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Stuart Anderson, S&P Managing Director & Regional Head
Middle East, welcomes readers to the latest issue of  Middle
East Outlook

Hello and welcome to this edition
of  Standard & Poor's Middle East
Outlook which compiles a
selection of  recently published
sector research and issuer rating
actions.  All of  these were available
at time of  publication to sub-
scribers of  S&P Capital IQ's
"Ratings Direct" online service.
As 2013 draws towards a close

we can reflect on a strong year for
rated debt issuance and also a
good flow of  newly rated entities,
particularly corporates and
insurers. We are also very active in
confidential and private ratings,
which may become public at a
future date, but in the meantime
allow corporates and financial 
institutions to benchmark their
financial performance and capital
structures as they prepare and
position for future funding options.
Aside from the business of

ratings, an important activity for
Standard & Poor’s is thought lead-
ership, with the S&P Financial
Leaders’ Forum being an
important element of  our agenda.
Now in its fourth year, the event is
a forward looking, regional
financial sector and business
strategy forum for senior financial
community members. This will be
held in Abu Dhabi on November
6th and titled Transforming Middle
East Markets: “Competing, 
Collaborating, and Driving
Economic Growth”.
Concurrent themes throughout

the forum are drawn from prior
forum discussions and question-
naires which include:
(i) Financial community 

competitiveness and the ability
to attract capital 

(ii) Role of  governance and trans-
parency in upgrading regional
financial sector standards

(iii) Direction of  cross regional
activity between Middle 
East markets and Asia

(iv) Inter-relationship between the 
energy sector and influence on
regional finance 

(v) The financial community 
participation and contribution
to regional economies particu-
larly towards enhancing
financial inclusion and growth
of  the SME segment.

Sustainable development of
regional economies is necessarily
supported by effective financial
markets to facilitate an effective
flow of  capital; whether sourced
from the region or internationally;
from private the sector or from
government agencies.  
Standard & Poor’s is committed

to delivering it’s global expertise
and local knowledge in pursuit of
these objectives with an impartial
point of  view that balances inter-
national best practice with specific
characteristics of  regional
economies.
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“As 2013 draws towards
a close we can reflect on
a strong year for rated
debt issuance.”

Overview:

• 2013 has been a strong year for
rated debt issuance and newly
rated corporate and insurer
entities

• S&P Financial Leaders’ Forum is a
key business strategy forum for
senior financial community
members
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COMMENTAry - GCC ISLAMIC BANKS

“...Islamic banks are
taking a more
pronounced hit from
lower interest rates and
non-core banking
revenues than their 
conventional peers...”
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Islamic banks in the Gulf  Cooperation Council(GCC) are likely to grow faster than their
conventional counterparts and increase their share

of  GCC banking system assets for the foreseeable
future, Standard & Poor's Ratings Services believes.
But profitability rates for the two banking models are 
converging as Islamic banks are taking a more 
pronounced hit from lower interest rates and non-core
banking revenues than their conventional peers
because they traditionally operate with larger bases of
non-interest bearing liabilities.
According to our analysis of  some conventional and

Islamic banks in the Gulf  region, the GCC Islamic
banks in our sample of  banks outgrew their 
conventional peers between 2009 and 2012. Their
asset bases showed a compound average growth rate
of  17.4% compared with conventional banks' 8.1%,
while their net lending and customer deposits grew by
an average of  18.2% and 19.9% compared with 
conventional banks' 8.1% and 10%.
The economies of  the countries that make up the

GCC, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and
United Arab Emirates are showing robust recovery
after the 2008 economic crisis, with Qatar looking 
particularly strong. The region has one of  the world's
largest Islamic banking markets and the sector has
healthy performance metrics. Additional state support
means we think Islamic banking in the region will
continue to increase its market share, and we expect
the operating environment over the next two years to
remain supportive for Islamic banks' business and
credit quality.

How We Reached Our Conclusions
· For our analysis, we selected only pure-play 
commercial Islamic banks in the Gulf  region with a
minimum balance sheet size of  $5 billion. We
excluded Islamic investment banks whose revenues
are primarily driven by capital markets and principle
investment-related activities. Four of  the Islamic
banks in our sample list were established in the past
few years, and we incorporated their financials into
our analysis from either 2009 or 2010.

· The geographical distribution among individual GCC
countries is fairly balanced with Saudi Islamic banks
representing 31.4% of  our sample size, UAE Islamic
banks 24.7%, Kuwaiti Islamic banks 21.6%, Qatari
Islamic banks 16.4%, and Bahraini Islamic banks 6%.

· Although we have aggregated metrics for GCC
Islamic banks, our sample is heavily concentrated on 
individual names – Al Rajhi and Kuwait Finance
House together represent around 39%, while the
largest five banks represent 61% of  our 17-bank
sample. As our average is heavily influenced by the
large banks, we also make specific references to the
sample average without these large entities.

· The sample asset size, based on 2012 year-end

balance sheets, is around $317 billion. We note that
this list is not exhaustive, as it does not include an
estimated $30-$40 billion asset base of  banks
excluded from our analysis. It also does not consider
potential Islamic assets held by conventional 
institutions in the GCC region. Nevertheless, we
believe it is very representative of  the core Islamic
commercial banking market in the region, and its
financial trends.

Strong Government Support Is Key To The
Rapid Growth Of  GCC Islamic Banking
We believe that GCC Islamic banks have grown very
fast because of  significant direct and indirect support
from governments, ruling families, and authorities, and
we expect this support to continue.
For example, the granting of  banking licenses is a

discretionary power of  the state authorities, and most
of  the new banks in the GCC region are Islamic. State
authorities also control the system allowing 
conventional banks to change into Islamic ones –
Bank of  Kuwait & The Middle East in Kuwait, and
Sharjah Islamic Bank and Dubai Bank in UAE have all
done this. In addition, the authorities control the
opening of  dedicated business lines in Saudi Arabia,
Qatar, and UAE, and the acquisition of  Islamic
banking subsidiaries, as happened when National Bank
of  Kuwait S.A.K. acquired a controlling stake in
Boubyan Bank.
State authorities have had strong and direct 

involvement in the development of  the Islamic
banking sector by holding direct and indirect stakes in
Islamic banks including Kuwait Finance House, Dubai
Islamic Bank, Dubai Bank, and Al Rajhi Bank, and
more recently, Alinma Bank, First Energy Bank, Al
Hilal Bank and Barwa Bank. State involvement has
been particularly strong in Qatar, where the Central
Bank banned conventional banks from having "Islamic
windows." 

GULf ISLAMIC BANKS CONTINUE TO GrOw
fASTEr ThAN ThEIr CONvENTIONAL PEErS,
BUT PrOfITABILITy rATES ArE CONvErGING

GCC Islamic banks continued to capture market share and outgrow their conventional peers despite the 2008
crisis and Standard & Poor’s Credit Analyst Timucin Engin expects them to continue to grow fast
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COMMENTAry - GCC ISLAMIC BANKS

“The strongest
compound average
growth rate was in Qatar,
where strong state
support and a buoyant
economy helped Islamic
banks expand their loans
by 32%...”

Differences In Local Credit Conditions Lead To
Divergent Islamic Asset Growth Rates
We expect GCC Islamic banks' overall credit growth to
remain strong over the medium term, with Saudi and
Qatari Islamic banks accounting for a big chunk of  the
increase because of  their planned infrastructure 
investments. We also think Abu Dhabi-based banks
will show healthy growth, given their stronger balance
sheets relative to their Dubai-based peers.
GCC banking system assets have risen by a

compound average growth rate of  6.9% a year since
2009 to reach $1.6 trillion at the end of  2012, as the
positive effects of  strong oil prices offset the fragile
global operating environment. However, when we look
at growth rates among individual countries using our
sample of  selected banks, we see quite a bit of  
divergence. The strongest compound average growth
rate was in Qatar, where strong state support and a
buoyant economy helped Islamic banks expand their
loans by 32% compared with system-level domestic
credit growth of  23.7%. The country's youngest
Islamic bank, Barwa Bank, began operations after
2009. If  we were to exclude Barwa Bank from our
analysis, the lending growth for Islamic banks would
still remain at 26% for the period.
Saudi Arabia was the second fastest-growing Islamic

banking market, with a average 22.3% growth rate in
2009-2012, as banks were able to capitalize on strong
local economic conditions. Alinma Bank, the country's
newest Islamic bank, began operations in 2008.
The compound average growth rate for the Islamic

banks in our sample for the UAE over the same period
was around 14.5%, but this falls to 9.3% if  we exclude
Al Hilal Bank, which began operations in 2011. Most
of  the growth was generated by Abu Dhabi-based
banks and the contribution from Dubai-based banks
was minimal as they had to focus on cleaning up their
balance sheets due to real estate and government-
related entity (GRE) lending exposures.
In Kuwait, the compound average growth rate of

10.5% was largely driven by Kuwait Finance House,
whose rise came mostly from overseas businesses,
predominantly in Turkey. That's why Islamic banking
growth was significantly above domestic credit growth.
Bahrain has experienced political and economic

upheaval over the past two years, and central bank
data show total assets for Islamic retail and wholesale
banks unchanged at $25.5 billion from 2009-2012.
Total Bahraini banking system assets contracted by
about 16% between 2009 and 2012.

In Oman, the regulator approved Islamic banking
from Jan. 1, 2013. The country's first Islamic bank,
Bank Nizwa, opened in January 2013. Oman's biggest
lender, Bank Muscat, has begun to sell Islamic banking
products through an Islamic window. Despite this
recent push, we do not expect the Islamic banking
segment in Oman to represent a meaningful portion
of  the regional Islamic banking market because
Oman's banking system, at around $37 billion at
the end of  2012, is small.

Country-Specific Asset Quality Trends
Asset quality trends for GCC banks are driven by
country-specific factors rather than conventional or
Islamic structure. We selected 26 conventional banks
in the Gulf  region for our conventional banking sample
and the total asset base of  the sample banks was $1
billion as of  year-end 2012.
Although the conventional banks started 2008 with

significantly lower nonperforming loan (NPL) stock
than their Islamic banking peers, they experienced
much faster asset quality deterioration than the
Islamic banks during the first year of  the crisis.
In our view, the crisis clearly showed that GCC

banks' asset quality is influenced more by their
country of  domicile and local market lending 
conditions than their adherence to the conventional or
Sharia-compliant banking model.

Deposits Are The Main Source Of  Funding, And
Overseas Borrowing Is Very Limited
Most GCC banks have traditionally funded themselves
through customer deposits, and the overall role of
non-depository funding is limited. This is more visible
with Islamic banks, where debt capital markets
issuance has historically been very limited.
About 72% of  Islamic banks' total assets were

funded by customer deposits as of  Dec. 31, 2012, and
14% were funded by shareholders' equity. Most GCC
banks also have high levels of  non-remunerated
current accounts, and Islamic banks generally have
stronger access. In addition, most Islamic banks in the
region traditionally employ more capital than their
conventional peers in funding their assets.
Given the larger equity base and current account

deposits, Islamic banks' interest bearing liabilities to
total liabilities are generally lower than their 
conventional peers.

Islamic Banking Returns Are Converging With
Their Conventional Peers
Unless we see a cycle of  higher interest rates that
would help Islamic banks to expand their net interest
margins, we expect to continue to see convergence
between conventional and Islamic banking returns in
the GCC region over the next few years.
Islamic banks have continued to outgrow their 

conventional peers since the beginning of  the crisis,
but their margins have been eroding and their return
on average assets converging with conventional banks.
Between 2008 and 2012, Gulf  Islamic banks' average
return on average assets declined by around 100 basis
points (bps), and operating revenues to average assets
declined by 130bps. The main driver behind the lower
revenue generation was the significant contraction in
net interest margins, but this was also accompanied by
a significant contraction in revenues some Islamic
banks had traditionally generated from non-core
banking activities. These factors mean that Islamic
banks' revenue generation is now falling to their 
conventional counterparts' levels.

further information is available on the Global Credit Portal in the research piece
entitled “Gulf Islamic Banks Continue To Grow faster Than Their Conventional Peers,
But Profitability rates Are Converging”



Standard & Poor's Ratings
Services affirmed its long- and
short-term sovereign credit ratings
on the Arab Republic of  Egypt at
'CCC+/C'. The outlook is stable.
The ratings reflect S&P’s view of

Egypt's high political, external,
fiscal, and other economic risks.
These risks are partially mitigated
by the country's moderate foreign
currency debt service obligations
and S&P’s expectation that
external financial support will be
sufficient and timely enough to
avoid default. 
S&P Credit Analyst Trevor

Cullinan explains “We view Egypt
as a geopolitically important
country for regional stability and
given its control of  the Suez
Canal”.
S&P’s view of  Egypt's credit-

worthiness has not changed since
the military removed President
Mohammed Morsi from power on
July 4, 2013. His removal came
after millions of  anti-Morsi 
protesters took to the streets on
June 30. Interim president Adly
Mansour issued a declaration on
July 9 in which he presented an
ambitious timetable to amend the
2012 constitution and hold
parliamentary elections over the

coming six months, followed by
Presidential elections. The
amended constitution will be voted
on by referendum.
S&P estimates Egypt's net

external liability position at a 
relatively modest 22% of  GDP this
year, with external debt service
(including short-term debt roll-
overs) at 11% of  current account
receipts.
S&P assesses Egypt's public

finances as very weak, with the
level of  change in general 
government debt estimated to
average 10% of  GDP in 2013-
2016. In S&P’s view, the subsidy
system will remain a heavy 
expenditure item over the medium
term.
The stable outlook balances

S&P’s view of  Egypt's changing
political landscape and the 
significant pressures on foreign
currency resources against its
moderate external financing needs
and it’s expectation that bilateral
donors will provide funds over the
remainder of  2013.

further information is available on the Global Credit
Portal in the research piece entitled “ratings On Egypt
Affirmed At 'CCC+/C' On Expected Donor Support;
Outlook Stable”

Kuwait Affirmed At 'AA/A-1+' with Stable Outlook

Kuwait’s rich resource endowment has led to high levels of  wealth and has
enabled it to build very strong external and fiscal balance sheet positions

Standard & Poor's Ratings Services
affirmed its 'AA/A-1+' long- and
short-term foreign and local
currency sovereign credit ratings on
Kuwait. The outlook is stable.
The ratings on Kuwait are

supported by the sovereign's high
levels of  wealth and very strong
external and fiscal balance sheet
positions, accumulated as a result of
the state's rich resource endowment
and what S&P considers to be
prudent wealth management. The
ratings are constrained by a difficult
political environment, the lack of
transparency regarding decision-
making and government assets, and
limited monetary policy flexibility.
Kuwait increased its annual 

contributions to its Future 
Generations Fund to 25% of  total
revenues in fiscal year 2012/2013,
from 10% in previous years. The
remaining surplus is invested by the
General Reserve Fund. Both funds
are managed by the Kuwait 
Investment Authority.

S&P Credit Analyst Trevor
Cullinan says “In our view, Kuwait's
high wealth levels mean that its
weak economic growth perform-
ance is not an immediate concern
for the ratings. However, over the
medium term Kuwait could 
experience deterioration in terms of
its economic risk position relative to
faster growing economies”.

The stable outlook balances S&P’s
view of  Kuwait's very strong fiscal
and external positions against the
uncertainties related to its political
system, its undiversified economy,
and the lack of  transparency
regarding government assets.

further information is available on the Global Credit
Portal in the research piece entitled “ratings On Kuwait
Affirmed At 'AA/A-1+'; Outlook Stable'
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SOvErEIGN rATING - KUwAIT

Egypt Affirmed At 'CCC+/C' with Stable Outlook

Announcements of  support amounting to 4.4% of  Egypt's 2013 GDP viewed
as evidence of  bilateral donors' willingness to provide ad hoc funding to
avert an external financing crisis

SOvErEIGN rATING - EGyPT

“The ratings are con-
strained by a difficult
political environment...”

Standard & Poor's Ratings
Services affirmed its long- and
short-term foreign and local
currency sovereign credit ratings
on the State of  Qatar at 'AA/A-
1+'. The outlook is stable.
The ratings on Qatar reflect

S&P’s view of  its high economic
wealth and strong fiscal and
external balance sheets. The
ratings are constrained by limited
monetary policy flexibility, 
still-nascent public institutions,
and limited disclosure, 
particularly with respect to 
government assets and 
investment income.
The succession from Sheikh

Hamad bin Khalifa al-Thani to his
son, the new emir, Sheikh Tamim
bin Hamad bin Khalifa al-Thani,
has proceeded smoothly. 
S&P Credit Analyst Trevor

Cullinan says “Qatar is one of  the
wealthiest economies we rate,
with GDP per capita estimated at
$94,000 in 2013. We estimate
"trend" growth, which we define in
our criteria as a weighted 10-year
average of  real GDP per capita
growth, at around -0.3%”.
In S&P’s view, Qatar's high

wealth levels mean that its 
relatively weak economic growth
performance is not an immediate
concern for the ratings. However,
over the medium term, Qatar's
economic risk position could 
deteriorate relative to faster-
growing economies.
S&P expects the national 

development strategy projects to
improve the economy's prod-
uctive capacity and strengthen
Qatar's competitive position. 
The stable outlook balances

S&P’s view of  Qatar's high
economic wealth levels
and strong external and fiscal
positions against its institutional
shortcomings and limited
monetary flexibility.

further information is available on the Global Credit
Portal in the research piece entitled “ratings On
Qatar Affirmed At 'AA/A-1+' On Strong fiscal And
External Balance Sheets; Outlook Stable'

Qatar Affirmed At
'AA/A-1+' with Stable
Outlook

Qatar's strong net external and
fiscal asset positions balance the
concentration risk related to the
economy's reliance on the oil and
gas sector

SOvErEIGN rATING - QATAr

“...Qatar's high wealth
levels mean that its 
relatively weak economic
growth performance is
not an immediate
concern for the ratings.”
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Banking Industry Country Risk Assessment: Jordan

Banking sector of  Jordan classified in group '7' under Standard & Poor's Ratings Services Banking Industry
Country Risk Assessment (BICRA) criteria  

BANK rATING  - JOrDAN

BANK rATING  - QATAr

Standard & Poor’s criteria uses its BICRA economic
risk and industry risk scores to determine a bank's
anchor, the starting point in assigning an issuer credit
rating. The anchor for banks operating only in Jordan is
'bb'.
Jordan's ability to buffer swings in economic cycles

is limited, having a small-sized, low-income, and open
economy in S&P’s view. Accordingly, domestic banks'
performance is characterized by patterns in cost of  risk
that closely reflect the vulnerability of  Jordan's growth
prospects to a combination of  global economic 
performance, oil prices, foreign donors' willingness to
provide financial support, and the political instability of
its neighbors. These factors are expected to remain 
disadvantageous to Jordan, resulting in sustained and
elevated cost of  risk over the coming two years.
Jordan's banking system features limited complexity,

and is focused on pure commercial banking operations.
It is adequately regulated and monitored, although the
central bank would need to increase its level of  
sophistication for S&P to maintain such an assessment
over the longer term. 
S&P Credit Analyst Paul-Henri M Pruvost explains

“We anticipate Jordanian banks will continue to
generate sufficient profitability to absorb elevated cost
of  risk. We further believe that the depositor base will
remain ample and resilient – with retail deposits 
accounting for about two-thirds of  total deposits, by
our estimate – unless the wider Middle East region
unravels politically and financially”. 

S&P believes Jordan's fiscal, monetary and external
vulnerabilities at the sovereign level materially
constrain its capacity to provide meaningful liquidity
support to the banking system. Conversely, the
country's banks have provided support to the 
government by supporting public sector entities' 
significant financing needs.

S&P views the trend for economic risk in Jordan as
negative, largely because of  the potential con-
sequences on the economy of  the currently volatile
and uncertain geopolitical environment. Jordan's
overall resilience hinges on donor support, whose
timing and size may be uncertain.
S&P believes overall industry risk in Jordan to have

been heightened by the government's increasing
reliance on banking sector funding due to external 
vulnerabilities. The trend is now stable, however. Given
Jordan's better political resilience than its peer group
average S&P anticipates no undue volatility in the still-
sound depositor base. S&P could revise its view of  the
trend to negative for instance if  Jordan's access to
external funds were to tighten or geopolitical un-
certainty were to trigger funding instability.

further information is available on the Global Credit Portal in the research piece entitled
“Banking Industry Country risk Assessment: Jordan”

Banking Industry Country Risk Assessment: Qatar

Banking sector of  Qatar classified in group '4' under Standard & Poor's Ratings Services Banking Industry Country
Risk Assessment (BICRA) criteria

“Qatar has made 
some progress toward 
diversifying its economy
although it still depends
heavily on oil and
liquefied natural gas
(LNG) production.”

Standard & Poor’s bank criteria uses its BICRA
economic risk and industry risk scores to determine a
bank's anchor, the starting point in assigning an issuer
credit rating. The anchor for banks operating in Qatar
is 'bbb'.
Economic risks for the Qatari banking sector remain

average in a global comparison. Qatar has made some
progress toward diversifying its economy although it
still depends heavily on oil and liquefied natural gas
(LNG) production. S&P believes the economy will
continue to show strong, although slowing, momentum,
reflecting Qatar's robust private consumption and the
significant infrastructure development program.
S&P expects Qatar's real estate market to recover

from its sharp decline since 2009, although the 
commercial sector still remains more vulnerable than
the housing segment. This is one of  the main risks
faced by the Qatari banking sector, in S&P’s view, given
its high concentration in lending to cyclical sectors like
real estate and construction.
S&P Credit Analyst Timucin Engin says “Our 

assessment of  industry risks reflects marginally
stronger competitive dynamics and improved sys-
temwide funding for Qatari banks”.
After a few years of  robust asset expansion, and

even though Qatari banks' risk appetite remains high,
S&P expects lending growth to decelerate to about
15% in 2013 and the years ahead. Moreover, growth
will be driven to a large extent by exposure to the 
government, government-related entities, and a handful
of  major local groups involved in government-backed
projects, where the risks are more limited.
S&P views the trend for Qatar's economic risk as

stable. This reflects the strong momentum of  the
economy. Political risk, however, weighs on S&P’s 

assessment of  Qatar's economic resilience, as the
country faces geopolitical risk. S&P still expects
material but moderating lending growth over the next
few years. Qatar's central bank is currently tightening
regulation, which may further limit business and
lending growth in the short to medium term.
S&P views the trend for industry risk in the Qatari

banking sector as stable. The Qatari banking industry
has an adequate share of  core deposits, strong 
efficiency, and, recently, increasingly stringent lending
practices. However, risk appetite remains elevated, in
S&P’s view, with high exposure to real estate lending,
and ambitious expansion abroad.
S&P classifies the Qatari government as highly 

supportive toward its domestic banking system. The
government of  Qatar has provided very strong support
for its banking system during times of  stress, injecting
capital to support banks and acquiring part of  banks'
equity investments in the local stock market and the
real estate sector when problems started to surface in
some neighboring countries. The government has also
decided to strengthen regulation to ensure that this
support will not lead to the banking system taking 
uncontrolled risks.
The Qatar Investment Authority, Qatar's sovereign

wealth fund, bought another 10% stake in domestic
banks in the first quarter of  2011 in an effort to
increase their capital bases, following similar moves in
2009-2010. This capital injection was intended to
strengthen banks' balance sheets in view of  Basel III
requirements, and to enable them to fund higher loan
growth ahead of  the 2022 FIFA World Cup.

further information is available on the Global Credit Portal in the research piece entitled
“Banking Industry Country risk Assessment: Qatar”

“Jordan's banking system features
limited complexity...”
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“...we could see the
Islamic banks' asset 
base exceeding $100
billion by 2017.”
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The government of  Qatar intends to make the
country a center for Islamic banking, and so far,
its strategy is succeeding. Qatar now has one of

the fastest-growing Islamic banking sectors in the
world, thanks to a surge in the demand for local credit
to finance government infrastructure and investment
projects. We believe that this demand will endure, and
therefore that the assets of  Qatar's Islamic banks will
continue to grow, and their share of  the country's
banking system will continue to rise. However, we
question the sustainability of  growth over the long run
once the infrastructure projects slow down, 
particularly because Qatar has a very small bankable
population. This could eventually lead the sector to
expand overseas.
Like other countries in the Gulf  region, Qatar's debt

capital markets are at a nascent stage and the bulk of
its credit generation derives from bank lending. It is
therefore on account of  the Qatari government's large
infrastructure and investment projects that the
country's domestic credit grew at a compound
average rate of  30.9% between 2006 and 2012 (see
chart 1).

Chart 1

Although we observed a visible slowdown in lending
in the first half  of  2013 due to administrative delays
with certain projects, we expect credit growth to 
reaccelerate in 2014, when major infrastructure
projects start in preparation for Qatar hosting the 2022
World Cup. We believe this will bolster the domestic
demand for credit in the country and support the
lending activities of  Islamic banks.
The total balance sheet of  Qatar's Islamic banks was

$54 billion as of  year-end 2012. Assuming that the
banks grow by an average of  15% over the next five
years – which is significantly lower than the previous
five-year average of  35% – we could see the Islamic
banks' asset base exceeding $100 billion by 2017. This
could place Qatar's Islamic banking market as the

third-largest in the Gulf  region, after Saudi Arabia and
the United Arab Emirates.

Qatar's Islamic Banks Are Growing Faster Than
Conventional Banks Thanks To Government
Backing
The Qatari government's strategy to grow Qatar as an
Islamic banking center means that it is highly 
supportive of  this sector. As an Islamic country Qatar
is committed to the principles of  Sharia. Islamic banks
currently represent one-quarter of  Qatar's banking
system in terms of  assets, up from 13% in 2006, and
we anticipate that they will continue to gain market
share.
For example, in 2011, Qatar Central Bank (QCB)

banned conventional banks from extending Islamic
banking products through what are called "Islamic
windows" in the onshore conventional banking system,
thereby requiring conventional banks to close or divest
their sharia-compliant businesses and not underwrite
any new sharia-compliant loans. As a result, Sharia-
compliant banking shifted to the Islamic banks.

Qatar's Islamic Banks Are Relatively Young, But
Have Sizable Assets
There are currently four Islamic banks in Qatar, with a
combined asset base of  $54.4 billion as of  end-June
2013. Although there is discussion in the market about
the potential launch of  a new Islamic bank with a
largely overseas mandate, we have not seen any
tangible progress on this to date.
· Qatar Islamic Bank (S.A.Q) (A-/Stable/A-2)
Established in 1982, Qatar Islamic Bank is the oldest
Islamic bank in Qatar and the largest in terms of
assets. It has a balance sheet of  $20.3 billion on June
30, 2013. QIA, the country's sovereign wealth fund,
currently holds 16.7% of  the bank's capital. 
Individuals, including members of  the Qatari royal
family, hold about 50% of  the shares, and the bank's
shares are listed on the Qatar Stock Exchange. Qatar
Islamic Bank is predominantly a corporate bank,
with retail lending limited to about 16% of  the bank's
lending book.

· Masraf  Al Rayan (not rated)
Established in 2006, Masraf  Al Rayan is the Qatari
government's main Islamic bank, lending about 63%
of  total funds to government and public sector
entities at year-end 2012. Masraf  Al Rayan's lending
relationship with the government enabled the bank
to report 55% compound annual growth in lending
between 2007 and 2012, which was well above the
average sector growth rate. Consequently, the bank
is now the second-largest Qatari Islamic bank in
terms of  its asset base ($17.7 billion as of  the first
half  of  2013), and the largest in terms of  its lending
book of  $12.1 billion. As per publicly available data,
QIA and the Qatar Armed forces are the largest
shareholders in Masraf  Al Rayan.

QATAr'S ISLAMIC BANKS ArE ON A fAST
TrACK TO GrOwTh

The fast pace of  growth is thanks to strong support from the Qatari government and increasing demand for
domestic credit owing to a large number of  infrastructure projects. Standard & Poor’s Credit Analyst Timucin
Engin, believes this may eventually lead the Islamic banks to look at overseas expansion
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COMMENTAry - QATAr’S ISLAMIC BANKS 

“Historically, Islamic
banks have not been
very active in the debt
capital markets...”

· Qatar International Islamic Bank (not rated)
Established in 1991, Qatar International Islamic
Bank is the third-largest Islamic bank in the country,
with total assets of  $8.6 billion and lending of  $4.6
billion as of  the first half  of  2013. Like the other
Islamic banks, Qatar International Islamic is largely
a corporate bank, with real estate and service
sectors constituting 26% and 27% of  its gross
lending, respectively, at year-end 2012. QIA is one
of  the key shareholders of  the bank.

· Barwa Bank (not rated) is the youngest Islamic Bank
in Qatar, and although its first full year of  operations
was in 2011, the bank already operates with a
balance sheet of  $7.8 billion as of  March 31, 2013.
Barwa Bank has the highest concentration of
lending to contractors within the Islamic banks, and
at about 15% as of  year-end 2012, also has the
highest exposure to non-bank financial institutions.
Barwa Real Estate Company is the largest share-
holder of  the bank, followed by Qatar Holding.

Qatar's Small Bankable Population Could Limit
Islamic Banks' Long-Term Growth Prospects
The total asset base of  the Qatari banking system
reached over $240 billion as of  July 31, 2013, and the
government's planned infrastructure projects give us
reason to believe that the banking system will continue
to grow at a fast pace for several more years. However,
the total population of  Qatar is less than two million,
and expatriates and foreign workers represent a pre-
dominant portion of  this figure. In addition, the latter
group tends to have relatively limited assets in the
Qatari banking system. Therefore, Qatar's bankable
population, as in many other GCC countries, is
limited.
Consequently, one of  the major questions we have

about the Qatari banking system is whether the pace
of  growth will slow once the number of  government
projects falls in future. Over the past 12–18 months,
we have seen some of  Qatar's most active conven-
tional banks acquiring banking assets in other regional
markets, notably Turkey and Egypt.
We see a possibility of  Qatar's Islamic banks taking

a similar approach in the long term, once the credit
growth in the country slows to visibly lower levels.

Basel III Regulation Could Prompt The Islamic
Banks To Turn Increasingly To The Debt
Markets
Historically, Islamic banks have not been very active in
the debt capital markets, with only Qatar Islamic Bank
and Qatar International Islamic having issued sukuk
(see chart 2). 

Chart 2

In addition, the contractual maturity of  the deposits
collected by the Islamic banks is very short term,
whereas the lending tenors are substantially longer.
However, we believe that funding and liquidity 
requirements of  the incoming Basel III regulatory
standard will move the Qatari Islamic banks to tap the

debt capital markets more actively over the next few
years and raise longer-term funding.

Qatar's Islamic Banks Have Similar Lending
Profiles And Geographical Focus To Their 
Conventional Peers…
The lending profiles of  the Islamic banks are largely on
a par with their conventional banking peers (see chart
3). Qatar National Bank and Masraf  Al Rayan have the
largest government and public sector exposures relative
to their lending book (over 60% for each bank), whereas
the Commercial Bank of  Qatar and Qatar Islamic Bank
have the largest real estate lending concentrations.
Qatar's Islamic banks also tend to have larger retail
lending operations, since the bulk of  the lending is to
Qatari nationals and secured through payroll.

Chart 3

…And Better Asset Quality Than Most Rated
Banks In The Gulf
The relative similarity of  the Islamic and conventional
banks' lending book activities means that their
reported nonperforming loan (NPL) ratios and credit
losses are also very similar. Masraf  Al Rayan has the
lowest NPL ratio of  the Islamic banks in Qatar,
because its lending profile is very similar to that of
Qatar National Bank, where over 60% of  the gross
lending book is to the Qatari government and the
public sector entities.

Islamic Banks' Margin Contraction Should
Stabilize From 2014, Following A Two-Year
Decline
Like their conventional peers, the Qatari Islamic banks
generate a large portion of  their revenues through net
interest income (NII). NII represented about 77% of
the Islamic banks' operating revenues in 2012,
whereas income from fees and commissions was
about 11%.
In addition, loan pricing has declined faster than the

cost of  interest-bearing liabilities over the past two
years, and this has resulted in some contraction in the
Islamic banks' net interest margins. This was the main
reason for a decline in the Islamic banks' operating
revenues over their average assets in the past two years.

Qatari Islamic Banks' Performance Metrics Will
Remain Strong
We see the outlook for both the Qatari banking system
and its Islamic banks as stable over the next two years.
The Qatari government's large infrastructure invest-
ments and its highly supportive stance during the global
financial crisis of  2008-2009 have enabled the Qatari
Islamic banks to benefit from fast-paced credit growth
and report strong margins and low credit losses.

further information is available on the Global Credit Portal in the research piece entitled
“Qatar's Islamic Banks Are On A fast Track To Growth”
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National Bank of  Abu Dhabi Upgraded To
'AA-/A-1+' On Very High Likelihood Of  
Government Support

The stable outlook on NBAD reflects views of  limited potential for a change
to the ratings over the outlook horizon through 2015

Standard & Poor's Ratings Services
raised its long and short-term
counterparty credit ratings on
National Bank of  Abu Dhabi
(NBAD) to 'AA-/A-1+' from
'A+/A-1'. The outlook is stable.
S&P now classify NBAD as a

government-related entity (GRE)
with a "very strong" link to and
"very important" role for the 
government of  Abu Dhabi.
Consequently, the long-term rating
on the bank now incorporates two
notches of  uplift from its stand-
alone credit profile (SACP) for ex-
traordinary government support,
compared with one notch before.
In accordance with S&P’s criteria

for GREs, its view of  a "very high"
likelihood of  extraordinary govern-
ment support is based on its 
assessment of  NBAD's:
· "Very strong" link with the 
government of  Abu Dhabi. 
The government of  Abu Dhabi is
the controlling shareholder of  

the bank and has a record of  
providing extraordinary support 
to NBAD. 
relationship with the bank”.

· "Very important" role for the Abu
Dhabi government. The bank 
enjoys a privileged relationship 
with the government. NBAD 
maintains key account relation
ships with many Abu Dhabi gov
ernment departments and its 
GREs, and traditionally maintains
very strong depository relation
ships with these entities.

The stable outlook reflects S&P’s
view that NBAD's dominant
domestic position is well secured,
owing to its strong relationship
with the Abu Dhabi government,
and should enable it to operate
with strong operating profitability.

further information is available on the Global Credit
Portal in the research piece entitled “National Bank of
Abu Dhabi Upgraded To 'AA-/A-1+' On very high
Likelihood Of Government Support; Outlook Stable”

Standard & Poor's Ratings Services
affirmed its long- and short-term
counterparty credit ratings on
Jordan-based Jordan Islamic Bank
(JIB) at 'BB-/B'. The outlook is
negative.
The affirmation follows S&P’s

review of  JIB and various 
components of  its stand-alone
credit profile (SACP), which S&P
announced on May 28, 2013,
following its downgrade of  Jordan
on May 20. S&P has lowered its 
assessment of  JIB's SACP to 'bb-'
from 'bb' and consequently
removed its one-notch negative 
adjustment from the long-term
rating on JIB. As a result, S&P no
longer caps the rating on JIB at the
same level as that on the sovereign.
The negative trajectory of

Jordan's public sector finances is
weighing adversely on JIB's
financial profile, notably because of
the bank's materially increased and
large exposure to public sector
entities in Jordan. Those entities'
creditworthiness — and in turn JIB's
— is therefore more closely tied
to the sovereign's creditworthiness
and that of  other public sector
entities. In addition, this heightened

exposure has diluted the bank's
liquidity buffers.
S&P Credit Analyst Goeksenin

Karagoez says “We expect the
adverse economic and political 
conditions to continue testing
asset quality metrics in JIB's private
sector financing portfolio. We
believe JIB's cost of  risk will remain
high at about 1% of  financing, in line
with our forecast for the Jordanian
banking system”.
The negative outlook on JIB

mainly reflects that on Jordan. A
further lowering of  the long-term
foreign currency rating on Jordan
would trigger a similar rating action
on JIB.
S&P believes the persisting 

geopolitical and economic risks in
Jordan could contribute to further
weakening of  JIB's SACP in the
coming 12-18 months, notably its
asset quality and capitalization. If
JIB's funding ratios further 
deteriorate and become sustained
domestic outliers, S&P could revise
down its SACP. 

further information is available on the Global Credit
Portal in the research piece entitled “Jordan Islamic
Bank Affirmed At 'BB-/B' Despite weaker Stand-Alone
Credit Quality On Public Sector Exposure; Outlook Neg''

BANK rATING

Jordan Islamic Bank Affirmed At 'BB-/B' Despite
Weaker Stand-Alone Credit Quality On Public
Sector Exposure   

JIB's increased risk exposure to domestic public sector entities believed to be a
negative rating factor in the context of  Jordan's weaker public finances, and
this exposure has also diluted the bank's liquidity buffers

BANK rATING

“The bank enjoys a
privileged relationship
with the government.”

Standard & Poor's Ratings
Services affirmed its 'A+' long-
term and 'A-1' short-term 
counterparty credit ratings on
Qatar National Bank (QNB). The
outlook is stable.
S&P’s affirmation follows its

review of  the implications of
QNB's recent acquisition of
Egypt-based Nationale Société
Générale Bank (NSGB). S&P
considers that the weak operating
environment in Egypt could be
prolonged and significantly affect
NSGB, with a likely adverse
impact on QNB's business and
financial profiles. In particular,
NSGB holds a high amount of
government debt compared with
its equity base and earnings
capacity. S&P has therefore
revised its assessment of  QNB's
risk position to "moderate" from
"adequate" and its assessment of
QNB's stand-alone credit profile
(SACP) to 'bbb+' from 'a-'.

At the same time, S&P believes
there is a "very high" likelihood of
extraordinary support from the
government of  Qatar if  QNB
were in financial distress because
it classifies QNB as a govern-
ment-related entity (GRE). This
potential support provides a
three-notch uplift above the
SACP; therefore the long-term
rating on QNB remains at 'A+'.
S&P Credit Analyst Stephanie

Carillon says “The stable outlook
reflects our view of  QNB's key
strengths, including its dominant
commercial position, strong
capital and earnings, and its
shareholding structure, which we
anticipate will remain relatively
unchanged”.
S&P could lower the ratings if

QNB's SACP were to deteriorate
further to 'bbb-'. This could occur
if  the acquisition of  NSGB
resulted in a material worsening
of  QNB's asset quality or 
capitalization beyond its current
expectations, or if  risks from
QNB's continuing geographic
expansion materialized, increasing
the bank's risk profile.

further information is available on the Global Credit
Portal in the research piece entitled “Qatar National
Bank Affirmed At 'A+/A-1' Despite weaker Credit
Profile from Overseas Expansion; Outlook Stable”

Qatar National Bank
Affirmed At 'A+/A-1' 
The stable outlook reflects views of
QNB's key strengths, including
its dominant commercial position,
strong capital and earnings, and its
shareholding structure, which are
anticipated to remain relatively
unchanged.

BANK rATING

“...heightened exposure
has diluted the bank’s
liquidity buffers.”

“...the weak operating 
environment in Egypt
could be prolonged...”
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Bahrain-Based Gulf  International Bank Outlook
Revised To Positive

The positive outlook mirrors that on Saudi Arabia, Gulf  International
Bank's 97% owner

Standard & Poor's Ratings Services
revised its outlook on Bahrain-
based Gulf  International Bank
B.S.C. to positive from stable. At
the same time, we affirmed our
'BBB+' long-term and 'A-2' short-
term counterparty credit ratings on
the bank.
The rating actions take into

account the improvements S&P
has observed in the bank's funding
profile. These improvements result
from the bank's derisking strategy,
which it has been implementing
since 2009. Over the past 18
months in particular, the average
tenor and granularity of  Gulf  Inter-
national Bank's customer deposits
increased while the bank's reliance
on short-term wholesale funding
sources decreased. S&P has
therefore revised its assessment of
the bank's funding profile to
"average" from "below average" and
subsequently its stand-alone credit
profile (SACP) to 'bbb' from 'bbb-'.

The bank's liquid assets 
adequately cover its short-term 
liabilities. As a result, the bank's
funding and liquidity metrics
compare adequately with those
of  peers in Bahrain. S&P notes
however, that the bank still lacks a
robust retail deposit funding base. 
The positive outlook on Gulf  

International Bank largely reflects
the outlook on Saudi Arabia. 
S&P Credit Analyst Goeksenin

Karagoez says “Should we upgrade
Saudi Arabia, we would also
upgrade the bank, all else being
equal. 
The outlook also factors in S&P’s

expectations that the bank's
business and funding profile will
benefit from the launch of  retail
banking in late 2013.

further information is available on the Global Credit
Portal in the research piece entitled “Bahrain-Based
Gulf International Bank Outlook revised To Positive;
ratings Affirmed At 'BBB+/A-2'”

Standard & Poor's Ratings Services
lowered its long- and short-term
counterparty credit ratings on
Bahrain-based Al Baraka Banking
Group (ABG) to 'BB+/B' from
'BBB-/A-3'. The outlook is
negative.
The rating action follows S&P’s

review of  the wider implications of
deteriorated sovereign creditwor-
thiness in the past 12 months in
some countries in the Middle East
and North Africa (MENA), where
ABG operates, especially Egypt
and Jordan.
S&P Credit Analyst Paul-Henri

M Pruvost says “We have lowered
our assessment of  ABG's risk
position to "adequate" from
"strong," owing to its operations in
high-risk MENA countries”. 
S&P considers that economic

risks incurred by banks operating
in these countries, including ABG's
subsidiaries, have heightened.
Although S&P acknowledges that
the group's overall resilience to
these risks has so far been good, it
expects the operating environment
and credit conditions in the MENA
region, especially Jordan and

Egypt, to remain tough over the
coming 12-18 months.
The ratings remain supported by

ABG's strong business position,
and its average funding and
adequate liquidity position. S&P
views positively the group's
balanced business model, superior
geographic diversification, and the
competitive benefits it derives from
its status as an Islamic bank.
The negative outlook reflects

S&P’s view that ABG's capitalization
could deteriorate to levels it would
deem as weak if, for instance, Egypt
defaults and further economic stress
materializes in Jordan.
S&P thinks the group's ensuing

modest earnings capacity may not
be sufficient to sustain a risk-
adjusted capital (RAC) ratio before
adjustments above 5.0% over
time, especially if  further deteriora-
tion in our sovereign ratings or
economic risk scores occurs in
Jordan or Egypt.

further information is available on the Global Credit
Portal in the research piece entitled “Bahrain-Based Al
Baraka Banking Group Lowered To 'BB+/B' On high
MENA Sovereign And Economic risks; Outlook
Negative''

BANK rATING

Bahrain-Based Al Baraka Banking Group
Lowered To 'BB+/B' On High MENA Sovereign
And Economic Risks  

Sovereign and economic risks have further deteriorated in the past 12
months in various high-risk Middle Eastern and North African (MENA)
countries, particularly Egypt and Jordan, in which Al Baraka Banking
Group (ABG) operates

BANK rATING

“These improvements
result from the bank's
derisking strategy...”

Standard & Poor's Ratings
Services affirmed its 'AA'
long-term counterparty credit
and insurer financial strength
ratings on The Arab Investment
Export Credit Guarantee Corp.
(Dhaman). The outlook is stable.
The ratings on Dhaman reflect

its very strong business profile
and strong financial profile, in
terms of  S&P’s multilateral
lending institution (MLI) criteria. 
S&P Credit Analyst Kevin Willis
says “The strong financial profile 
corresponds to very strong under
our revised criteria for rating
insurers”. 
S&P combines the assessment

of  the business profile using its
MLI criteria with the financial
profile assessed using its
insurance criteria to derive an 'aa'
stand-alone credit profile (SACP)
for Dhaman. S&P incorporates
no uplift from extraordinary
shareholder support into its 'AA'
ratings.
Dhaman was established in

1974 to support trade and invest-
ments to and from Arab states by
providing political risk and export
credit guarantee insurance. The
agency currently has a stable
membership of  25 shareholders,
of  which 21 are Arab states and
four are pan-Arab regional funds
owned by Arab states.

The stable outlook reflects
S&P’s view that Dhaman will
maintain a very strong business
risk profile and strong financial risk
profile (in terms of  our MLI
criteria) over the next two years.
S&P does not expect to lower

the ratings, but could be prompted
to do so if  it saw any signs that
Dhaman's financial strength was
weakening, particularly if  its risk-
based capital adequacy weakened.

further information is available on the Global Credit
Portal in the research piece entitled “The Arab In-
vestment Export Credit Guarantee Corp. (Dhaman)
Affirmed At 'AA' On Insurance Criteria Change;
Outlook Stable”

The Arab Investment
Export Credit
Guarantee Corp.
(Dhaman) Affirmed
At 'AA' On Insurance
Criteria Change

The stable outlook reflects expecta-
tions that Dhaman will maintain its
very strong business profile and
strong financial profile, with very
strong capital and earnings

ExPOrT  CrEDIT rATING

“...the group’s overall 
resilience to these risks
has so far been good...”

“The ratings on Dhaman
reflect its very strong
business profile...”
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Nico Middle East Ltd. Rated 'B(Prelim)'; Outlook
Stable; Notes Rated 'B-(Prelim)' And Recovery
Rating '5(Prelim)'

The stable outlook reflects that on the emirate of  Abu Dhabi and would move in
line with that on the sovereign

Standard & Poor's Ratings Services
assigned its 'B' preliminary long-
term issuer credit rating to Dubai-
based offshore support vessel
(OSV) company Nico Middle East
Ltd. The outlook is stable. S&P has
also assigned a 'B-' preliminary
issue rating to Nico Middle East's
proposed $350 million senior
unsecured five-year notes, one
notch below the corporate credit
rating on Nico Middle East. 
Nico Middle East plans to use

the proceeds from the notes to
refinance part of  its existing debt
and to fund capital expenditure.
Final ratings will depend on

S&P’s receipt and satisfactory
review of  all final transaction 
documentation. Accordingly, the
preliminary ratings should not be
construed as evidence of  final
ratings.

The 'B' preliminary issuer credit
rating reflects S&P’s view of  parent
company Renaissance Services'
"highly leveraged" financial risk
profile and "weak" business risk
profile. S&P assesses Nico Middle
East's financial and business risk
profiles in the same categories. 
The rating is preliminary and will

be finalized upon completion of
the proposed notes issuance. The
stable outlook reflects S&P’s view
that Renaissance Services' credit
metrics will likely remain "highly
leveraged". S&P could raise the
rating if  Renaissance Services and
Nico Middle East maintain consoli-
dated debt to EBITDA of  below
4.5x.

further information is available on the Global Credit
Portal in the research piece entitled “Nico Middle East
Ltd. rated 'B(Prelim)'; Outlook Stable; Notes rated 'B-
(Prelim)' And recovery rating '5(Prelim)'”

Standard & Poor's Ratings Services
affirmed its long- and short-term
local and foreign currency issuer
credit ratings on Abu Dhabi-based
International Petroleum Invest-
ment Co. (IPIC) at 'AA/A-1+'. The
outlook is stable.
The affirmation reflects that,

under S&P’s enhanced criteria for
rating government-related entities
(GREs), it equalizes the ratings on
IPIC with those on the sovereign,
even though the government of
Abu Dhabi does not formally
guarantee IPIC's liabilities. 
S&P Credit Analyst Dima B

Jardaneh says “ Under our criteria,
we assess the likelihood that the
government of  Abu Dhabi would
provide extraordinary support to
IPIC in the case of  financial stress
as ‘almost certain.’”.
S&P’s view of  an "almost

certain" likelihood of  extraordinary
government support is based on its
assessment of  IPIC's:
· "Critical" role for the government 
and the economy of  Abu Dhabi 
as the government's major 
investment arm for the long-term
development and diversification 
of  the hydrocarbon-based 
economy. The company is also

charged with undertaking 
energy-related strategic projects 
on behalf  of  the government; 
and

· "Integral" link with the 
government, its sole owner.
IPIC plays a critical role in public
policy by implementing the 
government's long-standing 
strategy to diversify and enhance
utility and value added from
the emirate's hydrocarbon 
resources.
The stable outlook reflects S&P’s

view that IPIC's "integral" link with,
and "critical" role for, the govern-
ment will remain unchanged, and
that the company would benefit
from the government's extraordi-
nary financial support, should the
need arise.
S&P would likely lower the rating

on IPIC if  it were to lower the
rating on the government of  Abu
Dhabi, or detect any weakening of
the government's commitment to
IPIC.

further information is available on the Global Credit
Portal in the research piece entitled “Abu Dhabi-Based
International Petroleum Investment Co. 'AA/A-1+'
ratings Affirmed; Outlook Stable'”

Abu Dhabi-Based International Petroleum In-
vestment Co. 'AA/A-1+'

The stable outlook reflects that on the emirate of  Abu Dhabi and would move in
line with that on the sovereign

OIL  rATING

“The rating is pre-
liminary and will be
finalised upon com-
pletition of  the
proposed notes
issuance.”

Standard & Poor's Ratings
Services placed its 'BBB-'
long-term corporate credit rating
on Bahrain Telecommunications
Co. (Batelco) on CreditWatch
with negative implications.
The CreditWatch placement

follows Batelco's significant loss
of  market share and consequent
decline in profitability as a result
of  increasing price competition.
The company's lower earnings
are pushing its leverage signifi-
cantly higher than S&P previously
forecast.
S&P aims to resolve the Credit-

Watch placement in the next
three months, once it has met
with Batelco's management and
reassessed the SACP and the like-
lihood of  extraordinary support
from the government of  Bahrain.

further information is available on the Global Credit
Portal in the research piece entitled “Bahrain
Telecommunications 'BBB-' ratings Placed On 
Creditwatch Negative On Loss Of Market Share
And reduced Margins”

Bahrain 
Telecommunications
'BBB-' 

The stable outlook on KQIC reflects the
stable outlook on its guarantor, QIC

Standard & Poor's Ratings
Services affirmed its long- and
short-term foreign and local
currency issuer credit ratings on
Abu Dhabi-based Tourism Devel-
opment and Investment Co.
P.J.S.C. (TDIC) at 'AA/A-1+'. The
outlook is stable.
Standard & Poor's rates TDIC

according to its criteria on 
government-related entities
(GREs). Although the government
does not formally guarantee
TDIC's liabilities, S&P equalizes
the ratings on TDIC with those
on the Emirate of  Abu Dhabi
(AA/Stable/A-1+) as it believes
there is an "almost certain" likeli-
hood that the Abu Dhabi govern-
ment would provide timely and
sufficient extraordinary support
to TDIC in the event of  financial
distress.

further information is available on the Global Credit
Portal in the research piece entitled “ratings On Abu
Dhabi-Based Tourism Development and Investment
Co. Affirmed At 'AA/A-1+'; Outlook Stable”

Ratings On Abu Dhabi-
Based Tourism
Development and 
Investment Co.
Affirmed At 'AA/A-1+'

The stable outlook reflects that on
the sovereign and would move in line
with the outlook on the emirate

TELECOM  rATING

TOUrISM  rATING

TrANSPOrT  rATING



Standard & Poor's Ratings Services
lowered to 'BBB+' from 'A-' the
counterparty credit and financial
strength ratings on Dubai-based
Salama/Islamic Arab Insurance
Co. (P.S.C.) (Salama/IAIC). At the
same time, it removed the ratings
from CreditWatch with negative 
implications, where they had been
placed on Jan. 25, 2013. The
outlook is negative.
S&P considers that the 

consolidated Salama/IAIC group
displays a satisfactory business risk
profile, and a strong financial risk
profile. The satisfactory business
risk profile is based on what S&P
views as intermediate risk from the
industry and country risk of  the
consolidated group's various 
operations, and an adequate
competitive position overall. 
The group premium is balanced

between primary insurance written
in the United Arab Emirates (UAE),
Algeria, Saudi Arabia, Egypt,
Senegal, and Jordan and inward
reinsurance written in some 60
countries by the wholly owned
BEST RE subgroup. S&P’s
adequate assessment reflects this

diversification but also the substan-
tial contraction in premium income
levels at the BEST RE subgroup. 
S&P Credit Analyst David D

Anthony says “Significantly reduced
premium levels at the subgroup
have also caused a fall in premium
levels and earnings potential at the
consolidated group level”.
The negative outlook reflects

S&P’s expectation that it could
lower the rating over the upcoming
one to two years if:
· Consolidated capital adequacy
falls significantly and 
permanently below extremely
strong levels; or

· Reputational difficulties at BEST
RE cause our view of  the
Salama /IAIC group's own 
reputation and consolidated
competitive position to weaken.
S&P could revise the outlook to

stable if  the situation at BEST RE
stabilizes without causing material
financial or reputational issues for
Salama/IAIC.  

further information is available on the Global Credit
Portal in the research piece entitled “Dubai-Based
Insurer Salama/IAIC ratings Lowered As Problems At
reinsurance Subsidiaries Continue; Outlook Negative''

Dubai-Based Insurer Salama/IAIC Ratings
Lowered As Problems At Reinsurance 
Subsidiaries Continue 

Under recently revised criteria for rating insurers, Salama/IAIC consolidated
group's business risk profile is regarded as satisfactory, and its financial risk
profile as strong

INSUrANCE  rATING

Bahrain-Based
Mediterranean &
Gulf  Insurance & Re-
insurance Co. B.S.C.
Assigned 'A' Rating

The ratings reflect MedGulf
Bahrain's strong business risk
profile, and strong financial risk
profile

Standard & Poor's Ratings
Services assigned its 'A' insurer
financial strength and counter-
party credit ratings to Bahrain-
based multiline insurer
Mediterranean & Gulf  Insurance
& Reinsurance Co. B.S.C.
(MedGulf  Bahrain). The outlook is
stable. At the same time, S&P also
assigned its Gulf  Cooperation
Council (GCC) regional scale
rating of  'gcAAA' to the company.

S&P rates MedGulf  Bahrain on
a consolidated basis, including its
subsidiaries and affiliates (the
Medgulf  group). The MedGulf
group enjoys a strong business
risk profile and a strong financial
risk profile. S&P bases its view of
its business risk profile on its
leading insurance franchises in the
Lebanon and in Saudi Arabia
(KSA), as well as operation of
insurance service companies,
and small insurance operations in
Bahrain, Jordan, and the U.K. life
sector. 
S&P Credit Analyst David D

Anthony explains “We regard the
industry and country risk the
group is exposed to in these
markets as intermediate. We also
assess its competitive position as
strong”. 
S&P bases its assessment of  its

financial risk profile on its view of
its strong capital and earnings, 
intermediate risk position, and
adequate financial flexibility.
The stable outlook reflects

S&P’s expectation that MedGulf
Bahrain and its consolidated 
subsidiaries and associates will
maintain a strong business risk
profile based on continued, suc-
cessful expansion within existing
and new business lines and
markets. At the same time, S&P
expects the group to maintain its
strong financial risk profile.

further information is available on the Global Credit
Portal in the research piece entitled “Bahrain-Based
Mediterranean & Gulf Insurance & reinsurance Co.
B.S.C. Assigned 'A' rating; Outlook Stable”

INSUrANCE  rATING

Standard & Poor's Ratings Services
assigned its 'BBB+' long-term and
'A-2' short-term foreign and local
currency corporate credit ratings
to Oman's largest telecommunica-
tions operator Oman Telecommu-
nications Co. (Omantel). The
outlook is stable. 
The long-term rating on

Omantel reflects S&P’s 'bbb' 
assessment of  the company's
stand-alone credit profile (SACP),
and its opinion that there is a
"moderately high" likelihood that
the government of  the Sultanate of
Oman (A/Stable/A-1) would
provide timely and sufficient ex-
traordinary support to Omantel in
the event of  financial distress.
S&P Credit Analyst Alexander

Griaznov says “The SACP incorpo-
rates our assessments of  the
company's "satisfactory" business
risk profile and "intermediate"
financial risk profile, according to
our criteria”.

Omantel's business risk profile is
supported by its strong competitive
position in Oman's fixed-line and
mobile telephony markets, solid
operating performance, and high
profitability.
The stable outlook reflects S&P’s

expectation that Omantel's solid
credit ratios and ample liquidity
will be sufficient to absorb the
impact from the negative 
discretionary cash flow it expects
this year.
S&P could lower the ratings if

Omantel's consolidated adjusted
debt to EBITDA exceeded 2x,
owing to mergers and acquisitions
or  increased shareholder
remuneration.
S&P do not see any ratings upside

in the next 12-18 months, mainly
owing to Omantel's modest scale
and exposure to a single market.

further information is available on the Global Credit
Portal in the research piece entitled “Oman Telecom-
munications Assigned 'BBB+/A-2' ratings; Outlook
Stable''

Oman Telecommunications Assigned
'BBB+/A-2' Ratings

The stable outlook reflects expectations that Omantel's credit ratios will remain
strong, despite likely increases in investments and large dividend payouts
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Abu Dhabi National Insurance Co. Outlook
Revised To Stable After Insurance Criteria Change

The stable outlook reflects expectations that the company will maintain its
very strong financial profile and adequate competitive position

Standard & Poor's Ratings Services
revised its outlook on United Arab
Emirates-based multiline insurer,
Abu Dhabi National Insurance Co. 
(ADNIC), to stable from positive.
S&P also affirmed its 'A-' insurer
financial strength and counterparty
credit ratings on ADNIC. 
The ratings reflect S&P’s view of

ADNIC's very strong financial risk
profile and satisfactory business
risk profile. S&P’s overall assess-
ment of  the financial risk profile is
based on very strong capital 
and earnings, both current and
prospective, together with
adequate financial flexibility, and
an overall intermediate risk
position. While the company's 
investments are largely high-
quality, they display a degree of
concentration risk as regards the
United Arab Emirates (UAE)
banking sector. S&P bases its 
satisfactory business risk profile on 
ADNIC's adequate competitive

position in the UAE and the inter-
mediate level of  industry and
country risk in UAE. 
S&P Credit Analyst Linas Grigali-

unas explains “We combine these
factors to derive our 'a-' anchor for
ADNIC. The final ratings remain at
the level of  the anchor because, in
our view, the various factors that
could act as modifiers are neutral
to the ratings at the current level. 
The stable outlook reflects S&P’s

expectation that ADNIC will
maintain extremely strong capital
adequacy, a high-quality asset
portfolio, and an adequate 
competitive position in the UAE
market.
S&P does not expect to take

negative rating action over the next
two years.

further information is available on the Global Credit
Portal in the research piece entitled “Abu Dhabi
National Insurance Co. Outlook revised To Stable After
Insurance Criteria Change; ratings Affirmed At 'A-'”

Standard & Poor's Ratings Services
raised its insurer financial strength
and counterparty credit ratings on
Oman-based composite insurer
Oman United Insurance Co.
S.A.O.G. (OUIC) to 'BBB' from
'BBB-'. The outlook is stable.
The ratings reflect S&P’s view of

the company's fair business risk
profile and upper adequate
financial risk profile, demonstrated
by its adequate and strengthened
competitive position and moder-
ately strong capital and earnings.
S&P derives its 'bbb' anchor for

OUIC from the combination of
these factors.
OUIC faces moderate industry

and country risk because its
business is concentrated in the
Omani market. 
S&P Credit Analyst Kevin Willis

explains “Our assessment is based
on the modest return on equity
generated by the industry, which
reflects the crowded market and
price-focused nature of  
competition in Oman”.
S&P believes this places

downward pressure on earnings.
To a lesser extent, S&P’s 
assessment is also driven by the 

institutional framework in Oman,
which incorporates its view of  
regulatory oversight and effective-
ness in Oman. Product risk,
barriers to entry, and market
growth prospects also support its
assessment.
The stable outlook reflects S&P’s

view that OUIC's competitive
position in the Omani market will
enable it to achieve its base-case
earnings assumptions. Sustainable
growth in premiums will support
OUIC's at least very strong capital
adequacy and retained net profits.
S&P could lower the ratings if,

contrary to its expectations, OUIC's
financial profile were to weaken.
This may be the result of  a sus-
tained deterioration in earnings and
the company therefore not meeting
its base-case scenario assumptions.
Such a scenario could arise due

to persistent weak underwriting
performance or investment market
volatility that significantly reduces
the value of  OUIC's portfolio,
thereby straining its capital
adequacy.

further information is available on the Global Credit
Portal in the research piece entitled “Oman United
Insurance Co. SAOG ratings raised To 'BBB' After
Insurance Criteria Change; Outlook Stable''

INSUrANCE  rATING

Oman United Insurance Co. SAOG Ratings
Raised To 'BBB' After Insurance Criteria Change  

Ratings predominantly reflect views of  the company's fair business
profile, which is constrained by its focus on the Omani market, and upper
adequate financial risk profile, supported by moderately strong capital
and earnings

INSUrANCE  rATING

“...assessment of  the
financial risk profile is
based on very strong
capital and earnings...”

Standard & Poor's Ratings
Services assigned its 'gcAA' Gulf
Cooperation Council (GCC)
regional scale rating to Saudi
Arabia-based reinsurer, Saudi Re
for Cooperative Reinsurance Co.
(Saudi Re). The 'BBB+' global
long-term counterparty credit
and insurer financial strength
ratings on Saudi Re are unaf-
fected. The outlook is stable.

S&P considers Saudi Re's 
competitive position to be less
than adequate and industry and
country risk in Saudi Arabia to be
intermediate. These factors weigh
on S&P’s assessment of  the
company's business risk profile
despite its position as the only
locally-domiciled reinsurer in
Saudi Arabia.
S&P Credit Analyst Anvar

Gabidullin says “In our view, Saudi
Re has very strong capital, a
moderate risk position, and
adequate financial flexibility,
leading to our assessment of  its
financial risk profile as strong”. 
The company has one of  the

highest capitalization levels of  its
GCC regional peers. S&P regards
management and governance,
enterprise risk management, and
liquidity as neutral factors for it’s
ratings on Saudi Re.
The stable outlook reflects

S&P’s opinion that Saudi Re's
capital will remain resilient
through to 2015, despite likely
substantial business growth. It
also reflects S&P’s view that
Saudi Re has good prospects for
success over the medium and
long term, but that the current
lack of  an established and robust
competitive position will likely
preclude a stronger rating over
the next two years.
S&P does not currently

envisage a positive rating action
over the next two years, as Saudi
Re is unlikely to achieve materi-
ally larger scale or wider revenue
diversification in that time.

further information is available on the Global Credit
Portal in the research piece entitled “Saudi re for 
Cooperative reinsurance Co. Assigned 'gcAA'
regional Scale rating; 'BBB+' Global Scale ratings
Unaffected”

Saudi Re for Coopera-
tive Reinsurance Co.
Assigned 'gcAA'
Regional Scale
Rating

The ratings reflect views of  Saudi
Re's fair business risk profile and
strong financial risk profile

INSUrANCE  rATING

“The company has one of
the highest capitalization
levels of  its GCC regional
peers.”
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COMMENTAry - SAUDI ArABIAN INSUrANCE

“The real problem is less
the absolute number of
players and more the
high degree of  market
share concentration...”

At the operating level, costs and overheads are
part of  the problem, and they are certainly high
relative to peers in some neighboring Gulf

Cooperation Council (GCC) markets. Yet we believe
the issue is more fundamental: the very structure of
the market.
It is almost too easy to suggest that at 34 in total,

there are too many insurers in the KSA. The real
problem is less the absolute number of  players and
more the high degree of  market share concentration.
Perhaps too much of  the KSA insurance "cake" is
being eaten by too few companies, leaving the crumbs
for the rest. At the same time, the – market leaders'
results show that they themselves despite their
undoubted competitive advantages of  scale, distribu-
tion, and branding – have been propping up their
market share by artificial means. In particular, their ag-
gressive pricing policies have depressed rates to barely
sustainable levels, and have distorted the economics
of  the whole market. However, a particular concern of
many smaller local insurers today is the new pricing
regime introduced by the insurance regulator for the
main lines of  medical and motor earlier this year.
The principal regulator, the Saudi Arabian Monetary

Agency (SAMA), issued a directive stating that all
KSA-based insurers must apply actuarial pricing to
their motor and medical policies. In practice, the 
initiative risks further entrenching the competitive 
advantages of  the largest players in a market that is
already highly concentrated in the hands of  its leading
players. These larger insurers generally enjoy lower
expense ratios that permit cheaper tariffs under the
new pricing rules. Yet smaller players – whose
expenses tend to run somewhat higher relative
to revenues – are now obliged to charge higher prices
than their larger peers, further undermining their
viability in an already difficult market. The result risks
even greater concentration of  business in a sector
where, in 2012, 76% of  the Saudi Arabian riyal (SAR)
20.6 billion in primary insurance premiums were
written by the 10 largest companies, and 54% by just
the top three. These larger companies and some of
their more efficient, midmarket peers may be able to
function satisfactorily under the new pricing regime.
Smaller insurers, though, unless they can lower their
cost base, risk having to price themselves out of  the
market if  they apply prudential, actuarial tariffs.

How Many Is Too Many?
If  12 licensed banks are sufficient to service the
Kingdom's banking needs, how many insurers does
Saudi Arabia need? In our view, there is no "right" or
"wrong" number, but looking back over the past three
years, we have observed some half  dozen or so
insurers, out of  34 in total, that seem to be finding it

hard to gain traction and to make sustainable
profits in the current marketplace. For these entities,
merger must be a serious consideration, and one that
the authorities are known to be keen to promote. If
outright insolvency is unacceptable, merger, ideally
with a stronger peer, becomes the most realistic
option.

The Ingredients Are There For A Thriving
Insurance Sector
Despite these existential issues, the KSA nonetheless
has both the economic base and the demographics to
support a vibrant insurance sector. The Kingdom
benefits from substantial government infrastructure
spending and a large, often affluent population of  29.2
million (nearly 20 million Saudi nationals plus some 9
million expatriate workers and their dependents).
Insurance density remains low by developed market
standards, but is improving.

The Sector Is Solvent
Our analysis of  company-by-company second-quarter
results highlights some of  the strengths and weak-
nesses of  the sector. For example, domestic insurers
wrote SAR12.5 billion of  GWP in the first half  of  this
year (up 17.6% on the SAR10.6 billion written by end-
June 2012), supported by SAR9.0 billion of  sharehold-
ers' funds (versus SAR8.0 billion in June 2012). In
solvency terms, therefore, the market would appear to
be secure with more than enough capital on average
to support the exposure implied by premium volumes.
Yet, as of  end June 2013, nine insurers were below the
SAR100 million level that is normally regarded as the
minimum capital requirement.

The Potential For Loss Lingers
As regards earnings, the sector as a whole turned in
an overall net loss before tax of  SAR93.1 million in the
second quarter of  2013, after a break-even result in
the first quarter. In part, this was due to a large fire loss
in Jeddah in June of  this year that was co-insured by
many local insurers. Whatever the case, only 18
insurers declared a pretax profit in the second half,
down from the 22 that reported profits in the final
quarter of  2012.

Many Changes Are In Store, But Size Will
Remain A Potent Advantage
With over half  the market – 18 insurers – reporting a
reduction in shareholders' equity by end June 2013,
relative to end-2012, it is perhaps not surprising that
the mood of  much of  the market is somber. 

further information is available on the Global Credit Portal in the research piece
entitled “Saudi Arabian Insurance In The Third Quarter Of 2013: will The winners
Take All?”

SAUDI ArABIAN INSUrANCE IN ThE ThIrD
QUArTEr Of 2013: wILL ThE wINNErS 
TAKE ALL?

Business should be booming for insurers in the Kingdom of Saudi Arabia. The scope for insurable activity is
steadily growing, insurance density (premiums per capita) is improving from a low base, and premiums have
grown nearly 18% a year since 2008 on a compound annualized basis. Yet, the market is plagued by underper-
formance and loss. Standard & Poor’s Credit Analyst David D Anthony questions what is going wrong



COMMENTAry - rEvISED INSUrANCE CrITErIA

  14 � STANDARD & POOR’S RATINGS SERVICES � MIDDLE EAST OUTLOOK  NOVEMBER ISSUE - 2013

S&P APPLIES ITS rEvISED INSUrANCE CrITErIA
TO 13 rATED INSUrANCE GrOUPS AND 
SUBSIDIArIES IN ThE UAE, QATAr, AND OMAN
Standard & Poor’s Credit Analyst Kevin Willis updates the ratings list of  Insurance Groups and Subsidiaries in The
UAE, Qatar and Oman (All ratings are affirmed, except where a "from" rating is indicated.)

COUNTERPARTY CREDIT RATING 
LOCAL CURRENCY 

INSURANCE GROUP

FINANCIAL STRENGTH RATING
LOCAL CURRENCY

Abu Dhabi National Insurance Co. (PSC) A-/Stable/-- A-/Positive/-- A-/Stable/-- A-/Positive/--
Al Buhaira National Insurance Co. (PSC) BB/Negative/-- BB/Negative/--
Doha Bank Assurance Co. LLC BBB/Stable/-- BBB/Stable/--
Doha Insurance Co. Q.S.C. BBB+/Stable/-- BBB+/Stable/--
Dubai Islamic Insurance 
& Reinsurance Co. (Aman) BBB-/Stable/-- BBB-/Stable/--

National General Insurance Co. (PSC) BBB+/Stable/-- BBB+/Stable/--
Noor Takaful General PJSC BB+/Stable/-- BB+/Stable/--
Noor Takaful Family PJSC BB+/Stable/-- BB+/Stable/--
Oman Insurance Co. (PSC) A-/Positive/-- A-/Stable/-- A-/Positive/-- A-/Stable/--
Oman United Insurance Co. S.A.O.G. BBB/Stable/-- BBB-/Positive/-- BBB/Stable/-- BBB-/Positive/--
Orient Insurance P.J.S.C. A/Stable/-- A/Stable/--
Qatar Insurance Co. S.A.Q. A/Stable/-- A/Stable/--
QIC International LLC
Q-Re LLC
Q Life & Medical Insurance Company LLC A/Stable/--
Takaful Re Ltd BBB/Stable/-- BBB/Stable/--

To From To From
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