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Research Update:

Jordan Islamic Bank 'BB/B' Ratings Affirmed
On Bank Criteria Change; Outlook Negative

Overview

e Following a review under Standard & Poor's revised bank criteria
(published on Nov. 9, 2011), we have affirmed our ratings on Jordan
Islamic Bank (JIB) at 'BB/B'.

e Qur ratings on JIB reflect the bank's 'bb' anchor, as well as its
adequate business position, moderate capital and earnings, adequate risk
position, average funding, and strong liquidity.

¢ The negative outlook reflects the vulnerability of JIB to its domestic
environment, as well as the negative trend in the bank's capitalization.

Rarting Action
As we previously announced on Dec. 14, 2011, Standard & Poor's Ratings

Services has affirmed its long- and short-term counterparty credit ratings on
Jordan Islamic Bank (JIB) at 'BB/B'. The outlook is negative.

Rationale

The ratings on Jordan Islamic Bank (JIB) reflect the bank's 'bb' anchor, and
our view of its "adequate" business position, "moderate" capital and earnings,
"adequate" risk position, "average" funding and "strong" liquidity, as our
criteria define these terms. The stand-alone credit profile (SACP) is 'bb'.

Our bank criteria use the BICRA economic risk and industry risk scores to
determine a bank's anchor, the starting point in assigning an issuer credit
rating (ICR). The anchor for a commercial bank operating only in Jordan is
'bb'. The BICRA score is informed by our evaluation of economic risk, where we
view Jordan as a small and financially spread-thin economy whose performance
remains highly wvulnerable and correlated to swings in regional economic
cycles. The banking sector is therefore hardly able to smooth variations in
asset quality metrics through the cycle. With regard to industry risk, the
Jordan banking industry is underpinned by high stability, sufficient
protitability to butter bouts ot rising cost of risk, and a resilient
depositor base. We remain nevertheless concerned by the short track record of

financial stability, including governance and risk management strengthening
from a low base.

Business position is "adequate." It balances the bank's successful protection
of its leading market position, owing to a consistent strategy implemented by
an experienced and stable management team, with a business model solely

focused on commercial banking in Jordan. JIB had total assets of $3.8 billion
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on June 30, 2011, making it the third-largest bank in Jordan. Market shares in
financings and deposits were about 11% and 12%, respectively, on this date.
JIB benefits from a long track record and well-established position as the
largest domestic Islamic lender, but revenue diversification is limited,
although in line with its peers. JIB focuses purely on its domestic market.
Most of its financing tracks Jordan's main economic sectors, but it has a bias
toward small-and-midsize enterprises (SMEs). Its strategy includes enhancing
its risk systems and integrating with Bahrain's Al Baraka Banking Group B.S.C
(ABG; BBB-/Negative/B), which owns 66% of JIB. Although we acknowledge JIB's
good track record in terms of asset guality, we remain cautious about the
risks related to its sustained growth in a country that, in our view, carries
high economic risk.

Capital and earnings is "moderate," which 1s a neutral rating factor for a
bank with a 'bb' anchor. JIB had a high regulatory capital ratio of 12.9% at
year-end 2010, under Basel II and domestic reguirements pertaining to Islamic
banks. That said, we expect our risk-adjusted capital (RAC) ratio (based on
updated hybrid and BICRA criteria) before adjustments to remain only slightly
above 5.0% over time, which i1s one reason for our negative outlook. JIB plans
lower, but still meaningful, growth under adverse economic conditions. Its
earnings capacity remains moderate; it has a three-year average earnings
buffer at about 0.7%. Our projections factor in relatively stable margins and
fee levels, a sustained high cost base, and dividend upstreaming. We also
factor in the need to continue provisioning allocation because the systemwide
asset quality is steadily deteriorating.

Our assessment of the bank's risk position is "adequate." JIB entered the
current economic turbulence in a good position. Its financing book showed good
granularity, its business positioning enabled it to cherry-pick customers, and
it had a consistent track record of better asset quality metrics than domestic
peers. That said, JIB has high geographical concentration. About 70% of JIB's
financings are to the corporate segment, largely SMEs, which leaves it
vulnerable to a prolonged economic downturn, further limiting the earnings
needed to shore up capitalization.

Funding is "average" and liquidity is "strong." Like its domestic peers, JIB
is wholly funded by customer deposits, and has high granularity within its
depositor base. Its leading market position enables it to ensure deposit
growth is in line with that of financing. Ligquidity is considered to be
strong, although this comes at the expense of overall profitability. Its
Islamic bank status restricts the asset classes it can invest in, so cash and
bank placements (including regulatory reserve requirements) accounted for 43%
of total assets on June 30, 2011.

We do not factor any extraordinary government or parent support into the
ratings on the bank. While JIB is considered to be of "high" systemic
importance in Jordan, which 1s considered to be "supportive" toward its
banking system, the bank's SACP is already at the same level as the sovereign
ratings. JIB accounts for about 23% of ABG's consolidated assets, and
considered to be "moderately strategic" to its parent group. The bank does not
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benefit from any notches of support, however, because of the constraint
imposed by the foreign currency sovereign ratings.

Outlook

The negative outlook reflects our view that JIB's asset quality and
capitalization are on a negative trend, although asset quality remains better
than domestic peers. As such, a more material deterioration than expected
could have a negative impact on our assessment of the risk position or capital
and earnings. Indeed, we would consider a negative rating action if the bank's
capitalization reduces such that our RAC ratio before adjustments falls below
5%. A lowering of the sovereign foreign currency rating would trigger a
similar rating action on the bank.

Conversely, any improvement or stabilization in Jordan's operating environment
that would lead to a positive rating action on the sovereign, coupled with
signs that the bank's RAC ratio before adjustments can be sustained above 5%,
would likely lead us to revise the outlook to stable.

Ratings Score Snapshot

Issuer Credit Rating BB/Negative/B
SACP bb

Anchor bb

Business Position Adequate (0)
Capital and Earnings Moderate (0)
Risk Position Adequate (0)
Funding and Liquidity Average and strong (0)
Support 0

GRE Support 0

Group Support 0

Sovereign Support 0

Additional Factors 0

Related Criteria And Research

e Banks: Rating Methodology And Assumptions, Nov. 9, 2011

e Banking Industry Country Risk Assessment Methodology And Assumptions,
Nov. 9, 2011

¢ Group Rating Methodology And Assumptions, Nowv. 9, 2011
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Ratings List

Ratings Affirmed

Jordan Islamic Bank
Counterparty Credit Rating BB/Negative/B

Additional Contact:
Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www . standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.

www.standardandpoors.com/ratingsdirect

wn




Copyright © 2011 by Standard & Poors Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.

No content {including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawfut or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directars, officers, shareholders, employees or
agents {collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content 1s
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shalt S&P Parties be liable to any
party for any direct, \ndirect, incidental, exempiary, compensatory, punitive, Special or consequential damages, costs, expenses, legal fees, or losses {including, without
limitation, lost income or lost profits and opportunity costs} in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or seil any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decssions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any informatian it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www standardandpoors.com (free of charge), and

www . ratingsdirect.com and www.globalcreditportal.com {subscription), and may be distributed through other means, including via S&P publications and third-party
redistnbutors Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

The McGraw-Hill Compa

Standard & Poors | RatingsDirect on the Global Credit Portal | December 14, 2011 6




