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Jordan Jordan Islamic Bank for Finance

Credit Analysis d I ¢ ¢
Ratings Rating Rationale
Current » The Issuer Default and Individual Ratings of Jordan Islamic Bank (JB) reflect its
3 ortnee strong franchise in Islamic barking in Jordan, good profitability and strong
E:f:r‘;::"‘ o Ee- funding base. They aise reflect fairly basic risk rmanagement systems, the risks
Short-Term IOR B associated with rapid loan growth and reliance on a small and undiversified
Indivicuat s economy.
?EEEEE Rating Flogor ga- a  As the leading Islarmic bank in the sector, 1B is benefiting from the rapfd ¢rowth

in [slamic finance in Jordan, as weil as the improving economic conditions.
Competition in Istamic banking in Jordan is currently limited; JIB is one of only

Outlook two Istamic banks operating in the country and the Centrat Bank of Jordan {CBJ)
Farebgn Lang Term 0% Table prohibits conventioral banks from operating under Islamic windews. This should
enable JI8 to eam 2ood returns, although the risk of new entrants into the
Financial Data market remains.
Jordan Islamic Bank for Finance « JIB's operating profit increased 44% yoy in 2007, driven by strong growth in
and Investment Murababa (purchase and resale) transactions and rsing investment revenues.
3 Dec 3 Dex Investment revenues represent a large proportion of total revenues faround 40%
az 06 in FY07) and although they benefit profitability, they could prove volatile in the
e om, m e medium term. The bank's cost/income ratio decreased to 35% in FYO7 (FYO6:
Exqulty uanm\; 313; 1;3 40%) and compares well with the peer group.
Operating profit d,
{10Dm} _ « JIB's asset quality indicators deteriorated in 2007, The impaired loans to gross
E’ab':::fd net income B#1as lpans ratip increased to 4,3% at end-2007 {end-2006; 2.8%), as impaired loans
cmnrenﬁgg;]e 3 7.2 increased 92% yov. Reserve coverage was adequate at 98% at and-2007.
inemme | ;
Dperating ROAA () 1.26 .7 +  Market risk arises from the hank’s equity porifolio, Other than USD/JOD foreign
e et Rt currency positions, perceived as low-risk given the long-standing stabie peg
generation (%) w e between the two currencies, mismatches are small.
Tier 1 ratie (%) 14, £
+ Funding is a strength of JIB, reflecting the bank's strong franchise, with the
Analysts Bulk of JIB’s funding coming from fts sizeable customer deposit base. Liguidity
is good, with a large proportion of assets (32% at end-2007) placed with the
| Rade, Lond PR PP
'&;“gn s 411&1, '5;3"3 on Central Bank of Jordan, Capitalisation is no more than adequate.
katnal. raja@ftchratings, com SLIPPDI‘T
Phiitp smith, Lendan » In the first instance, JIB would look to its majority shareholder Al-Barzka
e ehratings. corn Banking Group {ABG) for support in case of need. In addition, in Fitch Ratings’
upinion there is a moderate probability of JIB being supported by the Jordanian
Lai k. i
s Longon authorities.
lalla.sadek@fitchratings. com KEV Rﬂﬁng Dl"i‘i-'ﬂt's

v+ JIB’s Long-term DR has a Stable Outlook. The IDRs are unlikely to change unkess
Fitch's view on the soveresign changes. Individual rating upside is unlikely at
present, but would depend on continued growth in the bank’s franchise, a
reduced reliance on investment revenues and stronger risk management
systems. Downside risk could arise from a sharp deterjoration in the Jordanian
economy, resuiting in a significant decline in JIB's profitability or asset guality.

Profile

JIB is the fifth-largest bank in Jordan by total assets and provides a broad range of
retail and corporate financial services in accordance with Shari'ah principles.

www fitchratings.com 26 March 2008
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Profile

JIE was established in 1978, under a special decree, and was the first Islamic bank
to be established in Jordan. The banmk has built a strone franchize since its

[
| » Largest Islamic Bank in
Jordan and fifth-largest

overall : establishment. Over the past 10 years it has steadily prown its business, increasing

= Majority-owned by ' assets by an average annual growth rate of 12%, deposits by 10%, and sharehalders’
Bahrain-based, Al-Baraka equity by 12%. At end-2007 JIB was the fifth-largest bank in Jordan by total assets
Banking Group and had market shares of 7.2% of system assets and 10.6% of deposits.

The main shareholders are Bahrain-hased; Al-Baraka Banking Group (ABG) with a
57% stake and Kuwait-based Global Hnvestment House (rated “BBB') with a 12% stake.
The remaining shares are widely held, ABG was incorporated in Bahrain in June
2002 and is 0% owned by Dallah Albaraka Hotding Co. {D&H), 25% by Sheikh Saleh
Abdullah Kamel, a prominent Saudi businessman, 21% by Altawfeek Company for
investment Funds, 0% by Emirates Bank international (rated ‘AA-') and 7% by
Sheikh Abduwlla AlRajhi. The remainder is widely held as ABG was listed an the
Bahraint Stock Exchange and the Dubai International Financial Exchange in 2006,
Altawfeek and Dallah Albaraka are majority-owned by Sheikh Saleb Abdullah Kamel,

ABG offers retail, corporate and investment banking and treasury services in
accardance with Shari’ah principles. The group has a wide geopraphical presence in
the form of subsidiary banking units in ten countries, which in turn provide their
services through more than 230 branches. At end-2006, ABG had total assets of
UsDY.6bn and equity of LISDO.9bn.

fn July 2007, Rivadh-based Saudi Investment Bank (5AIB, rated ‘A-'/Negative
Qutlook), announced the acquisition of a S0% stake in ABG from DAH via a share
swap. Under the deal, SAIB will acquire 50% of ABG and in return DAH will take a
stake in SAIB. The tramsaction is subject to both shareholder and regulatory
approval.

The board of JIB comprises one executive director and eight non-executive
directors, of whom three represent ABG. At end-2007 JIB had a network of 56
branches, nine srmaller banking offices and a brokerage office at the Amman Stock
Exchange, served by total staff of 1,611, Its 66 ATMs are linked through the Jordan
national payrment network to the 472 machines maintained by the other Jordanian
banks and to the worldwide Visa International network.

As an Islarnic bank, alt of JIB's contracts, operations and transactions are carried
put in accordance with Sharf’ah principles, which forbid the payment or receipt of
interest. The Shari’oh supervisory hoard is responsible for ensuring that JIB's
businesses conform to Shari’oh principles.

JIB offers a wide range of Shari’ah-compliant retail and corporate banking products
including Muraboha (purchase and resale), Moushargka (equity participations),
Mudaraba {profit-sharing agreements), (jarah {leasing) and istisng (construction
finance) contracts, as well as investments in Sukok (Islamic bonds) and property, in
the latter case via land purchases and subsequant property development for on-sale
or lease to 1ts custorners.

JIB is one of two Islamic banks operating in Jordan. The other, Islamic International
Arab Bank [IIAB), 15 a wholly-owned subsidiary of Arab Bank {rated ‘A-'), the largest
bank in Jordan. However, IIAB's rmarket share is limited, at argund 2% of systemn
assets at end-2006. islamic banks in Jordan are regulated under the Banking Law
(20007, which applies to all banks operating in Jordan, although it contains a
separate section which specifically addresses the regulation of Islamic Banks. Under
this law, banks in Jordan are restricted from gperating islamic windows. Given the
limited number of Islamic banks in the market and the restriction on lslamic
windows, JIB is well positioned to benefit from growth in Islamic finance.

Jordan Islamic Bank for Finance and [nvestment
#arch 2008
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« Improving profitability and

cost efficiency

+ Reliance on investment
trevenues, which may

prove volatile

Banks

Strategy

JIB's strategy is to grow ts business, in line with Shorf’agh principles, to improve
returns for shareholders, depositors and emplovees. It aims {o increase its market
share through developing new products and expanding its branch network, adding a
further 10 branches by end-2012. The bank will focus an growing arah transactions
and improving retums on its investment portfotio. It aims to target a ROE of around
18%. JIB is currently working with the CBJ to develop a Sukuk market in Jordan and
is seeking to issue tradable Sukuk on the Amman Stock Exchange,

Presentation of Accournts

Fiich’s analysis s based on audited 2006 financial statements and un-audited 2007
fingncial statements, which have begn prepared in accordance with the accounting
standards of the Accounting and Auditing Organisation for Islamic Financial
Institutions {AADIFI) angd according to CBJ) regulations. The 2006 Ffinancial
statements were audited by the local affiliate of Ernst and Young.

Performance

Due to Jordan’s location, its economy has often been negatively affected by
regional political instability, in particular by events in the Palestinian Territories
and iraq. However, Tollowing the recpening of the Iraqi market and trade
liberalisation, the economic situation has improved. Real GDP expanded by &% in
2007 and is forecast to increase by 6% in 2008, inflation is forecast to fall from 5% in
2007 to 4.5% fn 2008. However, the unemployment rate remains high at around 14%.

Table 1 compares JIB's performance with two major conventional Jordanian banks.
The bank’s operating RO&A has improved significantly since 2005, but still lags
behind the peer group, Operating ROAF is comparable tn competitors’, although to
some extent this reflects the smaller equity base. Nevertheless, Fitch regards
profitability as good, Capitalisation is comparable to that of JKB and BOJ, however,
Fitch believes capital ratios are only just adequate, given the patentially volatile
operating environment. JIB's eostfincome ratic improved to 35% in 2007 which
compares well with the peer group.

Table 1:; Performance Indicators

Jig® JEB® B2

2007 2008 2005 2004 20435 2006 2005
Total assets (JODm) 1,602 1,463 1,342 1,650 1,438 1,376 1,186
Equity {JGBm) 133.5 115.3 b9.4  F95.8 1084 1404 1216
Het incame (JODm) 3.0 15.5 1341 4.1 7.9 5.6 2.2
Met interest margin §&) 4.23 .76 2.35 410 3.45 5.15 4,78
Costfincome {%} 35.14 3%, B4 39.08 334 33.5 44,80 43,15
Operating ROAM (%) .26 1.1 1.62 364 3.43 .80 .M
Cparating ROAE (%) 7.5 25.599 EAAL 38.8 40,2 7,40 30.92
Tier 1 ratio {%} 14,38 14, B8 10,90 14.78 11.37 14,43 14.80

* lordan Islamic Bank, Jordan Kuwait Benki and Bank of Jordan
Sgurce: Bamks Annual Reports and Pltch amalysis

Revenues

Income from Islamic transactions (ine 1 in ineome Statement Anclysis) comprises
income from financing activities (the Islamic equivalent of interest income) and
income from investrment activities. Such revenues increased by 43% to JOD49.2m in
FYD7 reflecting higher margins and volumes. Overall the bank’s margins impraved in
FYde and FYOY to 2.8% and 4.2% respectively from 2.4% in FY05, as a result of
higher interest rates and a gradual shift of asset mix towards higher-yvielding
products. Income from [slamic financing was mainly beosted by strong growth in
Murabaha contracts and Musharako and lfjgroh contracts to a lesser extent,

Jardan Islamic Bank for Finance and Investment

karch 1008
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Investment income increased 32% to
JOD25m (see Table 2), driven by Table 2: Revenues
‘ higher income on available-for-sale 007 2006 2005

investments and an  increase N Ineome from financing 44.7 363
revenues frorm deposits with financial  activines
institutions. This source of income,  |MWEstment revenues 5.0 917.0 124
iy X . Less funding expense 9, 67 119
although  benefiting  immediate et finance revenue #8735 258
profitability, couid prove wolatile in Fee tncame B. TE 82
the medium term. Profit distribution, :;al Estat$ reveﬂaesdi ) 1 é g ?3
i : : ENWES Trom sUbs1aiamnes . . R
the Islamic equivalent of depom;‘.: Disposat of AFS investments 2.0 6.4
interest based on the performance o Forex revenues 12 09
underlying assets, increased in FYD6  Other sperating revenue 16 1%
and FY07, in line with deposit growth ~ Total operating revenue 49.4 450

and the tncrease in interest rates,

Source: Jordan [glamic Bank

Fee and commission income fell in FYQ6, reflecting a fatl in brokerape fees,
although recovered in FY07 as a result of an increase in trade finance and transfer
fees. income diversification is limited to the extent that non-interest income
represented only 7% of total revenues in FYO7.

Expenses

The bank’s costfincome ratio decreased to 35% in FYOT (FY06: 40%) as revenue
growth offset rising costs. In absolute terms, costs increased 14% in FYO7, in line
with asset growth, and principally reflected an increase in personnel expenses,

The Loan Impaimment Charge was 1.1% of gross Istamic financing in 2007
(2006: 1.1%). Asset quality has been supported by the relatively healthy domestic
credit environment, but impairment charges would increase should there be a
downturn in the economy. The strong loan growth seen during 2006 and 2007
creates the risk of further impairment charges as loans season.

Prospects

As the leading Islamic bank in Jordan, JIB is well positioned to benefit from the
rapid growth in Islamic finance in the country as well as the improving operating
canditions. Although it has to compete with 11AB, competition from ‘conventicnal”
banks is limited as they are prohibited from opening islamic windows. Any threat
would rome from new entrants into the market, however, this threat would be
limited in the short- to medium term, given JIB's scale and longer track record.
Fitch expects JiB to continug to perform well white the operating environment
remains favourable.

Risk Management

The Jordanian banking sectar is regulated by the CBJ, which has progressively
o tightened prudential resulations to bring them into line with international
. » Asset quality indicators standards. JIB is exposed to credit risk from its domestic corporate and retail
. weakened in 2007 lending activities. Exposure to market risk arises fram the bank's portfolioc of
e ' equities.

« Risk management systems
are fairty basic

JIB has a cautious attitude to risk and a2 selective approach to clignts and this is
reflected in the bank's below-sector-average asset quality indicators, although
recent rapid growth may alter the bank’s risk profile in the future, f it is not well-
managed. Risk management is controlied by committes and s largely centralised.
JIB has a risk management division responsible for credit policy, setting
underwriting standards, monitoring the credit portfolic and providing a review of all
major counterparty and sectoral risks.

Jordan Islamic Bank for Finance and (nyestiment 4
March 2008
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Investment Risk Fund, similar to 2 loan loss reserve in 2 conventional bank. This
fund is used to cover any shortfalls/losses in the financing portfolio which would
otherwise reduce the amounts pald to unrestricted profit-sharing investment
depositors, Transfers to the fund are made by deducting 10% of net investment
income annually.

Other Earming Assets

Thase accounted for 19% of total assets at end-2007 and included assets held as
available-for-sale (AF3) (6.8%), trading assets (0.02%), held-to-maturity assets
{HTA) (03.4%], investments in affiliates and subsidiaries (1.4%), investments in leases
{3.1%), investments in real astate (2.8%) and investrnent accounts with banks and
financial institutions {0.5%}.

The AFS portfolio includes Mugerade bonds (48%), company shares [42%),
investments in islamic banks (8%) and Investrment funds (2%). Mugarodo bonds are
bonds fssued by the bank and subscribed to by the public. The bonds are managed
according to Mudarabg principles, whereby the investor provides capital to the
bank {the Mudared) in order to undertake investment activity, for which the bank
earns a share of the profits. The assets invested in range from real estate and
shares to Murabaho amd Harah transactions. Company sharés are largely bisted and
consist of shares traded on the Amman Stock Exchange. Inwestments in islamic
banks are investment funds (lardely oil sector funds) managed by the lslamic
Development Bank. All other investrnent funds (the entire HTM portfolic consists of
investment funds) are managed by affiliates of ABG and consist of investments in
real estate, telecommunications, commodities and leasing. Trading assets consist
entirely of company shares. All investments in subsidiaries and affiliates are held at
fair value and include stakes in commercial, real estate and insurance companies.
Investment accounts held with banks and financial institutions are accounts with
foreign banks and al! mature within one year.

Market Risk

As an islamic bank, where interest payments are prohibited, JIB's balance sheet is
in theory not sensitive to interest-rate movements. However, in practice it has to
generate returns for investors that are consistent with those obtained in
“canventional” markets. Conseguently, any maturity mismatches incur eguivalent
price sensitivity.

Equity price risk arises from the bank’s investments in company shares (2.3% of total
assets or 28.7% of equity at end-2006). Other than USD/JOD positions [17% of equity
at end-2006), percefved as low-risk given the long-standing stable peg between the
two currencies, foreign currency mismatches are small, There are Llimited
opportunities for an Islamic bank in the use of dervatives to manage market risk.

Operational Risk

JiB started to apply the basic indicator approach to operational rsk in 2008,
according to CBJ guidetines and will move to the standardised approach by 2012
{please confirm). Fitch considers JIB's procedures for assessing and managing
operatiaonal risk to be fairly basic.

» Funding is a strength, with Funf.ilng and Capital

a large and widely-spread Funding

customer deposit base JIB is funded largely by demand deposit facilities, which are similar to conventional
« Good liquidity current accounts and non-interest bearing (28% of non-equity funding), and

unrestricted profit-sharing investment deposits (64% of non-equity funding). These
; are the lslamic eguivalent of term depostts and they tend to be fairly stable, as
; customer layalty tends to be high at istamic banks. They receive a distribution from
’ the bank, which is roushly equivalent to that earned in a2 conventional bank for the
same deposits.

« Capitalisation is no mare
than adequate

Juedan Islamic Bank for Finance and Investment G
March 2008
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Credit Risk — . _
Established approval and monitoring Table 3: Financing Portfolio
policies exist and several credit Breakdown

commmittees are in  place, with (% 2006 2005
approval levels depending upon the  Agriculture 1 1
exposure tevel. The bank does not use  Manufacturing B 1

: . . Constructi 35 2
a rsk grading system, although is T?;:emc o i 2%

currently seeking to implament ane in Transpartatien 22

20
conjunction with ABG. For the retail  Services o 1
portfolio, the bank does not use fedlamate 2 2

. . N ‘ehicles financing 3 3
credit scoring but has set out eriteria-  comsumer products fnancing 3 2
based guidelines for each retail  Gthers 0 1
product. Totel 000 1000

Source: Jordan Islamic Bank

JIB's net Muragbaha porifolic grew by
a strong 21% in Z007 {2006: 21%) to
represent 43% of total assets. The bank has a small Mushoraka portfolio {less than
1% of total assets] which has shown limited grawth since the early-2000s. High
industry and obligor concentrations are not unusual for Jordamian banks, as they
operate in a small and undiversified economy. Table 3 shows the breakdown of the
Murabaha and Musharaka portfolios by the type of activity/good financed. JIB has
high exposure to the construction, trade and transportation sectors, At end-2006
JiB's 10 largest exposures represented 63% of sauity and the 20 largest exposures
represented 94% of equity. Concentrations compare favourably to the peer group
and the risk is partly mitigated by the nature of the trapsactions. JB's activity is
essentially domestic [90% of FYED& total exposures) or Middle £ast related {5% of

exposures at the same date), individual exposures are limited by the central bank
to 25% of equity.

Retail lending represented a high 55% of the loan portfolio at end-2006 and grew by
a rapid 23% yoy. Although the bank benefits from higher margins here, the retail
sector in Jardan is as yet untested in a downturn. However, the risk is mitigated as
most retail lending is salary assigned. Corporate lending represents 45% of the loan
portfolio and grew at 23% yoy in 2006. Aroupd half of total loans were granted
against real estate collateral. Related-party lending represented 3.5% of total
lending at end-2006 and was to affiliate and subsidiary companies.

Contingent liabilities {mainly cuarantees and letters of credit) grew 6% yay to
JODIZ.3Im at end-2006, equivalent to 6.3% of on-balance-shest assets.

Loan Loss Experience and Reserves

JIB follows the loan toss reserve regulations drawn up by the CBJ, which has phased
in increasingly comservative provision guidelines. These regulations classify non-

performing lpans (MPLs) into substandard, deubtful and bad, with provisions vanying
according to expected recavery.

Jig"s level of non-perf erming loans amounted to JOB32.5m at end 2007, an increase
of 92% on end-2006. As a result, the NPL ratio increased to 4.3% {end 2006 2.2%),
The rise reflects an increase in

impaired loans in the real estate  Table 4: Asset Quality
sector, delays in receiving payments

- . {IDDm) FYD? FY0é FYDS FYOq
on government related financing and 5o loare 36971 616.04 505 57 424.05
tighter regulations imposed by the  nps 3250 16.94 1804 14.37
CBJ. Impaired loans may increase  Specific Reserve I M4 s 54

further, reflecting recent loan growth. gg‘;ﬁfﬁﬁe i 16 157 e
Total reserve coverage was adequate,  [geerage (%)

at 98% at end-2007 {end-2006: 166%). MPlLs/gross loans (%) 425 2¥5 35% 351
The total reserve coverage ratio ¥ soyrce Jordan islamic Bank

calculated using the  bank’s

Jardan kelamic Bank for Finance and Investment
tarch 2008
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JIBE has a fragmented depositor base, The bank estimates that it caontrols a 40%
market share of all deposits under JOD10,000 in Jordan. As a result the bank has
fairly low concentration in its funding, with the top 20 depositors accounting for
less than 5% of total deposits at end-2006.

Liguidity

The prohibition of the receipt or payment of interest under sharf'ah restricts JIB's
ability to manage liguidity in a conventipnal manner (use of government or other
fixed-income securities and the interbank market). JIB manages liquidity by placing
surplus JOD deposits with local banks for which the bank receives USD. The USD
proceeds are then invested (short-term) with banks. The bank also places a large
proportion of assets {35% at end-2006) with the CBJ. These placements are Shari'ah
compliant and do not earn interest. This results in good liquidity, with liquid assets
eguating to 44% of depasits and short-term funding at end-2004.

Capital

JIB has adequate capital, with Tier 1 and Total capital ratios of 14.4% and 15.7%
respectively, at end-2007 (end-2006: 14.9% and 16.2%). The bank aims to have a
minimum capital ratip of around 12%. Capital ratios improved in 2006 following a
share issue and the retention of earnings, but have since declined due to growth in
risk-weighted assets. The CBJ has implemented Basel || from the begihning of 2008,
with JIB adopting the standardised approach for credit risk and the basic indicatar
approach for operational risk. The bank estimates that its end-2006 wotal capital
ratio of 16.2% as per Basel | would have risen to around 22% as per Basel i, JIB
proposed a dividend of JOD&.5m in 2007, in respect of 2006 net income.

Jurdan Islamic Bank far Finance and Investment
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Incoma Statament Analysis
JORBAN ISLAMIC BANK FOR FINANCE AND INVESTMENT
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Rada Analysls
JORDAN ISLAMIC BANK FOR FINANCE AND INVESTMENT
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