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Major Rating Factors

Strengths: Weaknesses:

• Superior geographical diversification.

• Adequate capitalization supported by good

profitability.

• Stable, granular, and diversified funding base and

strong liquidity.

• High political and economic risks in its main

markets.

• Risk concentration in countries rated below 'BBB-'.
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Outlook: Negative

The negative outlooks on Jordan-based Arab Bank PLC, its branches Arab Bank PLC (Bahrain), Arab Bank PLC

(Dubai), Arab Bank PLC (Qatar), and Arab Bank PLC (Singapore), and its subsidiaries Europe Arab Bank PLC in

the U.K. and Arab Bank Australia Ltd. mirror the negative outlook on Jordan. A downgrade of the sovereign would

trigger a similar rating action on Arab Bank PLC and its rated branches and would also weaken the group credit

profile (GCP).

We would revise the outlook on Arab Bank PLC and rated branches and subsidiaries to stable if we revised the

outlook on Jordan to stable and the operating conditions in the Middle East and Egypt stabilized.

At the same time, we believe that Arab Bank group will maintain its adequate profitability and capitalization over

the next two years. Under our base-case scenario, the group's projected risk-adjusted capital (RAC) ratio before

adjustments will likely remain close to 8.5% over this period. The GCP and ratings on the group entities take into

account a reasonable level of sovereign distress in Egypt. According to our downside scenario, the group has

sufficient financial resilience to survive such a stress. However, in a scenario where the sovereign creditworthiness

in Jordan weakened, coupled with a sovereign distress in Egypt, we could revise our opinion of the group's

business position or risk position and therefore its GCP.

Rationale

The 'BB-/B' ratings on the group's main operating entity, Arab Bank PLC, and its foreign branches, take into account

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

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

level of our local currency ratings on Jordan.

The 'BB+/B' ratings on Europe Arab Bank PLC and Arab Bank Australia Ltd. reflect the 'bb+' GCP of Arab Bank

group.

We derive the GCP for the group from our 'bb' anchor, the starting point for assigning an issuer credit rating to a bank,

and our assessment of factors specific to the group, as per our criteria. The first of these is its business position, which

we consider to be "strong," reflecting its superior geographic diversification, solid operational track record, and strong

management. We assess the group's capital and earnings as "adequate" based on our anticipation that our RAC ratio

before diversification will remain close to 8.5% in the coming 18-24 months. Our "moderate" risk position assessment

reflects the group's high exposure to high-risk countries in the Middle East and North Africa (MENA), notably Jordan

and Egypt, where political risks are high. Our "above average" funding, and "strong" liquidity assessment are based on

Arab Bank group's strong, granular, and diversified customer deposit base as well as its satisfactory liquidity position

and absence of asset liability mismatches.

Anchor: 'bb' reflecting the industry risks stemming from Jordan and economic risks in all countries
where the group operates

Our bank criteria use our Banking Industry Country Risk Assessment (BICRA) 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 the Arab Bank

group is based on our industry risk score of '7' for Jordan (on a scale of 1-10, 1 being the lowest risk), where its main
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operating entity is registered and regulated, and a blended economic risk score close to '6'. We derive the latter from

the weighted average of economic risk scores of countries where the group operates by looking at the geographical

breakdown of its gross funded exposures. Therefore, our assessment of the creditworthiness of the group takes into

account its exposure to countries in the MENA region that have been facing significant political and economic

pressure. At year-end 2012, the group had about 26% of its assets in Jordan and about another 25% of its assets in

countries that we rate lower than 'BBB-'.

Table 1

Arab Bank Group Key Figures

--Year end Dec. 31--

(Mil. $) 2013* 2012 2011 2010 2009

Adjusted assets 45,702 45,647 45,613 50,898 50,381

Customer loans (gross) 22,231 22,194 22,327 23,718 22,855

Adjusted common equity 7,724 7,584 7,508 7,933 7,753

Operating revenues 441 1,665 1,625 1,765 1,774

Noninterest expenses 169 738 704 790 778

Core earnings 205 352 306 308 576

*Data as of March 31, 2013.

Business position: A leading pan-Arab banking group

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. On March 31,

2013, the group had $46 billion in total assets, of which about 74% was outside Jordan. It is by far the largest bank in

Jordan with a market share of about 24%. However, the group does not enjoy a strong market position in other

countries where it operates. This, coupled with the less-benign operating environment in Jordan and Egypt, prevents

us from assessing this factor as "very strong." Nevertheless, in our view, the group's franchise in 30 countries and the

synergies created through different operating entities, notably for trade finance business, comfortably place it above

most of its peers, in terms of business stability, in countries to which we also assign an industry risk score of '7'. We

note that the group posted adequate and stable performances on a consolidated basis over a very long period of time.

Arab Bank group's revenue mix is also superior to that of its peers, as its noninterest income made up about 40% of

revenues on average over the past five years. Associates also contribute strongly to fee income, representing about

18% and 16% of Arab Bank group's operating income in 2012 and 2011, respectively. Arab Bank group's Saudi

Arabia-based Arab National Bank is by far the group's largest contributor ahead of Oman Arab Bank (Oman) and

Turkland Bank (Turkey).
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Chart 1

In our view, the group's 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.

Arab Bank has a diversified shareholding structure, dominated by three groups of investors: the Hariri family (21%) of

Lebanon through Saudi Oger Holding and BankMed s.a.l., the Jordanian Social Security Corp. (15.5%), and the Saudi

Ministry of Finance (4.5%). The remaining shares are publicly traded on the Amman Stock Exchange, where Arab

Bank is listed. The founding shareholder, the Shoman family, now holds a very small share of the stock.

Table 2

Arab Bank Group Business Position

--Year-ended Dec. 31--

(Mil. $)
2013* 2012 2011 2010 2009

Total revenues from business line (Mil. $) 441 1,665 1,625 1,765 1,774

Commercial & retail banking/total revenues from business line 50.17 49.99 53.25 N.M. N.M.

Other revenues/total revenues from business line 49.83 50.01 46.75 N.M. N.M.

Return on equity 10.83 4.58 3.87 3.30 N/A
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Table 2

Arab Bank Group Business Position (cont.)

*Data as of March 31, 2013. N/A--Not applicable. N.M.--Not meaningful.

Capital and earnings: We expect the RAC ratio before diversification to stay above 8.0%

We assess the group's capital and earnings as adequate, based on what we regard as an adequate capitalization

measured as per our risk-adjusted capital methodology, as well as its adequate and stable core profitability. At 15.1%

at year-end-2012, Arab Bank group had a total regulatory capital adequacy ratio comfortably above the 12% minimum

ratio set by the Central Bank of Jordan under the Basel II framework. The quality of capital is high as there is very low

reliance on Tier-2 instruments. Our estimated RAC ratio before diversification adjustments for the group was 8.5% at

Dec. 31, 2012. We expect it to remain within the 8.0-8.5% range over the next 18-24 months under our base-case

scenario, which assumes the following:

• Subdued loan growth in the low-single-digit percentages over the next 18-24 months, amid a difficult environment

in the MENA region.

• Net interest margin in the range of 2.7%-3.0%.

• Cost of risk at about 50 basis points (versus 1.6% in 2012, and 2.0% 2011), reflecting 100% problem loan coverage

and a moderate increase in nonperforming loans.

• A marginal increase in operating expenses.

• A dividend payout of about 60%-65%.

Arab Bank group's quality of earnings compares adequately with peers'. We expect the group's ratio of core earnings to

adjusted assets to continue improving and to exceed 1.0% in 2013. With regards to this metric, Arab Bank group

compares unfavorably with peers, owing to an exceptionally high level of liquidity penalizing profitability. At an

average 44% for the same period, its cost-to-income ratio compared well with those of peers.

Table 3

Arab Bank Group Capital and Earnings

--Year-ended Dec. 31--

(Mil. $) 2013* 2012 2011 2010 2009

Tier 1 capital ratio 15.0 15.1 15.1 14.2 17.9

S&P RAC ratio before diversification N.M. 8.2 10.3 8.4 10.8

S&P RAC ratio after diversification N.M. 8.0 10.0 7.6 10.2

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

Net interest income/operating revenues 58.3 60.8 58.9 57.8 59.1

Fee income/operating revenues 17.0 18.1 18.7 18.2 15.9

Market-sensitive income/operating revenues 3.1 1.2 3.3 7.6 5.3

Noninterest expenses/operating revenues 38.3 44.3 43.3 44.8 43.9

Preprovision operating income/average assets 2.4 2.0 1.9 1.9 N/A

Core earnings/average managed assets 1.8 0.8 0.6 0.6 N/A

*Data as of March 31, 2013. RAC--Risk-adjusted capital. N.M.--Not meaningful. N/A--Not applicable.
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Table 4

Arab Bank PLC Risk-Adjusted Capital Framework Data

(Mil. $) Exposure*

Standard & Poor's

RWA

Average Standard & Poor's

RW (%)

Credit risk

Government and central banks 13,767 9,757 71

Institutions 6,606 3,099 47

Corporate 26,446 29,169 110

Retail 3,521 3,887 110

Of which mortgage 1,260 724 57

Securitization§ 0 0 0

Other assets 1,253 2,215 177

Total credit risk 51,593 48,128 93

Market risk

Equity in the banking book† 3,117 36,718 1,178

Trading book market risk -- 1,125 --

Total market risk -- 37,843 --

Insurance risk

Total insurance risk -- 0 --

Operational risk

Total operational risk -- 3,309 --

(Mil. US$)

Standard & Poor's

RWA % of Standard & Poor's RWA

Diversification adjustments

RWA before diversification -- 89,280 100

Total Diversification/Concentration Adjustments -- 2,935 3

RWA after diversification -- 92,216 103

(Mil. US$)

Total adjusted capital

Standard & Poor's RAC ratio

(%)

Capital ratio

Capital ratio before adjustments -- 7,584 8.5

Capital ratio after adjustments‡ -- 7,584 8.2

*Exposure at default. §Securitization exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure

and Standard & Poor's 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, 2012, Standard & Poor's.

Risk position: Geographical diversity offset by elevated risks in the MENA region

We assess Arab Bank group's risk position as "moderate," balancing elevated political and economic risks in the MENA

region with the group's track record of cautious growth and lower single-party concentration than peers.

At March 31, 2013, its ratio of gross nonperforming loans to total loans stood at 6.7% and was fully covered by

provisions. However, the ratio does not include restructured loans and is above that of peers in countries with similar
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economic risks due to:

• The group's restricted write-off policy. About 45%, or roughly $650 million, of gross impaired assets is the legacy of

a fraud case involving two large Saudi conglomerates in 2008.

• Asset quality problems of EAB PLC, which accounted for another 20% or $300 million of gross impaired assets at

the same date.

The rest of problem assets come from a number of countries in which the group operates. Owing to the

aforementioned fraud case, the group's cost of risk averaged 1.65% in the past four years. We expect this metric to

remain close to 50 basis points in 2013 and 2014 as almost all problem assets are now provisioned against.

The group's overall asset quality is backed by its loan book's granularity as well as its business and geographic

diversification. At year-end 2012, the 20 largest exposures (on and off balance sheet) represented about 70% of its total

adjusted capital.

Going forward, we anticipate that the group will maintain its asset quality at current levels. However, we believe that

the ongoing social and political uncertainties in the Arab world continue to pose additional challenges to the group's

business. Another negative factor is the high sovereign risk to which the group is exposed in Jordan and Egypt: At

year-end 2012, its sovereign risk exposure to these two countries (local currency bonds and bills) stood at about $3.8

billion or about half of its total capital. This amount excludes mandatory reserves and placements with central banks

($2.75 billion in Jordan and $0.25 billion in Egypt).

Our assessment of the group's risk position takes into account a reasonable level of sovereign distress in Egypt.

According to our downside scenario, the group has sufficient financial resilience to withstand such stress. However, in

a scenario where the sovereign creditworthiness in Jordan weakened, and this was coupled with sovereign distress in

Egypt, we could revise our opinion on the bank's risk position.

Table 5

Arab Bank Group Risk Position

--Year end Dec. 31--

(Mil. $) 2013* 2012 2011 2010 2009

Growth in customer loans 0.7 (0.6) (5.9) 3.8 N.M.

Total managed assets/adjusted common equity (x) 5.9 6.0 6.1 6.4 6.5

New loan loss provisions/average customer loans 0.3 1.6 2.0 2.1 N/A

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

Gross nonperforming assets/customer loans + other real estate owned 6.7 6.8 6.0 7.2 7.2

Loan loss reserves/gross nonperforming assets 114.9 114.1 101.8 72.0 50.3

*Data as of March 31, 2013. N.M.--Not meaningful. N/A--Not applicable.

Funding and liquidity: A key positive rating attribute

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

customer deposits and shows no reliance on wholesale or foreign borrowing. As with assets, the deposit base is well

diversified and about 70% of the group's deposits are collected outside Jordan. The group had an average

loan-to-deposit ratio of 66% from 2008 to 2012, significantly lower than most peers. Customer sentiment toward the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 4, 2013   8

1186786 | 301537135

Arab Bank PLC



group's entities has been tested several times in the past, including during the recent Arab Spring.

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

March 31, 2013, liquid assets--excluding the group's securities portfolio--stood at a high 30% of its liabilities. The group

was a net placer of funds in the interbank market on the same date: the amount of broad liquid assets (usable cash and

reserves held at the central bank, bank receivables maturing within one year, and liquid securities) covered short-term

wholesale funding needs by 3.3x at year-end 2012. In our view, the bank would be able to survive a moderate level of

liquidity stress thanks to a balance sheet that exhibits a positive liquidity gap for assets and liabilities falling due before

one year (an accumulated positive gap of about $145 million).

Table 6

Arab Bank Group Funding And Liquidity

--Year end Dec. 31--

(Mil. $) 2013* 2012 2011 2010 2009

Core deposits/funding base 87.6 89.2 86.1 86.1 84.7

Customer loans (net)/customer deposits 63.8 62.3 66.1 63.1 63.1

Long term funding ratio 91.3 92.8 91.3 88.4 87.2

Short-term wholesale funding/funding base 8.2 8.7 10.5 13.9 15.3

Short-term wholesale funding/total wholesale funding 66.1 80.7 75.7 100.0 100.0

*Data as of March 31, 2013.

External support: No notches of uplift to the GCP

In our view, the main operating entity Arab Bank PLC has "high" systemic importance in Jordan and the government is

supportive toward the domestic banking sector. However, this does not result in any uplift as we rate Jordan lower

than the GCP of the group. None of the foreign entities of the group benefit from any extraordinary government

support in their respective jurisdictions owing to their low systemic importance in our view.

Additional rating factors:Rating capped by the sovereign rating on Jordan

The long-term ratings on Arab Bank PLC and its foreign branches are two notches lower than the GCP because we cap

them at the level of the local currency ratings on Jordan.

Related Criteria And Research

• Group Rating Methodology And Assumptions, May,7, 2013

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

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

• BICRA on Jordan Revised To Group '7' From Group '8', Nov. 9, 2011

• Bank Capital Methodology And Assumptions, Dec. 6, 2010
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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 September 4, 2013)

Arab Bank PLC

Counterparty Credit Rating BB-/Negative/B

Counterparty Credit Ratings History

28-May-2013 BB-/Negative/B

28-Nov-2011 BB/Negative/B

10-Feb-2011 BB+/Negative/B

15-Mar-2010 BBB-/Stable/A-3

Sovereign Rating

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

Related Entities

Arab Bank Australia Ltd.

Issuer Credit Rating BB+/Negative/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 A/Positive/A-1

Senior Unsecured A

Short-Term Debt A-1

Subordinated A-

Arab Tunisian Bank

Issuer Credit Rating B/Negative/B
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Ratings Detail (As Of September 4, 2013) (cont.)

Senior Unsecured B

Europe Arab Bank PLC

Issuer Credit Rating BB+/Negative/B

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com
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