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Research Update:

Outlook On Euro Arab Insurance Group
P.S.C.'s Ratings Revised To Negative On
Downgrade Of Jordan; Ratings Affirmed

Overview

« On Feb. 8, 2011, we lowered the long-term and short-term local cdrrency
soversign ratings on the Hashemite Kingdom of Jordain {Jordan) to 'BB+/B’
from *BBRB-/A-3' and we affirmed our 'BB/B' long-term and short-term
foreign currency ratings on the sovereign.

s At the same time we revised the outlook on the long-term foreign currency
and loczl currency ratings to negative from stable.

* We are therefore revieing the outlook on Euro Arab Insurance Group
RP.5.C. '8 (Eurc Arab's) ratings to negative from stable. At the same time

. we are affirming the 'BB+' ratings on EBuro Arab.

« Should the sovereign rating fall below the °‘BB+' level, the ratings on
Burc Arab would also be lowered.

Rating Action
On Feb. 10, 2011, Standard & Poor's Ratings Services revised its outlook on
Jordan-based Buro Arab Insurance Group P.S5.C.'s {(Euro Arab's) ratings to

negative from stable. At the same time, we affirmed tle 'BB+' long-term
counterparty credit and insurer financial strength ratings.

Rationale

‘The rating action follows the recent lowering of the long-term and short-term
local currency sovereign ratings on the Hashemite Kingidom of Jordan {for more
infdrmation, see "Jordan's Local Currency Ratings Lowered To 'BB+/B'; Forsign
- Currency Ratings Affirmed; Outlook Negative On Both," published on Feb. 8,
2011, on RatingsDirect}. Under our ratings criteria, scvereign risk is a key
factor influencing the financial strength of insurers. As a result, the vast

" majority of insurers are rated no higher than the relevant govereign local
currency rating., Consequently, we have revised the outlaock on Euro Arab to
negative to refiect the increasing sovereign-related risk.

Move than 90% of Euro Arab's total investments are held in Jordan, and about
75% of total investments are held with Jordan-based banks in the form of cash
.and cash-equivalents. Hence, we believe the guality of the company's

. investwment portfolio is directly affected by movements in the sovereign
fating. The heightened sovereign risk also adversely affzacts our view of
industry and economic risks in Jordan.
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Rescarch Update: Outlook On Euro Arab Insurance Group P.8.C.’s Ratings Revised To Negative On Downgrade
: Of Jordaw; Ratings Affirmed

Outlook

The negative outlock on Burc Arab reflects that on the long-term local
currency sovereign credit rating on Jeordan. If we ware to lower the long-term
iocal sovereign credit rating on Jordan, we would also lower the ratings on
Ture Avab so that they were in alignment with the sovereign.

Upwards rating action is unlikely over the rating horizon because of the
currently challenging macroeconomic envirconment in Jordan.

‘Related Criteria And Research

» Jordan's bLocal Currency Ratings Lowered To 'BB+/B'; Foreign Currency
Ratings Affirmed; Outlook Negative On Both, publisaed Feb. 8, 2011.

e Criteria Update: Factoring Country Risk Into Insurer Financial Strength
Ratings, published Feb. 11, 2003.

Ratings List

Ratings Affirmed; CreditWatch/Outlook Action

To From
“Bure Arab Insurance Group P.S5.C.
Counterparty Credit Rating
Local Currency BB+/Negative/ -~ BB+/Stable/~-
Financial Strength Rating
‘Local Currency BB+ /Negative/ - BB+/Stable/--

Additional Contact:
insuzance Ratings Furape;insuranceinteractive_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 Stamndard & Poor's nunbers:
Client Support Europe {44) 20-7176-7176; London Press (Efice {44)
- 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 6¢-33-899-225; Stockholm
©(46) $-440-5914; or Moscow (7) 495-783-4011.
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Research Update:
Jordan's Local Currency Ratings Lowered To

'BB+/B'; Foreign Currency Ratings Affirmed;
Outlook Negative On Both

Overview
¢ Following a week of protests with sporadic violent:e, King Abdullah II
replaced Jordan's government on Feb. 1, 2011. _
* We believe ongoing turmeil will lower Jordan's me:lium-term growth
E prospects and damage its public finances.
' * We are iowering the local currency long-term and sthort-term ratings on
Jordan to !'BB+/B* from 'BBE-/A-3'.
* In our view, external indicators still support the 'BB/B' foreign
éurrency ratings on Jordan and we are affirming tlese ratings.
¢+ We are revising the outlook on Jordan's long-term foreign currency and
local currency sovereign ratings to negative from stable as we believe
that both could be affected by further deterioration in the political
environment or in the fiscal and external accounts.

Rating Action

On Feb. &, 2011, Standard & Poor's Ratings Services affirmed its 'BBE/B'
long-term and short-term foreign currency ratings on the Hashemite XKingdom of
Jordan {(Jordan). We alsc lowered our long-term and saiort-~term local currency
ratings on Jordan te 'BB+/B' from 'BBEB-/A-3'. We revised the outloock on the
long-term foreign currency and local currency rating: to negative from stable.
The recovery rating of '4' is unchanged.

At the same time, we left unchanged Jordan's 'BBB-' transfer and
convertibility assessment. We do not believe recent s¢vents have affected the
likelihood of the sovereign restricting private sector access to foreign
exchange needed for debt servicing.

-Rationale

" On Feb. 1, 20311, King Abdullah II accepted the resignation of Jordan's
reformist government led by Samir Rifai, who had been prime minister since
December 2009. The King subsequently appointed Mr. Marouf al-Bakhit as prime
minigter; Mr. Bakhit had held that position from 2005 to 2007.

“i: We expect the demonstrations--which have occurred in rarious parts of Jordan
[}j : for a week--to continue despite the appointment of the new prime minister. We
R do not view the street rebellions as being in the same category as those in
e Tunisia (foreign currency rating BRBE/Watch Neg/A-2) on Egypt (foreign currency
’ ’ ‘rating BB+/Watch Neg/B), but we do believe that the demonstrators could use

Standard & Poor’s | RatingsDirect on the Global Credit Portal | February 8, 20°1 2
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Kesearch Update: Jordan's Local Currency Ratings Lowered To 'BB+/B'; Foreign Currency Ratings Affirmed;
Outlook Negative On Both

the regional uprisings as an opportunity to express their discontent about
high unemployment and the lack of economic developnent for lower income
groups. We also expect-the new government to respord with higher subsidies for
food, oil, and other staples. On the other hand, we do not anticipate that
Jordan's monarchical legitimacy will be challenged in the manner that the
autocratic regimes in North Africa have been. We base this view on: the
standing of King abdullah II with his citizens; the greater rule of law in
Jordan compared with other Middle Eastern states; and the lower level of
perceived corruption.

In our opinion, the current political turmoil will affect Jordan's scvereign
craditworthiness in two respects. The first is fiscal; higher subsidies will

* divert spending from public capital investment and will raise fiscal deficits.

The trend toward higher recurrent spending began a ew years ago. Primarily
pecause of a decrease in capital expenditure, the goneral government deficit
{including social security and local government components) decreased to an
estimated 5.3% of GDP in 2010, from an estimated 7.5% of GDP in 2009. For
2011, we believe that the government will be challerged to enact its plan of
coumpensating cuts to offset new social spending estimated at 320 millien
Jordanian dinare annually (abkout 1.5% of GDP). Of this new spending, abkout
half includes increased wages and pensions in the public sector, and the
remainder includes subsidies for basic goods. Without these compensating
meagsures, the cost of this increased public sector workforce and higher
subsidies would bring the government deficit £o an estimated 6.8% of GDP. We
believe that the government is unlikely to find saviags elsewhere in the
budger to enable it to achieve its 5.3% deficit targ:zt, as it is our view that
there will be a slowdown in government revenues due o weaker growth, and that
the ourrent expenditure mix is too rigid. As a resul:, we forecast Jordan's
gross government debt ratio to reach 65% of GDP in 2911, well above the 'BB!
median (41%).

The sécond factor pertains to Jordan's growth prospedts. We believe that the
less growth-oriented mix of public sector expenditure combined with greater
‘political uncertainty will likely depress growth prospects, particularly in
the tourism and related sectors. We expect per capits economic growth to
‘average just above 2.0% per year during 2010-2013, whkich is better than the
“trough of around 0.3% in 2009 but well below the 2004-2008 average of almost
5.0% annually.

On the other hand, in our view Jordan's external leverage and liguidity have
not so far been materially adversely affected, but may come under pregsure if
policies were to become more expansionary, in turn leading to growing external
imbalances. The current account has markedly improved since the height of the
Irag War, and we forecast that current account defici:s of about 6% of GDP
this year and next will be roughly half funded by FDI with the balance funded
by portfolio flows and increased nonresident deposits Jordan's gross external
‘financing needs in 2611 and 2012 are about equal to itis current account
receipts (CAR) and international reserves, which we view as adequate. We note,
however, that the external position of Jordan's financial system has swung
from a creditor position of 22% of CAR at year-end 20(8 to a forecast debror
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Research Update: Jordan's Local Currency Ratings Lowered 7o 'BB+/B’; Foreign Currency Ratings Affirmed;
Outlook Negative On Both

pogition of 4% of CAR at year-end 2011, as some large banks have used foreign
offices to raise ligquidity for their head offices and as nonresident deposits
have grown.

Outlook

The negative outlook reflects our view that the current social unrest in
Jordan and the repercussion of conflicts in the region will likely lead to
decreased economic growth and fiscal revenue expectations. If unchecked, this
rrend could result in, on our current expectations, a one-notch lowering of
both ratings thisg year or next. Similarly, if Jordanr's external position were
o weaken, the ratings could come under downward praessure.

On the other hand, if the new government is able to address public grievances
in a manner supportive of public finances and external investor confidence,
then we believe the ratings could stabilize at the current levels.

Related Criteria And Research

¢ S&P CORRECT: Arab Republic of Egypt Ratings Lowered On Continuing Unrest;
Long-Term Ratings On Watch Negative, published Feb. 4, 2011.

. e Tunigia‘s Jasmine Revolution Is Adding To Politica.. And Fiscal Risks In
‘The MENA Region, published Jan. 27, 20611.

* Republjic of Tunisia Ratings Put On Watch Negative (m Continuing
Uncertainty; Local Currency Rating Lowered To 'BBB+', published Jan. 18,
20171,

* Use 0f CreditWatch And Outlooks, published Sept. 14, 2009.

e Sovereign Credit Ratings: A Primer, published May 23, 2008.

' s Introduction Of Sovereign Recovery Ratings, publish:d June 14, 2007.

Ratings List
Downgraded; CreditWatch/Outlook Action

Ta From
Jordan (Hashemite Kingdom of)
Sovereign Credit Rating
‘Loecal Currency BB+ /Negative/E BBB-/Stable/A-3
Downgraded
To From
Jordan (Hashemite Kingdom of}
- Senior Unsecured BB+ BBE-
Short-Term Debt B A-3

Ratings Affirmed; CreditWatch/Qutlook Action

o To From
Jordan (Hashemite Kingdom of)
' Sovereign Credift Rating
Foreign Currency BB/Negative/B BB/Stable/B
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Resvarch Update: Jordan's Local Currency Ratings Lowered Vo 'BB+/B'; Foreign Currency Ratings Affermed;
Outlook Negative On Both

Ratings Affirmed

. Jordan {Hashemite Kingdom of)
Transfer & Convertibkbility Assessment

BBE-
Ratings Affirmed
Jordan {Hashemite Kingdom of)
Senior Unsecured
EB
Recovery Rating 4 4

Additional Contact:
Sovergign Ratings; Sovereigntondon@standardandpoors.cam

\ Complete ratings information is available to subscribers of RatingsDirect on
1 the Glebal Credit Portal at www.globalcreditportal.com. All ratings affected
| by this rating action can be found on Standard & Pcor'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:

“W R Client Support Europe (44} 20-7176-7176; London Press Office (44)
| 20-7176-360%; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
|
|
|
1
I
|

Stockholm
{46) 8-440-5914; or Moscow (7) 495-783-4011.

www.standardandpeors.com/ratingsdirect 5
: B4BA57 ! 300972161




Copynght © 7011 by Standard & Poors Financial Services LLC {S&P), a subsidiary of The McGraw-Hill Co npanies, inc. Alf rights reserved.

No content {including ratings, credit-related analyses and data, model, softwara or other application or oitput therefrom) or any part thersof {Content; may be modified,
yeverse engineerad, reproduced or distributed in any form by any means, or stored {n a database of retrieal system, without the priar written permission of S&P. The Content
shall not be used for any unlawfu! or unauthorized purposes, S&P, its atfitiates, and any third-party provicers, as well as their directors, officers, shareholders, employees or
agents {collectively S&P Parties) do not guarantes the accuracy, completeness, timeliness or availabifity : f the Content. S&P Parties are not responsible for any errors o
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the securit « or maintenance of 2ny data nput by the user. The Content is
provided on an "as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES INCLUDING, BUT NOT LIMITED TQ, ANY WARRANTIES DF
MERCHANTABILTY OR FITNESS FOR A PARTICULAR PURPDSE OR USE, FREEDOM FROM BUGS, SOFTW.\RE ERRDRS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SCFTWARE OR HARDWAF E CONFIGURATION. In no event shall S&P Parties be ltabie 10 any
party for any divect, indirect, incidental, exermplary, compensatory, punitive, special os consequential dam: ges, costs, expenses, legal fees, or losses {including, without
limitation, lost income or Yost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-ralated analyses, including ratings, and statemants in the Cortent are statements of opinion as of 11e date they are expressed and not statements of fact or
racommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assur 1es no obligation to update the Content following publication in any
form or farmat. The Content should not be selied 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 decisions. S&P's opinions and analyses do not addres.: the suitabitity of any security. S&P does not act as a fiduciary or
an investment advisor, While S&P has obtained information from sources it beliaves to be relizble, S&P dc es not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the indeper dence and objectivity of their respective activities, As a result,
cartain business units of S&P may have information that is not available to cther SRP business units. S&P 1as established policies and procedures to maintzin the
confidertiafity of cestain non-public infarmaticn received in connection with each anaiytical process.

S&P may receive compensation for its ratings and centain credit-retated analyses, normally from issvers o indenwriters of securities or from obligors. S&P reserves the right
© g dissaminate its opinions and anatyses, S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge}, and
- i ratingsdirect cam and www globalcreditportal.com {subscription), and may be distributed through othr means, inciuding via S&P publications and third-party
redigtributors. Additional information about aur ratings fees is available at www .standardandpoors.com/us: atingsfees.

- The MeGraw-Hill Companied

Standard & Poor’s | RatingsDirect an the Global Gredit Portal | February 8’611 6

846857 | 300972161



