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Key Data Highlights

EPS (AED) * 0.33

BVPS (AED) * 214 * Gulf Pharmaceutical Industries (Julphar)

PIE (x)* 8.38 recorded revenue of AED676.A_1mn in 2007,
up 17.4% from AED576.4mn in 2006. The

PIBV () 130 revenue included AED541.5mn from the

Avg. daily vol. 232393 parent company and AED134.9mn from

52 week Lo/Hi (AED) 1.76/2.80 subsidiaries.

Market Cap (AED bn) 1.78

*Projected (2008) and market price as on July 27,2008 ¢ Gross profit of the Julphar was
Source: Global Research AED353.9mn for the year 2007 , up 10.9%
from AED319.2mn for 2006. However the
gross profit margin declined to 52.3% during 2007, compared to 55.4% for 2006. The
profit declined during the year due to the appreciation of major currencies especially Euro
against US Dollar (to which AED is pegged).

e Net profit for the year 2007 was AED207.5mn, almost thrice of 2006 level. The net profit margin
for 2007 was significantly up at 30.7%, from 12.0% in 2006. This improvement in net profit is
mainly attributed to investment income and one-time income from sale of subsidiaries.

e Total revenue in 1H-2008 increased by 14.4% to reach AED308.5mn, up from AED269.8mn
in 1H-2007. For 1H-2008, Julphar’s operating profit increased by 11.9% to reach AED57.0mn.
This translated to an operating margin of 18.5% in 1H-2008, down from 18.9% in 1H-2007.
Net profit for the period was AED122.2mn, up 96.1% from 1H-2007. The net profit margin for
1H-2008 was 39.6%, up from 23.1% in 1H-2008.

» Based on the current market price of AED2.78, Julphar stock is trading at 8.59x of its 2007
earnings and 1.45x of its 2007 book value. On a one year forward basis, the stock is trading
at 8.38x of 2008F earnings and 1.30x of 2008F book value. Based on a WACC of 10.0%, the
DCF value of Julphar is AED3.91. On a relative valuation basis, the Company’s stock value is
AED3.63. Based on the combination of DCF and Relative Valuation method, we recommend
a BUY on the stock with a price target of AED3.86, an upside of 38.7% from current levels.
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Recent Developments
e The Chief Executive Officer of Julphar Mr. Abdul Razzaq Yousef has resigned recently.
His resignation was effective as of July 11, 2008.

e In the first half of 2008, Julphar has opened two plants to produce antibiotics. The two
pharmaceutical manufacturing units - Julphar 8 and 9 - which cost AED30mn will
produce in the first phase over 50 kinds of antibiotics with a total capacity of 30 million
syringes a year. The two facilities will produce injectable penicillin and cephalosporin.
As per the Company’s management, work is progressing as schedule in building seven
new manufacturing plants in Ras Al Khaimah at a total cost of AED800mn.

e In December 2007, Julphar and Global Investment House ‘Global’ announced the
formation of Planet Pharmacies LLC (Planet). Planet, a holding company established in
Dubai, UAE, aims to become the largest healthcare products retailer in the MENA region
through organic and inorganic growth strategies. The company was formed with a capital
of AED900mn and eventually to be increased to AED3bn and has Julphar and the private
equity funds managed by Global as its founders having 40% and 60% shareholding
respectively. As part of the transaction, Planet has acquired existing pharmacy units
(including Julphar Drug Store, Awafi Drug Store and others) of Julphar.

e In November 2007, Julphar and The Yemeni Economic Corporation (YECO) signed an
agreement under which Julphar will invest in the expansion of the medicinal production
of the Yemen Drug Company for Industry and Commerce (YEDCO). The plan envisions
new product lines and the marketing of YEDCQO's products into African countries. Julphar
would also implement training for YEDCO and the Ministry of Public Health and
Population at pharmaceutical plants and laboratories in the UAE.

Financial Performance - 2007

Revenue:

Julphar recorded revenue of AED676.4mn in 2007, up 17.4% from AED576.4mn in 2006.
The revenue included AED541.5mn from the parent company and AED134.9mn from
subsidiaries. About 90 per cent of production of Julphar is exported to 47 countries in the
MENA region, US, Europe, Africa, Eastern Europe, Russia and Iran. It is pertinent to mention
that during 2007, the Company transferred its ownership in Julphar Drug Store and Awafi
Drug Store to newly formed Planet Pharmacies LLC for a consideration of AED150mn.
However it continues to hold a 40% stake in Planet Pharmacies.

Gross Profit:

Gross profit of the Julphar was AED353.9mn for the year 2007, up 10.9% from AED319.2mn
for 2006. However the gross profit margin declined to 52.3% during 2007, compared to 55.4%
for 2006. The profit declined during the year due to the appreciation of major currencies
especially Euro against US Dollar (to which AED is pegged). As Julphar imports most of its
raw materials, due to the exchange rate fluctuation and decline in the value of US Dollar, the
cost of raw materials has gone up. During the year, the cost of raw materials (which forms
around 80% of cost of sales) was up by more than 30%.
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Chart 1: Gross Margins
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To ensure smooth supply of raw materials and to protect itself from rising prices, Julphar
tied up with an Indian company SMS Pharmaceutical in 2007 to manufacture raw materials
required for its plants. It has also taken a 12.2% stake in SMS Pharmaceutical for INR300mn.
SMS Pharmaceuticals is a specialist company in the synthesis of active pharmaceutical
ingredients (API) in India and one of the leading producers of Ranitidine HCL in the World.
SMS Pharmaceutical is an FDA approved APl manufacturer and has a considerable portfolio of
API. As per the management of Julphar, the Company itself was planning to own facilities for
synthesis of APIs. However taking into consideration the strategic advantages of joining hands
with a compatible partner instead of erecting its own facilities, and given the fact that SMS
Pharmaceuticals already had FDA’s approval, Julphar invested in SMS Pharmaceuticals.

Operating Expenses:

Julphar’s distribution expenses increased by 10.8% in 2007 to reach AED198.5mn. This as
a percentage of total revenue declined to 29.3% in 2007, down from 31.1% in 2006. The
distribution expenses of the Company mainly consist of sales commission, salaries & wages,
bonus goods & free samples and advertising expenses etc. During the year 2007, inflation
in UAE was in double-digits which also contributed to increase in operating expenses of
Julphar mainly salaries and wages (which rose by around 17%). Julphar’s administrative
expenses increased by 22.7% in 2007 to reach AED42.3mn. This as a percentage of total
revenue increased to 6.3% in 2007, up from 6.0% in 2006.

Chart 2: Operating Expenses
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Income from Associates:

As mentioned before, Julphar holds 40% stake in Planet Pharmacies which was formed
in 2007. In the first year of operation of Planet Pharmacies, Julphar made an income of
AEDG6.1mn.

Operating profit:

For 2007, Julphar’s operating profit increased by a 12.1% to reach AED119.1mn. This
translated to an operating margin of 17.6% in 2007, down from 18.4% in 2006. The decline
in operating margin reflected the decrease in gross margin.

Investment Income:

Julphar made an income of AED40.6mn from its investment activities in 2007 as compared
to aloss of AED25.1mn in 2006. This was due to improvement in capital market performance
in 2007. The income from investments comprised of AED38.2mn from held-for-trading
activities and rest from others.

Profit from Sale of Subsidiaries:

During 2007, Julphar transferred its ownership in Julphar Drug Store (Distribution Division)
— UAE and Awafi Drug Store — UAE to newly formed Planet Pharmacies LLC for a
consideration of AED150mn and made one-time profit of AED62.5mn.

Net Profit:

Net profit for the year 2007 was AED207.5mn, almost thrice of 2006 level. The net profit
margin for 2007 was significantly up at 30.7%, from 12.0% in 2006. This improvement
in net profit is mainly attributed to investment income and one-time income from sale of
subsidiaries. It is important to note that the net profit margin improved significantly in 2007
despite a decline in operating margin.

Chart 3: Profit Margins
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Dividends:
The Company declared a cash dividend of 10% and stock dividend of 5% for the year 2007

Assets and Liabilities:

The total asset base of Julphar was AED1,556.1mn at the end of 2007, compared to
AED1,176.7mn at the end of 2006. Current assets constitute major share of Company’s
asset base. Its share in the total assets was 65.2% for 2007. Account and other receivables
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as on 31st December, 2007 was AED399.1mn. For the year 2007, the average receivable
period was 192 days, down from 218 days in 2006. Similarly the average inventory holding
period was 215 days in 2007, down from 238 days in 2006. Inventory as on 31st December,
2007 was AED216.5mn. Held-for-trading investments portfolio of the Company stood at
AEDA44.8mn at the end of 2007, down from AED111.7mn in 2006. Cash and bank balances
of the Company stood at AED344.6mn at the end of 2007.

Chart 4: Asset Composition
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The net fixed assets of Julphar were AED366.7mn at the end of 2007, up 21.2% over that at
the end of 2006. During 2007, the Company has been investing its two new plants — Julphar
8 and 9 — which were commissioned in the first half of 2008 and in addition it has drawn up
plans to build several new plants in UAE. Julphar’s total investment in Planet Pharmacies
(where it holds 40% stake) stood at AED66.1mn at the end of 2007.

On the liabilities side, the account and other payables totaled AED119.8mn at the end of 2007.
For the year 2007, the average payable period was 115 days, up from 104 days in 2006. The
total borrowings of the Company have gone up to AED176.7mn at the end of 2007, compared
to AED157.1mn at the end of 2006. The owners’ equity amounted to AED1,229.9mn at the
end of the 2007.

Financial Performance in the 1H-2008

Total revenue in 1H-2008 increased by 14.4% to reach AED308.5mn, up from AED269.8mn
in 1H-2007. During the period, Julphar transferred its ownership in entities like Julphar Drug
Store (Pharmacies Division) — UAE, Scientific Pharmacy — Oman and Fujairah Medical
Trading Company — UAE to Planet Pharmacies LLC. So revenue for the period excluded all
pharmacy and trading related revenues.

Gross profitof Julphar was AED180.9mn for the period 1H-2008, up 14.5% from AED158.1mn
for 1H-2007. The gross profit margin was almost constant as previous period at 58.6%.

Julphar’s distribution expenses increased by 12.8% to reach AED111.9mn. This as a
percentage of total revenue declined to 36.3% in 1H-2008, down from 36.8% in 1H-2007.
The Company’s administrative expenses increased by 27.9% to reach AED14.5mn. This as

Gulf Pharmaceutical Industries (Julphar) 5
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a percentage of total revenue increased to 4.7% in 1H-2008, up from 4.2% in 1H-2007. For
1H-2008, Julphar’s operating profit increased by 11.9% to reach AED57.0mn. This translated
to an operating margin of 18.5% in 1H-2008, down from 18.9% in 1H-2007.

Table 1: Performance in 1H-2008

In AED mn 1H-2007 1H-2008 % change
Sales 269,758 308,546 14.4%
Less: Cost of sales 111,705 127,599 14.2%
Gross profit 158,053 180,947 14.5%
Add: Other income 3,336 2,380 -28.7%
Less: Distribution expenses 99,144 111,870 12.8%
Less: Administrative Expenses 11,303 14,457 27.9%
Operating profit 50,942 57,000 11.9%
(Loss)/Income in investment in shares 13,273 11,068 -16.6%
Less: Finance costs 4,900 3,386 -30.9%
Add: Profit on sale of subsidiaries - 57,562 -
Net profit 62,336 122,244 96.1%

Source: Julphar

Julphar made a profit of AED11.1mn from its investment activities during the period as
compared to a profit of AED13.3mn in 1H-2007. On account of sale of its subsidiaries like
Julphar Drug Store (Pharmacies Division) — UAE, Scientific Pharmacy — Oman and Fujairah
Medical Trading Company — UAE to Planet Pharmacies LLC, Julphar made a one-time profit
of AED57.6mn during the period. Net profit for the period was AED122.2mn, up 96.1%
from 1H-2007. The net profit margin for 1H-2008 was 39.6%, up from 23.1% in 1H-2007.

The total asset base of Julphar was AED1,598.8mn at the end of 1H-2008. Account and other
receivables as on 30th June, 2008 was AED405.4mn. Inventory as on 30th June, 2008 was
AED207.2mn. The fixed assets were AED477.4mn at the end of 1H-2008, significantly up
from end-2007 level. Due to transfer of assets to Planet Pharmacies during the period, its
investment in associates was AED293.6mn as compared to AED66.1mn at the end of 2007.
On the liabilities side, the account and other payables totaled AED78.7mn at the end of 1H-
2008. The total borrowings of Julphar have increased during the period to AED201.3mn
in order to fund the expansion plans of the company. The owners’ equity amounted to
AED1,280.4mn at the end of the 1H-2008.

Outlook and Valuation

The healthcare and pharmaceutical sector in GCC countries have been growing at a healthy
rate over the past few years. This is due to factors like increase in population, rising purchasing
power on the back of record oil revenues, the expansion of the private healthcare sector and
increase in healthcare insurance. The private healthcare sector has been expanding in recent
years in the region as some of the Governments no longer provide free medical assistance
to expatriates. Linked to private-sector healthcare growth is the steady increase in lifestyle-
related diseases (more commonly reported in Western countries) which will increase demand
for high-value treatments for diseases such as cancer and heart disease. The region is also
witnessing one of the fastest growing populations in the World, and this will drive market
value upwards in the long term.
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All these factors are also expected to drive pharmaceutical market in coming years. Julphar
is well-positioned to take benefit of the situation being one of the largest regional players in
pharmaceutical sector. The Company has charted out its growth plan to meet the growing
demand and has been investing in new plants. In the first half of 2008, Julphar commissioned
two plants in UAE and there are a few more plants are under construction which will be
completed in the next three years. With the completion of these projects, Julphar will have
14 plants in the UAE.

The Company is also planning to set up another seven manufacturing plants outside the
UAE. These plants will be located in countries like Afghanistan, India, Morocco, Sudan,
Lebanon, Yemen and Iran. The expansion plan of Julphar will be supported by their local
agents in respective countries who will become business partners in these projects. Julphar
has estimated total investment for these projects to be AED2bn. Julphar will transfer the
technology and invest AED1.2bn and local partners will invest AED800mn. As per the
Company’s management, the plant in Afghanistan will start production in 2008. The plants
in Sudan and Morocco will be ready by 2009 and the projects in Yemen, Iran and Lebanon
will be ready by 2010.

About 90 per cent of production of Julphar is exported to 47 countries in the MENA region,
US, Europe, Africa, Eastern Europe, Russia and Iran. Going forward, Julphar has indicated
that they will focus more on MENA and Asia region rather than US and Europe. In fact
looking at the countries identified by Julphar for its expansion, pharmaceutical industries in
these countries are not competitive except India. This offers a good opportunity for Julphar
to grow. With its expansion plans in place, we believe the Company is well-placed to grow
strongly in coming years.

We also believe that the formation of Planet Pharmacies is a step in the right direction as
there is a lot scope to grow in the current fragmented and unorganized retail pharmaceutical
sector in MENA region. In recent times, the Company has been facing a rise in the cost of
raw materials due to the appreciation of major currencies especially Euro against US Dollar
(to which AED is pegged. The tie-up with SMS Pharmaceutical is expected to mitigate this
risk to some extent.

However in order to be successful in new markets, the Company has to adapt different
strategies as they are quite different markets as compared to UAE or GCC markets. In fact
most of the countries where Julphar plans to expand are quite price-conscious unlike UAE or
GCC markets. The Company also has to contend with increased competition on its home turf
as more and more foreign companies are looking forward to strengthen their presence here
looking at the attractiveness of the market.

Based on the current market price of AED2.78, Julphar stock is trading at 8.59x of its 2007
earnings and 1.45x of its 2007 book value. On a one year forward basis, the stock is trading
at 8.38x of 2008F earnings and 1.30x of 2008F book value. Based on a WACC of 10.0%,
the DCF value of Julphar is AED3.91. On a relative valuation basis, the Company’s stock
value is AED3.63. Based on the combination of DCF and Relative Valuation method, we
recommend a BUY on the stock with a price target of AED3.86, an upside of 38.7% from
current levels.
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The following is a comprehensive list of disclosures which may or may not apply to all our researches.
Only the relevant disclosures which apply to this particular research has been mentioned in the table
below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price  Disclosure
Gulf Pharmaceutical JULPHAR UH (Bloomberg)
Industries (Julphar) Buy GPHI.AD (Reuters) AED2.78 1,10

1. Global Investment House did not receive and will not receive any compensation from the company

or anyone else for the preparation of this report.

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

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

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

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

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

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

Within the past year , Global Investment House has managed or co-managed a public offering for

this company, for which it received fees.

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

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

10. Please see special footnote below for other relevant disclosures.

Global Research: Equity Ratings Definitions

Global Rating Definition

oL

~No

Buy Fair value of the stock is >10% from the current market price

Hold Fair value of the stock is between +10% and -10% from the current market price
Reduce Fair value of the stock is between -10% and -20% from the current market price
Sell Fair value of the stock is < -20% from the current market price

This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central
Bank of Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer
to buy any securities. Global may, from time to time,to the extent permitted by law, participate or invest in
other financing transactions with the issuers of the securities (‘securities’), perform services for or solicit
business from such issuer, and/or have a position or effect transactions in the securities or options thereof.
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect
transactions in the securities before this material is published to recipients.

Information and opinions contained herein have been compiled or arrived by Global from sources believed
to be reliable, but Global has not independently verified the contents of this document. Accordingly, no
representation or warranty, express or implied, is made as to and no reliance should be placed on the
fairness, accuracy, completeness or correctness of the information and opinions contained in this document.
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to
any person and any such person shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the
securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice.Past
performance is not indicative of future results. This document does not constitute an offer or invitation to
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form
the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information
and may not be reproduced or redistributed to any other person.

Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its
distribution may be restricted by law. Persons who receive this report should make themselves aware of and
adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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