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CORPORATE PROFILE

Operating as one of the four Islamic banks in the Hashemite Kingdom of Jordan {“Jordan” or
“the Kingdom” or “the country”), Jordan Islamic Bank {“JIB” or“the bank”} leads the domain by
representing more than half of the sector’s deposit Figure 1: Market share {M..) in Overall Banking
and asset base’. JIB has been operating under % '

the Shari'a principles since inception in 1978. :i'g: R . - ey
The bank is a publicly listed entity on Amman . _f_u____..._._————fz—ﬂ——-
Stock Exchange. IIB is the second largest  gqs B9 8.2% B.0%

1% 7.9%
subsidiaryof Al Baraka Banking Group (“ABG”  4.0%

or “the ultimate parent” or “the group”) - one  20%
of the most prominent Istamic banking groups %%
in the world. The bank enjoys good market

2013 2014 2015 2016 H1'17

—M.5. Assels

e . M. Finandi MS5. Deposits
position in the overall banking sector, as ST B

shown in Figure 1, while also ranking third in the (Source: Central Bank of lardon; Bank financiols;
system in terms of total assets and deposits®. Under ::g':::::ﬁ:::g o See pesrment ccounts
its 3-year medium-term strategy ending 2018, JIB

envisages to continue to increase its market share. While growth in the overali banking sector
assets and deposits moderated to 3% and 1% (2015: 5%; 8%), respectively during 2016, JIB grew
at 8% in each segment. On the other hand, financings showed signs of slowdown at 2% increase
after posting a sharp 17% escalation in the previous year, as the banks remain cautious towards
corporate sector lending across the industry, owing to regional security challenges. As such, risk
aversion seems to have deepened further in the banking sector beginning 2017, leading to a
slight decline in JIB's financings during Q1’17 compared to end-2016, following which we
witnessed some recovery at Q2'17. For full year 2017, the bank expects to grow its balance
sheet footing at mid-single digit percent.

While expansion in JiB delivery network continued during 2016; it fell marginally short of its
previous expectations of reaching 100 branches and cash offices. JIB operates with 98 domestic
branches and cash offices as at end-June 2017 (2016: 97; 2015: 93), targeting to reach 105 by
end 2017. In addition, the bank widened its footprint and connectivity through its 201 ATMs
currently (2016: 190; 2015: 169). Besides shifting one of the branches for convenience of its
customers during 2016, JIB added new services with upgraded security features to its ATMs
that also aided the bank in gradually gaining ATM market share in the country to 12.8% at 2016,

! Deposits and asset base for Jordan operations of Al Rajhi Bank are not available

? After Arab Bank PLC (Assets: 2016- ~)D33.6k; H1'17- ~1D33.8b; Deposits: 2016- ~1D23.9b; H1'17- ~1D23.7b) and
b) The Housing Bank for Trade and Finance {Assets: 2016- 1D7.8b; H1'17- JD7.7b; Deposits: 2016 and H1'17- ~JD6b
each) and higher than Jordan Ahli Bank {Assets: 2016 and H1'17- ~1D2.8b; Deposits: 2016 and H1'17- ~]D2.3b)

2
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up from 11% in 2014. Further, the bank’s headcount also increased to 2,236 at end 2016 {2015:
2,148), being commensurate with the growth in business.

Table 1: Key Financial Indicators The bank’s asset quality
Amount in JO'm, unless 2013 | 2018 | 2015 | 2016 HI'17 indicators displayed
otherwise stated improvement in 2016 with
Total Assets . 3,281.6 | 3,554.7 | 3,789.0 | 4,100 4,149 NPFs® reducing to 3.2%
Net Financings 2,125.9 | 2,213.3 | 2,587.7 | 26405 | 2,689.1 >
Net Investments® 164.2 | 176.2 | 205.2 | 2464 283.0 (2015: 3.5%) and comparing
_[gtalneposlts" 2,957.5 | 3,180.5 | 3,385.4 | 3,645.8 3,684.3 favorablv with the overall
Net Equity 2555 | 2822 | 3112 | 3427 346.4 )

Off Balance Sheet Funds 240.8 | 3005 | 370.8 | 4031 446.0 banking sector average;
ROAA [%) 1.4% 1.3% 1.3% 1.4% 1.3% albeit showed signs of
ROAE (%) 18.6% | 16.8% | 16.4% | 16.5% 15.0% deterioration by mid-year.

{Source: HIRA odjusted bank financials) Assuming no further deterioration in
asset quality, we believe the bank’s strong capitalization provides adequate capacity for loss
absorption while also supporting its growth.

Operationally, the bank endeavors to further achieve efficiencies under its strategy layout for
which it intends to centralize its back office operations in its branches and head office,
automating and upgrading processes, shifting low-value transactions to electronic channels and
enhanced use of IT with more services to be offered on internet and mobile banking. Further,
the bank also plans to cut costs through power consumption savings and use of solar energy.
The bank’s ongoing energy conservation drive is being implemented in stages with phase 3 now
operating in 17 of its branches.

On the organization front, there have been no changes to the bank’s senior management and
leadership profile since our last review which lends continuity to the bank’s strategic direction.

* Excluding Al Qard Al Hasan

* Includes investment accounts with banks and banking institutions and unrestricted investment accounts that are
due within 3 months

* Includes current and call accounts at banks and banking institutions

*Gross non-performing financings
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Shareholder’s Profile
Figure 2: Shareholding Pattern - Aug. 2017 ABG continues to hold majority 66% stake in JIB, as
Haii shown in Figure 2; however there has been an

Fund,

Al increase in other institutional shareholding with

Social Security Corporation (“SSC”) now holding
slightly over 5% stake in the bank.

Hani
Masud
Darweesh

ABG: ABG operates as one of the leading Islamic
wholesale banks globally, functioning under a license
from the CBB. It is also listed on Bahrain Bourse and

Hussein

MT,?EE“ Nasdaq Dubai stock exchanges. Besides JIB, the
Hf:ﬁ‘,:',_“' social group has direct majority stake in 10 other Islamic
24% .f:,‘;j,’l;‘{i retail banks, operating in countries including Turkey,
(s‘s”c‘,‘ Algeria, Bahrain, Egypt, Lebanon, Pakistan, Sudan,

5.0% South Africa, Syria and Tunisia. Further, the group’s

(Source: Security Degository Center - Jordan) JV in Morocco is also set to start operations this

year. Through its subsidiaries, the group also holds
majority stake in businesses other than banking, and including investment management
(through Itgan), education, real estate and information technology. It also has representative
offices in Libya and in Indonesia. The group operations have grown steadily over the years;
however it reported a decline during 2016 on account of tough macroeconomic conditions in
host countries of a few of its subsidiaries. The group’s asset base stood at US$24.7b as of H1'17
and consolidated net earnings of US$112.9m during the period. As of H1’17, ABG had a
consolidated network of 667 branches and a workforce of 12,623 employees.

We consider JIB as a strategic subsidiary of the group, accounting for about 25% and 28% of the
group’s assets and profits, respectively in 2016. As such, we continue to factor ongoing group
support in our rating assessment.

The group has an outstanding investment grade credit rating based on joint assessment by both
IIRA and Dagong Global Credit Rating Company Limited.

S5C: Incorporated in 1980, SSC is a government-owned entity that provides accidental, sickness,
old age, disability and mortality insurance to Jordanian citizens.

N
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Strategic Investments

JIB acquired full ownership in one of its subsidiaries - Al Samaha Financing and Investment Ca.
Ltd., during 2016, increasing its paid-up capital to JD12m from JD8m at 2015 end. As such,
currently the bank has three fully-owned subsidiaries while it holds slightly over 99% stake in
one. These assets mainly include JIB’s strategic interest in domestic entities engaged in the
financing, brokerage, IT and education sectors, as shown in Table 2, representing a total paid up
capital of JD30.6m as of end-2016. The bank recognized net income of JD2.1m from these
subsidiaries’ during 2016 (up 1.4% from 2015) that were fully distributed as unrestricted
investment account holders’ share. In addition, JIB’s subsidiary in the education sector yielded a
6% dividend distribution amounting to about }D0.5m during 2016.

Table 2: 1iB Subsidiaries

Subsidiary Activity Paid-up Ownership 2016

Caphtal (ID'm) (%) Profits

JD'm)
Omariah Schaols Co. Ltd. Education 8.6 99.4% 1.36
Al Samaha Financing and Investment Co. Ltd. Financing 12.0 100% 0.35
Future Applied Computer Technology Co. Ltd. Services 5.0 100% .43
Sanabel Al-Khair for Financial Investments Co. Ltd. | Brokerage 5.0 100% 03

{Source: 21B; Bank financials; Paid-up capitol as of H1'17)

Tabile 3: JIB Affiliates

Affiliate Activity Ownership Invested On the other hand, the bank sold
Amount (JD'm) e 4 . .
off its investment in two of its

Jordan Center for Commercial 28.4% 11 - .

International Trading Co. affiliates - AlAmin Investment Co.

Islamic Insurance Co. Takafut 335% 4.6 and Arabian Steel Pipes Mfg. Co.
Insurance

during 2016 which led to the 49%

decline in the total investments to ID7.7m
from 2015. During 2016, the bank yielded JD513.3k on these investments {down from JD788.5k
in 2015. The current investments are profitable for the bank; however the net yield to the
bank’s shareholders from these investments remains minimal. Over the long term, bank’s
takaful investment could further grow and represents a significant avenue of growth in further
development of Islamic finance in the country.

{Source:iB; Bank financials; Invested amourt as of 2016)
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Limited corporate business, a weakening credit risk environment reflecting economic
challenges

Given the macroeconomic challenges in Jordan, the slowdown in banking credit growth is an
industry wide trend negatively impacted by drop in corporate sector financings. As such, we
noted JIB’s financings to have only inched up slightly in 2016. With the recent positive
developments in terms of improving regional environment, the corporate sector financings
could get a boost over the coming periods.

While we continued to observe some improvement in the bank's asset quality indicators until
2016, JIB's non-performing financings increased during H1’17 mainly on account of a single
counterparty which is also in the process of being rescheduled. Further, there is an uptick in
the guantum of past due but not impaired financings on account of challenging macroeconomic
conditions. However, the bank has maintained provisioning coverage in excess of 100% albeit
some decline has been observed during H1'17. JIB’s exposure remains concentrated towards
NEPCO with the total exposure at JD594m at end 2016.

Strong profitability and superior return indicators

Net spread and fee and commission income remain the primary contributors of growth to the
bank’s net income. Further, the bank’s majority retail deposit base bears positive implications
by way of its low cost of funds. As such, JIB's ROAA and ROAE are superior compared to the
banking sector aggregates.

Stable funding base benefiting from strong and granular depositor base; adequate liquidity
profile

JIB's funding base, comprising largely of retail deposits, continues to be a positive rating driver
given its strong franchise in the segment. Further, the bank has sizable liquid assets resulting in
metrices well in excess of the minimum required under its legal liquidity ratio, liquidity
coverage ratio and net stable funding ratio.

Adequate capital; rising business and systemic risks call for further reinforcement
JIB’s capitalization remains sound and supported by internally generated funds.
Implicit support from ABG expected to continue to provide uplift to our assessment of JIB

Similar to ABG's other islamic retail banks; JIB derives intangible benefits on account of the
group’s well recognized and globally widespread Islamic banking franchise. We believe JIB
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would also continue to benefit from the implicit support from ABG in the form of control and
oversight of governance practices.

ECONOMIC OVERVIEW OF JORDAN

Jordan is a strategically located Arab Kingdom, which has borders with Saudi Arabia, Iraq, Syria
and Israel. Jordan is also an active member of the Arab League and a founding member of
Organization of Islamic Cooperation (“OIC").

Jordan has a population of 7.7m’ and a GDP (PPP) of US585.57b°. The country’s ecanomy is
challenged by high unemployment and weak growth, mainly due to global uncertainties as well
as effects of the Syrian crisis at its doorstep, causing high influx of Syrian refugees. The
economy had demonstrated uplift during 2010 — 2014 during which period, economic growth
reached 3.09% in 2014 (2010: 2.31%) however, it has tapered off again to 2% during 2016
(2015: 2.39%). The decline in GDP growth is mainly because of decline in the output of
agriculture and mining sectors. Closure of export routes to Iraq and Syria and decrease in
tourism due to security reasons also played a significant role in slower growth.

Higher unemployment rate and lower labour force participation is also a major challenge faced
by Jordan as unemployment rate reached its 10 year high of 16% being even higher for women
and youth. To cater this, National Committee for Human Resource Development {"NCHRD")
developed a National Strategy for Human Resource Development covering a 10 year plan with
the aim of addressing skill mismatches, unlocking potential of women and reforming public
sector hiring practices. Income inequality in the country indicated by its GINI coefficient’ is 33.7
as of 2010 which is in line with other emerging economies.

Notwithstanding the economic headwinds, Jordan had adopted monetary easing during 2015 -
2016 which assisted credit growth. Decrease in discount rates promoted business activity as
credit growth was fuelled by excess liquidity in the market. Major areas of funding inciuded
promotion of small and medium sized enterprises (“SMEs”). Since then Federal Reserve has
initiated monetary tightening, raising its policy rate twice in 2017 in the range of 1% to 1.25% in
June 2017 due to stable economic growth and declining unemployment rate.

Changes in US monetary policy has also impacted Jordan as it has already started monetary
tightening to support its currency peg and maintain adequate reserves. In June 2017, Jordan
increased its policy rate further by 25 basis points reaching one week repurchase rate of 3.75%

"Source: IMF Country Report — Jordan — july 2017

*Source: World Bank Dataset for Jordan

°A statistical measure of the degree of variation represented in a set of values. It is based on the comparison of
cumulative proportions of the population against cumulative proportions of income they receive. Ranges between
‘0" in the case of ‘perfect equality’ and ‘1'for'perfect inequality’.
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which is 100 basis points higher since February 2017 as CBJ increased policy rate by 50 basis
points and 25 basis points in February 2017 and March 2017 respectively citing stability of
Jordanian dinar and provision of adequate volume of loanable funds, as the basis of its policy
action. Inflation has also risen during February 2017, reaching 4.6% due to resurgence in oil and
food prices vis-a-vis increased fuel excises and removal of general sales tax (“GST”) exemption.

Monetary easing during 2015 — 2016 resulted in better performance of banking sector in Jordan
which remained well capitalized and profitable during the period, however, monetary
tightening in 2017 will have a negative impact on credit off take and in turn economic growth in
Jordan. Capital adequacy ratio of banks stood at 18.5% during 2016 which is well above the
regulatory capital requirement. While credit to household sector including mortgages and retail
increased during the recent years, NPL ratio has remained low owing to stable to upwardly
inclined housing prices. CBJ has also taken various regulatory measures to strengthen financial
sector including issuance of Basel ili implementation guidelines and AML/ CFT framework.

Jordan has deployed a policy of fiscal consolidation to curtail its debt which had reached 95.1%
of GDP as at December 2016. Overall fiscal deficit has however improved significantly, reaching
3.2% of GDP in 2016 (2014: deficit of 10.3%) owing to various revenue related structural
reforms such as removal of exemptions related to general sales tax and custom duties. Jordan
has envisaged to further increase its tax base through amendments to the tax exemption
framework, income tax imposition and new autoratic electricity tariff adjustment mechanism.
The government curtailed its expenditures mainly through cuts to capital expenditures and
lower repayments of health and fuel arrears. While the latter is temporary relief, the former is
also detrimental to long-term development. On a positive note, energy and water utilities
including Electricity Company (“NEPCO”) and Water Authority of Jordan (“WAJ”) have posted
operating profits during 2016 which contributed to containing its fiscal deficit.

Jordan’s current account deficit has increased to 9.3% of GDP in 2016 (2015: 9.1% and 2014:
7.3%). Major reason behind increasing current account deficit is decline in exports owing to
close of borders with Jordan’s major trading partners Syria and Iraq. Exports to iraq account for
almost 20% of lordan’s overall export which has decreased by around 50% post closure of
borders. Conflict in Syria has also impacted exports to other markets including Lebanon,
Europe, Turkey and Central Asia which were routed through Syria. Current account deficit is
also impacted by increase of non-oil imports precipitated by the rising number of Syrian
refugees,

Changing global uncertainties and US policies, global geo-political situation, Syrian crisis,
disturbance in GCC due to decrease in oil prices as well as diplomatic tensions, weakening
global economy and subdued trade, coupled with Jordan's domestic challenges of
unemployment and Syrian refugee management, pose threats to the economy. Various

8
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economic and structural reforms supported by effective monetary and fiscal policies should

assist Jordan in achieving its economic targets as IMF has projected’® a growth of 2.3% and
2.5% in 2017 and 2018 respectively.

BANKING SECTOR OVERVIEW

Owing to the domestic macroeconomic environment, Jordan’s banking sector showed some
signs of slowdown during 2016 driven by deposits, with the total assets growth registered at
2.6% compared to 5% in 2015. Overall credit facilities grew at about 8.9% during the year; the
proportion of these in total assets has increased to about two-thirds from 65% in 2015. As
noted earlier, Jordanian banking sector’s exposure remains concentrated towards the public
sector with government securities and public sector lending altogether being JD11.1b
(breakdown as JD8.5b as government bonds and JD2.6b as loans) at 2016 corresponding to 24%
of total banking sector assets (2015: JD11.6b; 25.5%). Overall the proportion of government

and public sector lending by banks in the country slightly reduced to 11.4% of total loans in
2016 from 12.3% in 2015.

Table 4: Jordan - Banking Sector Trends

%; unless otherwise stated 2014 | 2015 | 2008 | The financial soundness indicators of
Non-performing Loans/Total Loans | 5.6% | 4.9% | 4.3% | Jordan’s banking sector generally
Coverage Ratio 77.6% | MI% | 77.9% . . . _
NPLs (net of provisians)/Equity 43% | a5% | 3g% | continued to improve in 2016 as shown in
Capital Adequacy Ratio 18.40% | 19.1% | 18.5% | the Table 4; however some decline was
Leverage Ratio 125% | 127% | 12.9% . -

e rog! 1ow T oae | sa| Noted in earnings.

ROA 14% | 13% | 11%

Interest Margin/Gross Income 77.9% | 77.4% | 79.0%

Net Profits After Taxes (JD’'m) 596.0 582.0 | 5222

Uquldity Ratio 152.2% | 149.0% | 137.8%

(Source: /IB; CBJ - Financial soundness indicotors ond Jordan economy in figures)

Ysource: IMF Country Report = Jordan — July 2017
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With the steady expansion in branch and Figure 3: Asset Composition & Trend
office network®’, JIB’s asset base continued to ity
register growth during 2016 increasing to =
about JD4.1b from ID3.8b in 2015. While the L3
growth momentum compared favorably vis-a- §
vis the overall banking sector during 2016 at i 2%
8% (banking sector at about 2.6%), the pace .
moderated to mid-single digit percent (5.2%) —| 0%
during H1'17 on a year-over-year (“YoY”) 2013 Sl 2014 s 2015 ke 2016 S H117
basis. Slower growth in net financings ~ ™= Cash&Casheq. - LT

Net Investments === Fixed, Intan. & Other

portfolio at 2.0% during 2016 (H1'17: 1.8%),
followed the sharp 16.9% growth witnessed in
the previous year, despite the sustained supply trend
in liquidityu. Excess funds were placed in the bank’s investment book which registered gradual
growth, increasing to JD246m in 2016 and later to JD283m in H1'17 (2015: JD205m).
Nevertheless, significant surplus cash was held as non-earning placements at CBJ, with the
bank’s earning assets falling to 71% at 2016 (2015: 75%; H1'17: 73%).

= =@==Y.0.Y Growth {R.H.5.})

{Source: Bank financials)

Financings: Growth at slower pace than previous year; rising credit risk

Following slightly above mid-teen percent growth in the prior year period, JIB's financing
portfolio increased at low-single digit rate in 2016. JIB's gross financings®® stood at JD2,714m at
2016 (2015: JD2,665m), which further grew to JD2,770m at H1’17. This growth was mastly led
by the consumer segment'® (up 17% YoY), while SME coupled with government and public
sector exposures declined by 25% and 20%, respectively.

" Branches / cash offices: 2016: 74/23 and 2015; 73/20

*2 Liquid assets / Funding at 33% in 2016 as against 29% in 2015
L Including deferred sales, ljara Muntahia Bittamleek, Musharaka
" Including ljara Muntahia Bittamleek and real estate financings

10
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Figure 4: Grass Financings — Composition & Growth Trend

i The retail segment share in the overall
3000 - - - —  gross financings of the bank has grown
Lo to about 60% from 52% in 2015. This

2,500 : " A
also comprises the mortgage financing
2,000 undertaken through ljarah Muntahia
13%; [msl Bittamleek (“IMB”) structure that

L=20 represents about 35% of the gross retail
portfolio, growing about 17% YoY
during 2016 and further by 5% YTD™
during H1'17. Besides this, property

2,293-
1,000
500
) financings remained strong in 2016

2014 2016 e despite the oversupply conditions in the
®Retail (incl. IMB & real estate} = SMEs Corporate  E Government housmg mdustry, rEgIStermg a 12%

growth'®. This was in the backdrop of
(Saurc.e: JIB,'%.oul:side the brackets refer to the compos.ition of gross stable property prices during 2016
financings; % in square brackets reflect growth trend with YTD " toRhenadli ti introd d
growth for H1'17) owing to the tax incentives intro uce'
by the government. The bank's
residential mortgages that represent about 20% of the retail portfolio, remained almost flat vis-
a-vis 2015.We expect the real estate prices to follow similar trend and largely remain stable in
2017.

As against the previous year, the bank’s government and public sector exposure declined to
about JD594m at 2016 from JD746m at 2015. Following a JD300m additional financing disbursal
to NEPCO in 2015, the bank’s exposure towards the counterparty lowered during 2016 and
stood at about JD594m"’, corresponding to 1.7 times the bank’s capital base (2015: ~2.8 times).
Nonetheless, IIRA considers this exposure as low risk in the local context given the federal
government guarantee backing repayment. As per the bank, the cumulative exposure to the
electric power utility companies {both public and private) was over JD1.3b at end 2016, in line
with its policy to contribute to essential sectors of the economy.

Likewise in the SMEs segment, the bank signed an agreement with the Jordan Loan Guarantee
Corporation (“ILGC") to provide guaranteed financings for start-up micro projects in the
industrial, agricultural, commercial sectors in addition to crafts, education and IT sectors.
Puring 2016, JLGC guarantee-backed financing to this segment amounted to about ID 0.53m.
However, the overall gross exposure towards this segment slightly declined during 2016 and
later grew at a moderate pace during H1'17 to about JD146m.

' Year-to-date
On gross basis (2016: JD459.5m vis-3-vis JD409.8m in 2015)
7 Based on management representation
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The prevailing turmoil in Jordan’s neighboring countries and the closure of borders with its
major trade partners has continued to negatively impact the country’s industrial and trade
sectors. Nonetheless, the bank’s corporate sector exposure grew albeit at just about 1%
following a 14% decline in 2015. Majority of the corporate financing clientele in Jordan are
susceptible to economic challenges given the trade slowdown in the country. JIB's top 10
clients”® account for about 47% of JIB's corporate financing portfolio. Further, the top 20
exposures are extended in the trade sector {~32% of corporate financing at Q1’17) followed by
real estate and manufacturing sectors each comprising 10%-11% of the corporate financing
portfolio. Nonetheless, the recent diplomatic discussions with Iraq to open the borders for
trade purposes could potentially provide some uplift to corporate financing in the coming
gquarters.

Rating Report - Jordan Islamic Bank

Within the overall financings portfolio, construction and housing sectors account for the major
portion at 37.5% in 2016 (2015: 32.6%), followed by the public utility services at 23.6% {2015:
28.8%). The share of transportation services has inched up to 17.5% during the year (2015:
15.4%), while the industrial and trade sectors has lowered to 16.5% (2015: 18.1%).

The bank continues to undertake mostly local currency financings, while its foreign currency
exposures remain under 5%.

The bank's non-performing financings  Table 5: Asset Quality

{“NPFs") registered slight improvement on | AmountsinJD'm,unless | 2014 2015 2016 | H1'17
o r, . — stated otherwise

a timeline basis declining to JD86m at 2016
NPFs 87.6 943 | 859 | 1138
from JD94m at 2015. As such, the gross [go—wer Ratio (%) 38% | 35% | 3.2% | a1%
non-performance ratio improved to 3.2% in | - Retail* 2.8% | 24% | 3.2% | 38%
2016. However, some deterioration was 'f::‘ﬁ 1"'5: 1;';’2 12:: ]
p . y . - Corparate 7.9 10. 4, 7.6%
noted during H1'17 with the ratio Net NPF Ratio (%) 0.6% 1R 0.5% P F 0.5 Eliz2%
increasing to 4.1%. More specifically, the [-getas 02% | 00% | 07% | 11%
increase in impairment indicators was led |-SME 54% | 43% | 21% | 3.9%
b ingl t t inkth - Corporate 1.3% 2.0% 04% | 2.7%
Yy @ single corporate counterparty in the 5 0o 0 51.0 | 1008 | 103.6 | 112.6
education sector and amounting ID 12m. Coverage Ratlo :xr“ 103.8% | 107.0% | 120.6% | 98.9%

The principal outstanding against this
classified account is secured by JD14m

{Source: Bank financials; 118; * Retail including IMB and real
estate financings)

collateral. As per management representation, JIB is in the process of rescheduling this
exposure. Amongst the top 20 classified exposures, accounting for about 37% of the total NPFs
at Q1'17, about 43% emanates from the real estate sector, followed by trade (~30%). The

'® Other than power sector
* Investment Risk Fund + Impairment Provision
 Based on Impairment Provisions and Investment Risk Fund

12
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bank’s past due but not impaired financings stood at JDS.7m at 2016 which rose to JD14.2m at
H1'17. Further, JIB's exposure against watch-list clients was JD75.9m at 2016 {2015: JD86.1m)
and JD63.1m at Q1'17. We will continue to monitor the portfolio in the backdrop of the existing
macroeconomic situation, to assess any adverse implications for JIB's overall asset quality. As
witnessed in the earlier periods, most of these delinquencies arose from the SME, real estate
and corporate sectors (Table 5). Nonetheless, JIB maintains adequate provisions against its
impaired financings, with the coverage ratio (including Investment Risk Fund) of about 120.6%
at 2016, albeit lower at 98.9% at H1'17.

In addition to the annual review of credit policies, the CBJ guidelines require banks to secure at-
least 80% of the financings by way of collateral. JIB also has a formal collateralization policy in
place for its SME and corporate financings, within which the corporate financings is specifically
backed by real estate collateral. For its retail lending, the bank generally seeks direct salary
transfers as security.

Investments: Small although gradually growing with real estate investments

Given the limited investment avenues for  tabie 6: investments Book

Islamic banks in the country, the bank’s | AmountsiniD'm 2014 | 2015 | 2016 | H1'17
investment base remains small although [ Quoted Equities 233 | 233 | 251 | 24.2

. . Unquoted Equities 38 33 34 4.0
registering growth over the last few years.

& x _g & i ¥ 5 Quoted Sukuk - 100 | 105 | 104
As anticipated, the bank's investment in e et 26 | 46 | a24 | cas
sukuk® grew to JD52.8m at 2016 | investment accounts with 202 | 209 | 287 | 289

' : banks & banking
(2015:JD14.6m), which was on account of Institutions™
subscription to CBJ)'s maiden sukuk [ islamicBanks Portfolio 72 | 68 | 44 | 35
issuance last year. Overall, since last year | MuqaradaBonds 88 | 132 | 141 | 149
JIB has subscribed to the three sukyk |'mvestmentin affiliates 15.69F15 1W| 8775|523
- b h | Real Estate 92.8 | 108.0 | 1102 { 121.8
issuancesby  the central government [——— 17621 20521 2e6.a1 12830

including two for financing the operations
of NEPCO totaling about JD64m and
bearingsemi-annualcash couponsin the range of 3%-4%. With this, JIB’s sukuk investment has
further increased to 1D79.1m at H1'17, thereby also boosting its liquidity.

{Source: Bank financials)

Real estate investments continue to form majority of the investments portfolio, growing 2% in
2016 and further by 10% during H1'17. Equity investments (quoted and unquoted) of the bank
inched up slightly to about JD28.5m at 2016, following the gradual decline observed in the past.

. Including unrestricted investment accounts maturing within 3 months
= Unquoted and quoted
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The bank’s investments in Muqarada bonds® grew moderately in 2016 following the sharp 49%
increase during 2015. On the other hand, the bank’s investment in affiliates aimost halved
during 2016 in addition to lower placements with [slamic banks.

Liquidity& Funding: Sufficient liquidity and stable funding base benefiting from strong retail

base Figure 5: Funding Profile

: . - . %
JIB’s funding base continued to expand in % T e o
2016 to JD3,646m(up ~8%) driven by growth  1000% + il

98.0% _ - .. m
in deposits, including URIA, much higher than e ] ]
the industry aggregate growth of 1%. JIB's  saox ——7.4%- % 2 o o,
growth trends run contrary to the sector-wide :'x | . ] .
trend of decline in deposit growth rates over  gggx | . a1 : .
the last few years. Consequently, JIB’s share gg-g: ; ' g =

of the total industry deposits improved

7.4

2014 2015 2016 H1'17
further in 2016. = Retall mCorparate {including Bariks)
SME B Gavernment
The bank stands to benefit from its steady ®Financial Institutions
funding base, with about 90% retail deposits {Source:Bank financials)

that is viewed positively. Within these, the low-cost current and saving account deposits have
remained stable at 48% in 2016, registering an 8% growth each.

Comparing the segments, growth in retail and SME deposits continued as in the previous year.
The deposits pertaining to the government segment grew notably and contributed 15% of the
incremental growth in deposits during the year while some improvement was also observed in
the corporate segment. Given this, depositor concentration is low with top 100 depositors
representing about 8.1% of the aggregate deposits at Q1'17 (2016: ~7.4%; 2015: 7.8%).

Further, the bank’s liquidity® levels have remained sufficient with liquid asset coverage of total
funds at 33% at 2016, up from 29% as of 2015. Given the limited availability of sukuk, JIB’s
liguidity placements remain heavily concentrated in cash and placements with CBI and other
local & foreign banks which are mostly non-earning in nature. Liquid assets remain sizable with
a 21% growth in 2016 resulting in liquidity ratio exceeding the minimum 100% requirement.
Even from the regulatory requirements as per CBJ guidelines, the overall liquidity position is
strong as evidenced from the liquidity coverage ratio (“LCR”) of over 300% andthe net stable
funding ratio calculated of over 200% at Q1'17. Maturity analysis between assets and liabilities
as of end-2016 also indicates adequate coverage of liabilities.

 An off-balance sheet restricted investment fund managed by the bank
* Including cash and cash equivalents {including mandatory cash reserves), bank ptacements, guoted equity
investments and Islamic sukuk
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On the other hand, off-balance sheet investment accounts grew 8.7% during 2016 to JD403.1m
from JD370.8m in 2015. Most of these funds raised were by way of Mugarada bonds of

JD368.1m (2015: JD338.7m).

Table 7: Maturity Profile

Amounts in JD'm Upto1l Upto3 Upto6 Uptol | More than Without
Maonth Months Months Year 1 year Maturity
Total assets 1,3116 179.8 184.3 449.6 1834.1 140.1
Total Liabilities 775.3 389.1 404.4 435.1 1,705.1 47.9
Net Equity 342.7
Cumulative Maturity Mismatch 536.3 327.0 106.9 121.5 2505 -
{Source: Bank financials)
Capitalization - Well exceeding minimum regulatory requirements
JIB's paid-up capital has increased by JD30m
i Figure 6: Capitalization Indicators
during H1'17 to JD180m due to the bonus e %
shares issuance, having remained stable 400 25.00%
over the last three years. The bank’s net 35¢ L
. age 300 - ]
equity position has shown a steady
_ - 250 - 15.00%
increasing trend and stood at JD346.4m as .5, |
of H1'17 (2016: JD342.7m}. Major portion 150 - [ 1000%
of the bank’s total capital is comprised of 1% | 5.00%
: ; " S0 - .
Tier 1 capital. Dividend payouts have been - | e

declining over the last few years {averaging
44% over the last 3 years); however the
bank has continued to display good internal
capital generation over the past.

2012

2013 2014 2015 2016 H117

mmm Net Equity ———CAR Tier-1 CAR

{Source: Bank financials)

JIB’s Capital Adequacy Ratio (CAR), calculated as per IFSB standards and CBJ instructions, was
higher at 22.02% in 2016 {2015: 21.11%), while we witnessed some decline in H1’17 to 21.6%.
Nonetheless, this compares favorably vis-3-vis the industry and much higher than the required
12% minima regulatory levels. However, internal models are not used for enabling advanced
approaches to risk control. As a systemically important bank, JIB should also consider putting in
place buffers as part of its main threshold of capital.

The bank’s leverage® has remained high at about 12x as of end-2016albeit declining from 12.2x
at 2015.

B Assets to equity
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Profitability- Remained sound albeit slight contraction in net spreads

JIB’s operating performanceregistered an improvement vis-a-vis the previous year with the net
income up by 11% to about JD54m, mostly buoyed by the growth in net spread income {up 8%
YoY in 2016) also coupled with the fee and commission income (up 4%). Unlike in 2015, the tax
expenses have gradually moderated as the impact of higher tax rate in 2015 has normalized.
During H1'17, the bank registered a slightly lower net income (down 7% YoY) constrained by
lower margin on financings and investments.

Income from jointly and self-financed contracts and investments registered higher growth
during 2016 increasing to JD198.2m?® (2015: JD177.6m) with higher profit bearing assets?’
while the average returns on earning assets remained almost constant with last year at about
7.2%. Coupled with this and slightly higher funding cost, the net spreads have slightly narrowed
at 5.6% compared to about 5.7% in 2015. The CBI raised the policy rate thrice during H1’17 by a
cumulative 100bps, notwithstanding this the bank’s return on earning assets contracted to
6.8% with the resultant contraction in the net spreads to 5.3% during the period.

Overall contribution from non-fund based incomein 2016 almost remained same on a timeline
basis as previous year at about 1D23.8m, although representing a slightly lower proportion of
the bank’s operating income at 14.0% (2015: 14.9%). Within these, fees and general banking
services has been showing slow yet gradual traction increasing to about JD18.8m in 2016 (2015;
JD18m). Other ancillary sources of income including foreign exchange gains and other revenues
were recorded at about JD7m (2015: JD7.5m). On the other hand, the bank’s income from
restricted investment accounts, mainly as an investor, rose to about JD1.7m in 2016 after
having fallen by over 60% in 2015 to JDO.8m.

Given the growth in the bank’s delivery network, JIB's total expenses continued to increase
during 2016 to JD65.8m (up 10% YoY). Employee expenses form about 53% of these expenses
which grew about 8% during the year. The bank also recorded higher loss on assets impairment
to the tune of JD1.6m (2015: 0.2m). As such, the bank's efficiency ratio (adjusted for
depreciation and amortization expense) remained at prior year’s level at 33.5% in 2016 (2015:
33.3%). JIB's efficiency level compares favorably vis-a-vis its peers. With the bank’s ongoing
drive towards the use of solar energy in its offices, we could expect some benefits to trickle on
to profitability.

% Including bank’s self-financed profits

¥ Comprising of a) performing jointly and self financed contracts, and b) investments: Mugarada bands, Islamic
banks portfolio, Islamic Sukuk and deposits with banking institutions including unrestricted investment accounts
due within 3 manths and accounts due within a year
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Overall, the bank’s return ratios - ROAA and ROAE, both after and prior to adjustments for
provision and taxes, showed slight improvement vis--vis 2015. In line with prior year periods,
JIB compares much favorably vis-a-vis the banking sector average in terms of ROAE (16.5%
versus industry average: 8.9% in 2016) and ROAA (1.4% versus industry average: 1.1%).
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IIRA Rating Scales & Definitions

Ratings on International Scale

Foreign Currency Ratings
The foreign currency ratings by lIRA measure the ability of the
rated entities to service their foreign currency obligations. These
ratings incorperate all the sovereign risks of a country, including
the risk of converting local currency to foreign currency.

Local Currency Ratings
The local currency ratings by IIRA measure the ability of the rated
entities to service their local currency obligations. These ratings
incorporate all the sovereign risks of a country, except the risk of
converting local currency to foreign currency.

Ratings on National Scale
The national scale local currency ratings assigned by IIRA are tiered against an assumed local government rating of ‘AAA’ and, there-

fore, do not incorporate all the sovereign risks of a country.

Issue/Issuer Rating Scale & Definitions

Medium to Long Term

IIRA uses a scale of AAA to C to rate credit worthiness of the
issuer and long term issues, with AAA being the highest possible
rating and C being the lowest possible rating.

AAA; Highest credit quality. Represent the least credit risk.

AA : High credit guality. Protection factors are strong. Risk is
modest but may vary slightly from time to time because of
econamic conditions.

A : Good credit quality. Protection factors are adequate. Risk
factors may vary with possible changes in the economy.

BBB : Adequate credit quality. Protection factors are reasonable
and sufficient. Risk factors are considered variable if changes
occur in the economy.

BB : Obligations deemed likely to be met. Protection factors are
capable of weakening if changes occur in the economy. Overall
quality may move up or down frequently within this category.

B : Obligations deemed likely to be met. Protection factors are
capable of fluctuating widely if changes occur in the economy.
Overall quality may move up or down frequently within this
category or into higher or lower rating grade.

CCC : Considerable uncertainty exists towards mesting the
obligatians. Protection factors are scarce and risk may be
substantial.

CC : A high default risk
C: A very high default risk
D: Defaulted obligations

Note: IIRA appends modifiers + or - to each generic rating
classification from AA through B. The maodifier + indicates that
the obligation ranks in the higher end of its generic rating
category; no modifier indicates a mid-range ranking; and the
modifier - indicates a ranking in the lower end of that generic
rating category.

Rating Outlook : The three outlooks 'Positive’, 'Stable' and
‘Negative' qualify the potential direction of the assigned rating(s).
An outlook is not necessarily a precursor of rating change.

Rating Watch-list : IIRA places entities and issues on 'Watch-list'
when it deems that there are conditions present that necessitate
re-evaluation of the assigned rating{s). A ‘'Watch-list’
announcement means that the status of the assigned rating(s) is
uncertain and an event or deviation from an expected trend has
occurred or is expected and additional infarmation is necessary
to take a rating action.

Short Term

IIRA uses a scale of Al+ to C to rate credit worthiness of the
issuer and its short term obligations, with AL+ being the highest
possible rating and C being the lowest possible rating.

Al+ : Highest certainty of timely payment. Short-term liquidity,
including internal operating factors and / or access to alternative
source of funds, is outstanding and safety is just below risk free
short-term obligations.

Al : High certainty of timely payment. Liquidity factors are
excellentand supported by good fundamental protection factors.
Risk factors are minor.

A2 : Good certainty of timely payment. Liquidity factors and
company fundamentals are sound. Access to capital markets is
good. Risk factors are small.

A3 : Satisfactory liquidity and other protection factors qualify
entities / issues as to investment grade. Risk factors are larger
and subject to more variation. Nevertheless, timely payment is
expected.

B : Speculative investment characteristics. Liquidity may not be
sufficient to ensure timely payment of obligations.

C: Capacity for timely payment of obligations is doubtful.

Fiduciary Rating Score

{91-100) - Very Strong Fiduciary Standards

(91-93), (94-97), (98-100)*

Rights of various stakeholders are well protected and the overall
governance framework is strong.

{76-90) — Strong Fiduciary Standards

{76-80), (81-85), {86-90)*

Rights of various stakeholders are protected. Minor weaknesses
have been identified in the overzall governance framework.

(61-75) — Adequate Fiduciary Standards

{61-65), (66-70), (71-75)*

Rights of various stakeholders are adequately protected. Certain
weaknesses have been identified in a few governance related
areas.

{40-60) — Basic Fiduclary Standards

(40-46), (47-56}, (54-60)*

Rights of various stakeholders are relatively vulnerable. Significant
weaknesses have been identified in the overall governance frame-
work.

(Less than 40) — Low Fiduciary standards
Rights of various stakeholders are at high risk and the overall gov-
ernance framewark is weak.

*Apart from the lowest score range, all score ranges hove been
split into three sub-divisions for further clarity
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