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Major Rating Factors

Strengths: Weaknesses:

• Leading market positions in Jordan and Palestine

and better geographic diversification than peers.

• Experienced and prudent management team.

• High levels of funding and liquidity, especially

relative to comparable peers.

• High political and economic risks in its main

markets.

• Foreign currency translation risk in consolidated

accounts.

• Risk concentration in countries rated below 'BBB-',

especially Egypt and Jordan.

Outlook: Negative

S&P Global Ratings' negative outlooks on Jordan-based Arab Bank PLC and on its branches Arab Bank PLC

(Bahrain), Arab Bank PLC (Dubai), Arab Bank PLC (Qatar), and Arab Bank PLC (Singapore), mirror its negative

outlook on the Kingdom of Jordan (BB-/Negative/B). The negative outlook on the sovereign primarily reflects our

concerns regarding lower growth prospects over 2016-2019, therefore resulting in greater pressure on structural

imbalances and further increasing an already significant reliance on foreign support.

A downgrade of Jordan would trigger a similar rating action on Arab Bank PLC and its branches. A downgrade of

Jordan could also affect Arab Bank's group credit profile (GCP), and consequently, the ratings on its subsidiaries in

the U.K. and Australia.

If we were to revise the outlook on Jordan to stable, we would revise our outlook on Arab Bank PLC and its

branches to stable.
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Rationale

The ratings on the group's main operating entity, Arab Bank PLC, and its four foreign branches take into account our

assessment of the GCP of Arab Bank Group at 'bb+' and our 'BB-/B' sovereign ratings on Jordan, where Arab Bank

PLC is incorporated. The ratings on all five entities are two notches below the GCP because we cap them at the level

of our ratings on Jordan. The long-term ratings on Europe Arab Bank and Arab Bank Australia reflect the 'bb+' GCP of

Arab Bank Group.

The starting point for our ratings on Arab Bank is its 'bb' anchor. The ratings also reflect our view of the group's strong

business position, given its well-diversified revenue base and strong track record of management, and adequate capital

and earnings, based on our projection of a risk-adjusted capital (RAC) ratio before adjustments around 7.5% over the

next 12–18 months. Moreover, we take into consideration Arab Bank's moderate risk position, given the high political

risks in Jordan and other countries in which it operates; and its above-average funding and strong liquidity, which

reflect a well-established deposit franchise and liquid balance sheet.

Anchor: 'bb' for Arab Bank Group

We use our Banking Industry Country Risk Assessment's economic risk and industry risk scores to determine a bank's

anchor, the starting point in assigning an issuer credit rating. The 'bb' anchor for Arab Bank is based on our industry

risk score of '7' for Jordan (on a scale of '1' to '10', with '1' being the lowest risk), where its main operating entity is

registered and regulated, and a blended economic risk score of '6'. We derive the latter from the weighted average

economic risk scores of countries where the group operates by looking at the geographic breakdown of its gross loan

book. This includes its strong exposure to the Gulf Cooperation Council (GCC; Bahrain, Kuwait, Oman, Qatar, Saudi

Arabia, United Arab Emirates), other Arab countries, the U.K. (through its European Arab Bank subsidiary),

Switzerland (through its Arab Bank – Switzerland sister bank), and developed Asia-Pacific (through its Singaporean and

Australian entities).

Table 1

Arab Bank Group -- Key Figures

--Year ended Dec. 31--

(Mil. $) 2016* 2015 2014 2013 2012

Adjusted assets 49,213 49,029 48,151 46,400 45,647

Customer loans (gross) 23,968 23,393 23,284 22,736 22,194

Adjusted common equity 8,593 8,034 8,012 7,770 7,584

Operating revenues 1,452 1,908 1,877 1,811 1,665

Noninterest expenses 557 791 777 743 738

Core earnings 618 657 714 502 352

*Data as of Sept. 30.

Business position: Strong business position on the back of diversified operations and robust
management

Our assessment of the group's business position as strong is supported by its solid business franchise, superior

geographic diversification, well-known brand, strong management, and conservative financial policies. It has over 600
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branches in 28 countries, primarily located in the Middle East and Africa, making it significantly more geographically

diversified than its domestic and regional peers. As of Sept. 30, 2016, the group's assets totaled $49.23 billion, of which

only about 30% were in Jordan, while about 12% were in Europe and approximately 52% in other Middle East

countries (including the Gulf region). Arab Bank is the largest bank in both Jordan and Palestine, traditionally

representing about 20% of each banking system's assets and 25%, 28%, respectively, of each banking system's

deposits. Although the bank has well-diversified operations across the Middle East North Africa (MENA) region,

Europe, and Asia, it does not enjoy a similarly strong market position in other regions.

In 2015, Arab Bank displayed both limited credit and deposit growth of about 1%, while its balance sheet stayed

largely flat. This mainly resulted from more subdued economic growth than expected in some of its key markets.

Despite this, we still consider Arab Bank to be in a strong position to capitalize on future higher growth in the region,

particularly given the demographic and economic trends that are prevalent across the MENA region, as a result of its

strong brand name, extensive network, and experience operating in the area. As such, we expect loan growth of

3%-5% over 2016 and 2017.

Arab Bank's revenue mix and customer base is relatively well-diversified, and is conducive to stable operating

performance, in our view. The majority of revenues are generated via corporate clients from a variety of different

industries. This is likewise supported by the strong contribution of net interest income to operating revenues (57%),

along with relatively stable non-interest income. Thanks to its transactional banking capacity, strong treasury platform,

and well-established trade finance products, the bank generates a large portion of its operating revenues from

noninterest income, which have averaged about 40% of its revenues over the past five years. Market-sensitive and

trading incomes make up only small portions of revenues, accounting for approximately 6% of operating revenues in

2016.

Arab Bank's associates, particularly Saudi Arabia-based Arab National Bank (ANB), have traditionally contributed to

total group noninterest income generation. Arab Bank owns 40% of ANB, which continues to post healthy metrics and

generated net income of $613 million in the first three quarters of 2016. However, we anticipate pressure on its

profitability in 2017, as cost of funding increases and lending growth remains sluggish.

The bank's subsidiaries also support the group's operations, with all subsidiaries except Europe Arab Bank and AB

Invest posting healthier profitability in 2015 than in 2014.

In our view, the group's top management has proven skills, capacity, and expertise to run the bank, in line with its

strategy, which we view as well defined and prudently exercised. We assess the group's risk appetite as lower than

peers', favoring capitalization and liquidity versus profitability. Historically, this has enabled it to fare better than its

peers in the relatively volatile regions in which the bank operates. We anticipate some changes in the group's

shareholding structure given the current sale of Oger Middle East Holding's 19.83% stake in Arab Bank, but we don't

expect this will have any impact on the group's sound governance.
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Table 2

Arab Bank Group -- Business Position

--Year ended Dec. 31--

(%) 2016* 2015 2014 2013 2012

Total revenues from business line (mil. $) 1,452 1,908 1,877 1,811 1,665

Commercial banking/total revenues from business line 43.5 42.1 40.6 41.5 40.3

Retail banking/total revenues from business line 6.6 4.5 2.3 1.8 1.2

Commercial & retail banking/total revenues from business line 50.0 46.6 42.9 43.4 41.5

Other revenues/total revenues from business line 50.0 53.4 57.1 56.6 58.5

Return on equity 10.1 5.5 7.5 6.6 4.6

*Data as of Sept. 30.

Capital and earnings: Adequate capitalization supported by healthy, stable core profitability

We assess the group's capital and earnings as adequate because we forecast our risk-adjusted capital (RAC) ratio for

the group will increase, to about 7.5% over the next 12-24 months, from 7.3% in 2015, supported by healthy, stable

core profitability. This marginal improvement follows lower provisioning after the 2015 settlement of the group's

litigation in the U.S.

Arab Bank's capital adequacy ratio was 13.7% as of third-quarter 2016, well above the 12% minimum ratio set by the

Central Bank of Jordan under the Basel II framework. Likewise, under Basel III, the capital adequacy ratio stood at

15.6% as of Dec. 31, 2015. The quality of capital is high as the bank doesn't rely on hybrid instruments.

We expect the bank's RAC ratio before adjustments at around 7.5% over the next 12-24 months under our base-case

scenario, in which we assume:

• Credit and balance-sheet growth at 3%-5% in 2016 and 2017.

• Operating revenues increasing largely in line with balance-sheet growth, because we expect the net interest margin

will stay stable at approximately 3% over the next 12-24 months, given contained costs of funds in Jordan, and

continued healthy fee income growth.

• Increasing earnings retention and a limited dividend payout ratio of less than 30% in 2016 and 2017.

The bank's earnings in recent years have been dented by the ongoing lawsuit regarding allegations brought by U.S.

plaintiffs against the bank. Although it rejected any admission of liability, Arab Bank signed a settlement with the U.S.

plaintiffs in 2015 that will put an end to the case. The bank has been allocating provisions for four years to provide for

the settlement, and, in 2015, additional provisions totaled $349 million. Although the terms have not been disclosed,

we consider the bank has provisioned sufficiently to cover the expected financial obligations under the agreement. We

view the resolution of Arab Bank's legal matters pertaining to U.S. litigation positively because a settlement gives the

group some financial certainty.

We believe Arab Bank's earnings will improve over coming years, as it is able to capitalize on more robust loan and fee

growth, driven by the low interest rate environment across the MENA region. We forecast stable net interest margins

of approximately 3% over 2016 and 2017, allowing the bank to leverage this growth effectively. Furthermore, previous

charges should not impair the group's future performance potential. Although pretax profit declined to $719 million in

2015 from $841 million in 2014 because the bank had set aside provisions for the litigation settlement, we expect it will
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once again increase in 2016 and 2017. Pretax profit year to date had reached $816 million on Sept. 30, 2016.

Earnings quality is high, as net interest, and fee and commission incomes make up approximately 90% of revenues,

and we expect this will continue. Likewise, cost-to-income ratios remain low from an industry perspective, at around

42%.

Table 3

Arab Bank Group -- Capital And Earnings

--Year end Dec. 31--

(%) 2016* 2015 2014 2013 2012

Tier 1 capital ratio 13.7 14.2 14.8 15.2 15.1

S&P Global Ratings' RAC ratio before diversification N.M. 7.3 7.8 7.8 N.M.

S&P Global Ratings' RAC ratio after diversification N.M. 7.0 7.6 7.5 N.M.

Adjusted common equity/total adjusted capital 100.0 100.0 100.0 100.0 100.0

Net interest income/operating revenues 58.1 57.2 57.3 58.8 60.8

Fee income/operating revenues 16.8 16.7 17.1 17.6 18.1

Market-sensitive income/operating revenues 3.9 4.8 3.9 3.8 1.3

Noninterest expenses/operating revenues 38.4 41.4 41.4 41.0 44.3

Preprovision operating income/average assets 2.4 2.3 2.3 2.3 2.0

Core earnings/average managed assets 1.7 1.4 1.5 1.1 0.8

*Data as of Sept. 30. RAC--Risk-adjsuted capital. N.A.--Not available.

Table 4

Arab Bank Group Risk-Adjusted Capital Framework Data

(Mil. $)

Exposure at

default

Basel II

RWA

Average Basel II

RW (%)

S&P Global

Ratings' RWA

Average S&P Global

Ratings' RW (%)

Credit risk

Government and central banks 17,529 0 0 17,014 97

Institutions 7,087 0 0 3,828 54

Corporate 27,764 0 0 38,414 138

Retail 2,840 0 0 3,995 141

Of which mortgage - 0 0 - -

Securitization* - 0 0 - -

Other assets 1,039 0 0 2,069 199

Total credit risk 56,260 0 0 65,321 116

Market risk

Equity in the banking book§ 3,443 0 0 41,525 1,206

Trading book market risk -- 0 -- - --

Total market risk -- 0 -- 41,525 --

Insurance risk

Total insurance risk -- -- -- 0 --

Operational risk

Total operational risk -- 0 -- 3,618 --
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Table 4

Arab Bank Group Risk-Adjusted Capital Framework Data (cont.)

Basel II

RWA

S&P Global

Ratings' RWA

% of S&P Global

Ratings' RWA

Diversification adjustments

RWA before diversification 0 110,464 100

Total diversification/concentration

adjustments

-- 4,155 4

RWA after diversification 0 114,620 104

Tier 1

capital Tier 1 ratio (%)

Total adjusted

capital

S&P Global Ratings'

RAC ratio (%)

Capital ratio

Capital ratio before adjustments 4,691 14.2 8,034 7.3

Capital ratio after adjustments† 4,691 14.2 8,034 7.0

*Securitization exposure includes the securitization tranches deducted from capital in the regulatory framework. §S&P Global Ratings'

risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions. †Adjustments to Tier 1 ratio are

additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets. RW--Risk weight. RAC--Risk-adjusted

capital. Sources: Company data as of Dec. 31, 2015, S&P Global Ratings.

Risk position: Moderate, balancing high political and economic risks in the MENA region with
prudent growth

We assess Arab Bank's risk position as moderate, based on elevated political and economic risks in the MENA

countries where the group operates, with its track record of cautious growth.

Arab Bank's ratio of gross nonperforming loans (NPLs) to total loans flattened over the past 12 months and stood at

4.8% as of third-quarter 2016, versus 4.8% at year-end 2015. Coverage of nonperforming loans remained at adequate

levels of 108% in third-quarter 2016, in line with 109% coverage at year-end 2015. The group reclassified excess

general provisions to other liabilities in third-quarter 2015, to cover the cost of settlement of its U.S. litigation. We

expect the NPL ratio will remain flat or increase slightly over the next few quarters as corporate asset quality in Jordan

and the GCC stabilizes.

Over the past two years, Arab Bank's cost of risk hovered between 20 basis points (bps) and 30 bps, well below its peer

group average. This relatively low cost of risk is largely explained by the bank's strong presence in trade finance, a

relatively low-risk business segment. Likewise, even in very high-risk markets in which it operates, such as Palestine

and Egypt, it maintains a very conservative approach to risk management. Importantly, however, we see asset quality

deteriorating somewhat in the future. This is primarily because of heightened uncertainty in key operating markets,

namely Jordan, Egypt, and Tunisia, along with heightened pressure on corporate repayment capacity in GCC

countries, as a result of the sustained low oil prices.

The group's overall asset quality is backed by the loan book's granularity and business and geographic diversification.

At year-end 2015, the 20 largest nonbank lending exposures (on and off the balance sheet) represented 34% of gross

customer loans. It is important to note that 17 of these 20 exposures were concentrated in the construction sector,

albeit across a variety of different geographies and particularly in Jordan, Bahrain, and the UAE.

Arab Bank is becoming increasingly specialized in contract financing and focuses on large infrastructure projects. Still,

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 28, 2016   7
THIS WAS PREPARED EXCLUSIVELY FOR USER MOHAMED ELOKDA.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.

Arab Bank PLC



it maintains a selective approach, by retaining mainly government-related projects in contract financing and

strengthening its surveillance over subcontractors. The bank has low exposure to real estate, limited to approximately

7% of its loan book. Lastly, the group is diversifying away from project finance transactions and limits loan maturities

to a seven-year maximum.

From a market risk perspective, the bank keeps tight oversight over interest and foreign exchange risk and it hedges

most of its exposures, with a centrally controlled treasury department providing oversight over the exposures of Arab

Bank PLC and its subsidiaries. Although the bank has significant exposure to foreign currency lending, exchange rate

risk is limited by the natural hedge of the matching of its liabilities and assets in local currency in its foreign operations

as well as by ample exposure in pegged currencies.

However, we believe that the ongoing social and political uncertainties in some MENA countries continue to pose

additional challenges to the group's business. While Arab Bank maintains an investment portfolio of adequate quality

with the majority held in sovereign bonds (90% government exposure at year-end 2015), the group faces significant

sovereign risk in Jordan and Egypt because it holds a high amount of local currency Jordanian and Egyptian

government debt compared with its equity base (respectively $2.8 billion and $1.9 billion, or almost 60% of Arab

Bank's shareholders' equity in total at year-end 2015). These government securities are generally held to assist in

liquidity management and as requirements under local regulations. The short maturity of the majority of the bank's

aggregate investment portfolio, with 63% maturing in less than one year and 30% maturing in 1-3 years, somewhat

offsets this risk, however.

Table 5

Arab Bank Group -- Risk Position

--Year ended Dec. 31--

(%) 2016* 2015 2014 2013 2012

Growth in customer loans 3.3 0.5 2.4 2.4 (0.6)

Total diversification adjustment/S&P Global Ratings' RWA before diversification N.M. 3.8 2.7 3.9 N.M.

Total managed assets/adjusted common equity (x) 5.7 6.1 6.0 6.0 6.0

New loan loss provisions/average customer loans 0.4 0.2 0.3 1.5 1.6

Net charge-offs/average customer loans (0.2) 0.0 (0.1) 0.8 (0.2)

Gross nonperforming assets/customer loans + other real estate owned§ 4.8 4.8 5.2 5.6 6.8

Loan loss reserves/gross nonperforming assets§ 108.0 109.0 160.5 137.9 114.1

*Data as of Sept. 30. §Nonperforming assets do not include restructured loans. RWA--Risk-weighted assets. N.M.--Not meaningful.

Funding and liquidity: Funding comes mainly from customer deposits, with no reliance on wholesale
or foreign borrowing

We assess the group's funding as above average and its liquidity as strong. The group's funding comes mainly from

customer deposits, primarily from Jordan, Palestine, and Egypt, and shows no reliance on wholesale or foreign

borrowing. Its deposit base is well diversified, consisting of almost 38% of current accounts and about 70% collected

outside Jordan. The group's average loan-to-deposit ratio was about 63% between 2011 and 2015, significantly lower

than most peers', while core deposits made up 89% of its funding base. Likewise, the group's stable funding ratio stood

at 141% as of third-quarter 2016, and well above the peer group average. Customer confidence has been tested several

times in the past, including during the recent Arab Spring uprising.
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Foreign operations are self-funded but fungibility between subsidiaries abroad is limited. Arab Bank has managed its

funding well in the past, and the group has the ability to deploy U.S. dollar funding from Jordan to finance its foreign

operations, if needed.

Strong liquidity has historically been a key component of the group's financial strategy, more so than profitability. On

September 30, 2016, Arab Bank's broad liquid assets represented more than 5x short-term wholesale funding, and

consisted of short-dated investment portfolio and government bonds that can be repurchased.

Table 6

Arab Bank Group -- Funding And Liquidity

--Year ended Dec. 31--

(%) 2016* 2015 2014 2013 2012

Core deposits/funding base 89.0 89.0 87.8 91.6 89.2

Customer loans (net)/customer deposits 64.8 64.0 62.1 61.0 62.3

Long-term funding ratio 92.1 91.7 90.9 93.9 92.2

Stable funding ratio 141.4 142.0 145.2 143.8 145.2

Short-term wholesale funding/funding base 9.6 10.0 11.0 7.4 9.5

Broad liquid assets/short-term wholesale funding (x) 5.1 5.1 4.6 6.4 5.2

Net broad liquid assets/short-term customer deposits 70.6 73.4 69.5 68.7 71.4

Short-term wholesale funding/total wholesale funding 87.8 90.8 90.0 88.6 87.5

Narrow liquid assets/3-month wholesale funding (x) 6.4 6.7 5.7 7.0 6.3

*Data as of Sept. 30.

External support : Europe Arab Bank and Arab Bank Australia are core given their operations as
group European and Asian hubs

In our view, the main operating entity, Arab Bank PLC, has high systemic importance in Jordan, and we assess the

government's tendency to support private-sector domestic banks as uncertain. We rate Jordan lower than our GCP

assessment on Arab Bank group.

None of the group's foreign entities benefit from any extraordinary government support in their respective

jurisdictions, owing to their low systemic importance, in our view.

We regard Europe Arab Bank and Arab Bank Australia as core to Arab Bank group because they operate as the

European and Asian hubs. These entities carry the brand name of Arab Bank, their reputation is closely linked with the

parent's, and they are critical to group strategy. Therefore, the long-term ratings on Europe Arab Bank and Arab Bank

Australia reflect the 'bb+' GCP of Arab Bank Group. Our outlook on the long-term ratings on these two entities is

stable, reflecting our view of their core position within the group, as well as the resilience of Arab Bank group's

business and financial profiles.

The long-term ratings on Arab Bank PLC and its foreign branches are two notches lower than our GCP assessment

because we cap them at the level of the local currency ratings on Jordan.
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Related Criteria And Research

Related Criteria

• General Criteria: Group Rating Methodology - November 19, 2013

• Criteria - Financial Institutions - Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions - July 17, 2013

• Criteria - Financial Institutions - Banks: Revised Market Risk Charges For Banks In Our Risk-Adjusted Capital

Framework - June 22, 2012

• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And Assumptions - November 09, 2011

• Criteria - Financial Institutions - Banks: Banking Industry Country Risk Assessment Methodology And Assumptions

- November 09, 2011

• Criteria - Financial Institutions - Banks: Bank Capital Methodology And Assumptions - December 06, 2010

• Criteria - Financial Institutions - Banks: Commercial Paper I: Banks - March 23, 2004

• General Criteria: Use Of CreditWatch And Outlooks - September 14, 2009

Related Research

• Research Update: Jordan 'BB-/B' Ratings Affirmed; Outlook Remains Negative - October 21, 2016

• Banking Industry Country Risk Assessment: Jordan – August 03, 2016

Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of November 28, 2016)

Arab Bank PLC

Counterparty Credit Rating BB-/Negative/B

Counterparty Credit Ratings History

26-Apr-2016 BB-/Negative/B

13-Nov-2014 BB-/Stable/B

28-May-2013 BB-/Negative/B

28-Nov-2011 BB/Negative/B
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Ratings Detail (As Of November 28, 2016) (cont.)

Sovereign Rating

Jordan (Hashemite Kingdom of) BB-/Negative/B

Related Entities

Arab Bank Australia Ltd.

Issuer Credit Rating BB+/Stable/B

Arab Bank PLC (Bahrain)

Issuer Credit Rating BB-/Negative/B

Arab Bank PLC (Dubai)

Issuer Credit Rating BB-/Negative/B

Arab Bank PLC (Qatar)

Issuer Credit Rating BB-/Negative/B

Arab Bank PLC (Singapore)

Issuer Credit Rating BB-/Negative/B

Arab National Bank

Issuer Credit Rating BBB+/Stable/A-2

Arab Tunisian Bank

Issuer Credit Rating B+/Negative/B

Senior Unsecured B+

Europe Arab Bank PLC

Issuer Credit Rating BB+/Stable/B

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@spglobal.com
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