors. There are also private investment
opportunities, in addition to the financing
role, in terms of (PPP) projects.

The Investor
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THE EVOLUTION OF

By Jamie Etheridge

uwait is leveraging political stability,
Khigh liquidity, improved regulation

and currency stability as it pushes
toward emerging market status. As the
oldest stock market in the region and the
second largest after Saudi Arabia, Kuwait’s
bourse is in a strong position to serve as
a destination hub for local, regional and
foreign investment.

But to achieve this, it must first reform and
develop its Capital Market. Over the course
of the last few vyears, Kuwait has taken
several important steps in this direction. In

KUWAIT'S BOURSA

Emerging market status on the horizon

February 2010, with the establishment of
the Capital Markets Authority (CMA), Kuwait
laid the regulatory groundwork necessary
for stabilizing the Kuwaiti Capital Market,
licensing brokers, portfolio managers,
clearing agents and ensuring listed
companies adhere to required regulations
and public filings.

The CMA is now implementing a multi-stage
strategy aimed at positioning Kuwait as an
emerging market with a target date of fourth
quarter 2017/first quarter 2018. Among
the changes that took place are important
transactional ones including the shift from
settlements at T+0 for local investors and
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T+2 for custodians (foreign investors) to a
unified T+3 settlement cycle. The move sets
up an important benchmark for investors,
equalizing local and foreign investors (via
custodians) and streamlining processes
handled by Kuwait Clearing Company (KCC).
Furthermore, foreign investors can make use
of the newly introduced custodian rejection
facility that KCC has recently introduced.

“KCC will play an important role in
transforming the capital markets of Kuwait,
making it an exciting investment opportunity,”
notes Othman 1. Al-lssa, Chief Executive
Officer of KCC.

In line with the CMA decision 72/2016 to
implement the Interim Post Trade Model 1
(IPTM 1) Mr. Al-Issa explains that the KCC
has a multi-stage strategy already underway
aimed at developing its Post Trade systems in
line with international best practices, IOSCO
and I1SO principals.

Another key change will be the introduction
of Market Makers — with the facility of short
selling and the ability to use securities lending
and borrowing (SLB).

Othman Al-Issa

In the second phase of KCC's strategy for
the market’s upgrade, the Kuwaiti capital
market will adopt the concept of Qualified
and Nonqualified brokers and settlements
will be conducted using delivery vs payment
(DVP) model 2, as approved by the Bank of
International Settlements (BIS). Furthermore,
the market will introduce the concept of
subaccounts for investment companies and
cash settlements will be processed through
qualified banks.

In the third and final phase, due to be
implemented by 2019, the Kuwait Capital
Market plans to adopt clearing through
the Central Counter Party (CCP) and cash
settlements will be processed through the
Central Bank of Kuwait. KCC has planned
for this within its long term strategy. The
introduction of various layers of clearing
memberships (direct and non-direct) and
various layers of protection according to
international best practices should enhance
the market’s status and will help in the
introduction of new investment tools at
Boursa Kuwait.

The goal of these changes will be to develop
The Kuwaiti Capital Market in line with
international best practices and position
it as an emerging market, develop its
attractiveness as a destination for investment
locally, regionally and internationally.
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By Faisal Hasan, CFA
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the region with development work spread across
a number of sectors. The country boasts projects
worth more than US $228 billion under execution,
with a further US $98 billion at the study stage and US
$71 billion at various stages of pre-execution. In all,
there are more than 600 projects in both the oil and
non-oil sectors in the country to be delivered in the
coming years.

Kuwait has one of the most active project markets in

......................................................................................................................................... October 2017



The market is expected to get a further boost
from the “New Kuwauait” strategic vision

Moreover, the market is expected to get
a further boost from the “New Kuwait”
strategic vision announced earlier this
year. The vision covers various regulatory
reforms that could pave the way for faster
approval and execution of projects. The new
plan covers seven key areas, called pillars,
and aims to transform the country into a
financial, cultural, and institutional leader in
the region by 2035.

Projects Planned and in
the pipeline (USD Billion) >>
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No. of projects

Industry Budgeted Exp. (US $ million)
Construction 122,540 280
oil 100,189 (4
93,245 111
Power 46,960 81
Gas 17,683 25
Water 8,672 35
Chemical 7,565 3
Industrial 685 7
Grand Total 397,539

Source: MEED Projects, KAMCO Research
Note : Figures include projects under study and in the pre-execution stage

Transport

In terms of project pipeline, Saudi Arabia
leads the region owing of its sheer size
with projects worth more than a trillion
dollars in pipeline followed by the United

country. In addition, according to the IMF,
Kuwait is the only country in the GCC that
is expected to report fiscal surplus in 2017
(3.2% of GDP) as against deficits for the

Arab Emirates with US $853 billion worth rest of the countries.
of projects. Kuwait's project pipeline
stood at US $257 billion or 10% of the
total GCC pipeline of US $2.65 trillion.
Notably, while Qatar and UAE reported
bigger project pipelines, we believe that
while a majority of these projects are
event-driven (for the FIFA World Cup 2022
and Expo 2020), Kuwait’s project market
caters to the current and future needs of
the economy and is not driven by any
major event in the future.

We believe that the aforementioned factors
along with an ongoing average oil price

In terms of industry split, construction
projects continue to account for the lion’s
share of total value of the projects at
close to US $122 billion split across 280
projects. The oil sector accounted for 25%
of the total with US $100 billion spread
across 67 projects.

Kuwait's appetite for investing in new
projects is much stronger than the rest of
the GCC countries owing to the surpluses
that the country has accumulated over the
years. This was also reflected in projects
awarded during 2016 which stood at US
$14 billion despite the fall in oil prices.
The country also has the lowest breakeven
oil price estimated at US $47.7 per barrel
for fiscal year 2017 as against the price
assumption of US $45 per barrel used in
estimating the 2017/18 budget for the
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Project Name

KNPC - New Refinery Project
KNPC - Clean Fuels Project 2020

KOC - Ratqa Lower Fars Heavy Oil (LFHO) Handling Facilities
PAHW - South Al-Mutlaa City

MPW - Mubarak Al-Kabeer Seaport Project

KAPP - Al Zour North IWPP

Kuwait University - Sabah Al-Salem University
PAHW - Sabah Al-Ahmed Township

DGCA - Kuwait Airport Expansion

MEW / KISR - Shagaya Renewable Energy Complex

Source: MEED Projects, KAMCO Research

Industry

Oil

Oil

Oil
Construction
Transport
Power
Construction
Construction
Transport
Power

Budget
(US $ billion)

17.0
16.3
9.0
9.0
9.0
8.4
6.3
6.2
6.0
5.6

of above US $50 per barrel should augur in 2016 will be announced during 2017,

well for the project market in Kuwait and further supported by the need to upgrade,
would support timely execution as higher- replace and maintain the existing aging
than-budgeted oil revenues should support infrastructure in the country.

budget fundlng. Ws ebxpect Pr]lewszOJeCt Faisal Hasan is Chief Business Development
announcements to be better than 2016 as Officer and Head of Investment Research at
we believe that projects that were delayed KAMCO Investment Research Department.

Completion

2019
2022
2030
2025
2030
2024
2020
2030
2025
2033
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Good corporate
governance protects
shareholders;
stakeholders,
management and
directors while

encouraging confidence

and trust.

Corporate governance concerns the
system of rules and processes by
which a company management
operates in relation to the policies and
procedures that determine expectations
or grant authorities in order to protect the
company and shareholders” interests and to
avoid conflicts of interest.

Corporate Governance Role,
Importance and Goals

The key goal of applying corporate
governancerulesistoensure thatcompanies
are run in line with shareholders objectives,
in a manner that enhances investor
confidence in the management. Corporate
governance ensures efficiency of company
performance and its agility during times of
crises. Corporate governance rules are the
principles, systems, and procedures that
achieve the best protection and balance
between the interests of management
companies, and those of shareholders, and
other stakeholders.
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One of the most significant goals of adopting
the rules of corporate governance is to
protect shareholders and separate powers
of the executive management — which
implement the business of a company — and
a board of directors that prepare and review
the plans and policies for a company.

Such rules of governance contribute to
the development of companies, increase
profitability and reduce risks. It also helps
the board to ensure than the management
team works for the company’s good and in
line with shareholder’s goals.

The importance and benefits of corporate
governance for companies, in particular,
and the financial sector, in general, are:

1. Enhance administrative efficiency of
companies

The rules of governance encourage the
application of a sound methodology
in companies’ management through
best practices of modern administrative
methods.

Lower costs for funding

Applying rules of governance creates
an environment of trust and safety for
investors.

Therefore, a company will be able to
receive the necessary sources of fund-
ing at the lowest cost in the market. It
will attract investors for new issues of
various financial instruments offered by
the company.

Enhance procedures of supervision and
audit

The Investor
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Enhanced supervision and auditing
through the implementation of best
practices will further reduce risk and
add to a climate of professional, effi-
ciency and confidence.

Support social role of companies

The rules of good governance encour-
age companies to play more effective
social roles, as they lead companies to
expand their activities to include other
activities in addition to their basic or
key activities. For example, a company
can conduct studies and research that
benefit the company, the society, the
environment, and the economy, while
taking into consideration the three
components of sustainable develop-
ment: economic growth, social prog-
ress and environmental protection.

Enhance fairness, transparency and
fair treatment

The rules of governance aim, through
application of principles included
therein, to enhance fairness, transpar-
ency, and fair treatment of all parties
of shareholders, investors, and other
stakeholders.

Minimize conflicts of interest

The rules of governance require com-
panies to follow clear rules of conduct
while dealing with various groups in-
side or outside the company and avoid
all unsound practices, which may re-
sult in conflicts of interest and expose
the company to financial problems.

— Kuwait Clearing Company
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Overview

During the last two decades, the investment
companies have been an immense impetus
within the local and regional economy. They
have provided financing and investment
services, asset management, in addition to the
financial investment services, such as mergers
& acquisitions and more. Furthermore,
they have rapidly extended their business
operations in the regional and international
markets, including the provision of financial
services in accordance with the provisions of
the Islamic regulations.

According to the statistics provided by the
Central Bank of Kuwait in February 2016, the
number of investment and financial services
companies reached 79 companies, including
28 listed companies in the Kuwait Stock
Exchange, where they altogether manage
assets of around 9.8 billion Kuwaiti Dinars.

The investment sector is considered the second
largest sector in the Kuwait Stock Exchange
after the banking sector in terms of the size of
its capital, as it is the third largest sector after
oil and manufacturing industries as well as
banks in terms of contribution to GDP.

Given the importance of this sector emerged
the idea of establishing the Union of
Investment Companies (UIC) in January
2005, which currently holds 38 investment
and financial services companies within its
membership.

Mission
Adapting the appropriate atmosphere for
developing the efficiency of the investment
sector and financial services in consistency
with developments in the international
markets, including legislation and autonomous
regulations to serve national economy.

Objectives of Union of Investment
Companies (UIC)

e Activating the involvement and
participation with all formal and informal
establishments in the country as well as
working with them to develop a clear
strategy to transform Kuwait into an
advanced financial center to create a
competitive atmosphere for all investment
companies.

e Providing and suggesting draft proposals
to update and reform legislation on the
financial sector (the Capital Markets
Authority law, corporate law, and the
foreign investor law, etc.)

e Working to complete the institutional
structure of a mature financial market,
which operates to protect the investments
and improve the investment environment
and stability of transactions, raising
confidence in the economy.

The Investor
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e Working to increase the number of
UIC members, and to provide detailed
data on member companies.

e Expanding the investment base for
investment companies and assisting
the investment sector in launching its
investment projects and overcoming
all obstacles facing investments and
the promotion of the investment
companies inside and outside Kuwait.

e Encouraging investment companies
and financial markets on growing
their activities and widening their
financial instruments (various funds,
fixed income debt instruments,
convertible bonds, Islamic bonds,
etc.) to assist investors in diversifying
their operations and investment
choices.

The Investor

Seeking arbitration to settle internal
disputes that may arise between UIC
members.

Direct communication and establishing
joint committees with all the official
entities that are relevant to the
investment sector (Central Bank of
Kuwait, Capital Markets Authority,
Ministry of Commerce and Industry,
Ministry of Finance, Kuwait Chamber
of Commerce and Industry, Committee
of Finance and Economic Affairs in
the National Assembly, Financial
Committee at the Council of Ministers,
Workforce Program and Restructuring,
and more).

Activating the role of Investment
Studies Center (ISC) to provide services
and trainings to those interested in the
investment field.

UIC Members

Kuwait Investment Company (KIC)

International Financial Advisors Company (IFA)
Al-Safat Investment Company (SAFAT)

KAMCO Investment Company (KAMCO)

National Investments Company (NIC)

Amar Finance and Leasing Company (AMAR)
Al-Fanar Investment Company (FANAR)

Kuwait Clearing Company (MAQASA)

Allmtiaz Investment Group (ALIMTIAZ)

Kuwait Financial Centre Company (MARKAZ)

The Securities House Company (SH)

Global Investment House (GLOBAL)

KFH Capital Investment Company (KFH CAPITAL)
Kuwait & Middle East Financial Investment Company
(KMEFIC)

Wafra International Investment Company (WAFRA)
Gulf Investment Corporation (GIC)

Osoul Investment Company K.S.C (closed) (OSOUL)
Al-Aman Investment Company (ALAMAN)
Al-Tamdeen Investment Company K.S.C.C. (TAMDEEN)
Al-Manar Financing & Leasing Company (ALMANAR)
Al-Ritaj Investment Company (ALRITA))

Kuwait Pillars for Financial Investment

23
24
25
26
27
28
29
30
31
32
33
34
35

Bader N. AlSubaie
Saleh S. Al-Selmi
Abdullah H. Al-Terkait
Faisal M. Sarkhou
Hamad A. Al-Ameeri
Hamad M. Al-Saad
Tarek 1. Al-Mansour
Othman 1. Al-Issa
Nawaf H. Marafi

UniCap Investment and Finance

A'ayan Leasing & Investment Company (A'AYAN)

Watani Investment Company (NBK CAPITAL)

Arzan Financial Group For Finance and Investment (ARZAN)
The Investment Dar Company (OAR)

Dimah Capital Investment Company (DIMAH)

Aref Investment Group Company (AREF)

Adeem Investment & Wealth Management (ADEEM)

Wared Lease & Finance Company (WARED)

Boubyan Capital Investment Company (BOUBYAN CAPITAL)
Noor Financial Investment Company (NOOR)

First Investment Company (FIC)

Kuwait Finance & Investment Company (KFIC)

President

Vice President

General Secretary& Board Member
Treasurer & Board Member

Board Member

Board Member

Board Member

Board Member

Board Member
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