S&P Global
Ratings

RatingsDirect’

Research Update:

The Arab Investment and Export
Credit Guarantee Corp. (Dhaman)
Downgraded To 'AA-' On Updated
Criteria; Outlook Stable

Primary Credit Analyst:
Max M McGraw, Dubai + 97143727168; maximillian.mcgraw@spglobal.com

Secondary Contact:
Emir Mujkic, Dubai (971) 4-372-7179; emirmujkic@spglobal.com

Table Of Contents

Overview

Rating Action
Rationale

Outlook

Ratings Score Snapshot
Related Criteria
Related Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 28,2019 1



Research Update:

The Arab Investment and Export Credit Guarantee
Corp. (Dhaman) Downgraded To 'AA-' On
Updated Criteria; Outlook Stable

Overview

* W have reviewed the Arab Investnment and Export Credit Guarantee Corp.
(Dhaman) under our revised criteria for nmultilateral lending institutions
(M1s).

* W now assess Dhaman's governance and risk nanagenent framework as
adequate, sinilar to our assessnent on its peers.

 Consequently, we are lowering our rating on Dhaman to 'AA-' from'AA' .
The rating is no | onger under criteria observation

e The stable outlook reflects our expectation that Dhaman will continue to
expand its business, especially in areas where comrercial insurers are
not active or have a reduced presence, while nmaintaining its robust
capital and liquidity positions.

Rating Action

On March 28, 2019, S&P d obal Ratings lowered to 'AA-' from'AA its long-term
i ssuer and financial strength credit ratings on The Arab I nvestnent and Export
Credit Guarantee Corp. (Dhaman). The outl ook is stable.

The ratings are no |onger under criteria observation, as they have been since
Dec. 14, 2018, when we published our updated criteria for MlIs.

Rationale

The downgrade foll ows our classification of Dhaman's governance and risk
managenent framework as adequate under our criteria, in line with peers. Under
our updated criteria, we have only three categories for governance and risk
managenent, rather than four.

Al t hough we consi der Dhaman's risk nmanagenent framework to be conservative and
appropriate for its needs, it |acks sone of the features denonstrated by sone
of the organization's nore-advanced peers. For exanple, its holistic oversight
of risks is less well devel oped and all of Dhanan's voting sharehol ders are
eligible for coverage, which exposes the institution to agency risk. In
addi ti on, governance indicators in nost nmenber countries are weak. That said,
Dhaman has recently inplenmented i nprovenents, such as creating a stand-al one
ri sk managenment departnment and fully retaining its profits in recent years,
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whi ch has helped it strengthen its capital position

The rating on Dhaman is based on its strong enterprise risk profile and strong
financial risk profile. W incorporate no uplift from extraordinary
shar ehol der support for Dhaman because the capital base is effectively fully

subscri bed and paid up. The stand-alone credit profile is

a+'. The long-term
issuer credit rating incorporates a notch of uplift fromour holistic

assessment, reflecting capital and liquidity strengths beyond those captured
by the financial risk profile. W outline these factors in our revised
criteria, "Criteria | Governnments | General: Miultilateral Lending Institutions
And Ot her Supranational Institutions Ratings Methodol ogy," published Dec. 14,
2018, on RatingsDirect on the dobal Credit Portal

Est abl i shed by convention in 1974, Dhaman was set up to support investnents
into and trade with Arab states by providing investnent guarantee
(noncommerci al) insurance and export credit guarantee (conmercial) insurance.
Only investments nade in nenber states are eligible for investnent guarantee

i nsurance, which covers risks of expropriation, transfer restrictions, war and
civil disturbance, and breach of contract. Export credit guarantee insurance
is available as long as one party is a nenber state and covers both conmercia
and political risks.

We vi ew Dhanan's nandate as relatively narrow and one that prevents a
countercyclical role. Gl-related insurance activity accounts directly for
about 10% 15% of Dhanan's busi ness and we expect the indirect figure to be
much larger. Gross premumwitten increased by 12%in 2018 to about Kuwait
dinar (KAD) 2.4 million ($7.9 mllion), conpared with 32% growth in 2017.
These growth figures represent an inprovenent over the | ow and sonetines
negative growh reported in 2013-2015. W expect Dhanman's export credit line
of business to continue to expand, particularly in the | ess econonically
devel oped nenber states and outside of the region, as allowed by the

organi zation's nandate. The investnent guarantee |ine accounts for about 12%
of total insured business and grow h has been stagnant since 2012. In our
view, growh in this line of business would support our assessment of Dhaman's
role.

Al t hough operating risks in several nenber countries renain high, Dhaman's
nmenber shi p has remai ned stable and supportive. It currently has 25

sharehol ders, of which 21 are Arab states and four are pan-Arab regional funds
owned by Arab states--the funds do not have voting rights. No sharehol der has
left and we do not expect any departures over the mediumterm Menber
countries exenpt Dhanan fromall taxes and duties.

Despite the current boycott of sharehol der Qatar by several other

shar ehol ders--incl udi ng Saudi Arabia, the United Arab Enirates (UAE), and
Egypt--rel ati onshi ps between sharehol ders and Dhanman are not strained. If the
boycott were to cause operational problens for Dhanman, outside of the natura
reduction in regional trade, it would weigh on our assessnent.

Thr oughout Dhanan's existence, its sharehol ders have supported it by providing
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tinmely capital increases. Sharehol ders agreed to the npst recent capita

i ncrease in 2013, which included a phased 50% i ncrease in capital over

2014- 2018 and an additional voluntary $50 million increase in 2013-2014, paid
by the five | argest sharehol ders. At year-end 2018, paid-in capital stood at
about $300 million (KWO1.1 million), up from$197 nillion at year-end 2012.
There were still outstanding capital paynents due from nenbers as of year-end
2018. Accumul ated capital contributions due from nenber countries anpunted to
about $2.9 mllion (KW879, 000).

Most of this amount is due fromcountries in a state of open conflict:
Somalia, Syria, and Yenen. Managenent does not expect to receive this noney
until after conflicts are resolved. Additionally, three menber Arab financial
authorities have outstanding capital contributions anmounting to approximately
$21 million (KAD6.4 nillion). Dhaman's menber countries overlap with those of
these three institutions and we expect that this overlap and the strength of
Dhaman's relationship with its nenber countries will help resolve these
overdue anounts in Dhaman's favor.

We exclude preferred creditor treatnment (PCT) from our assessnment of Dhaman's
enterprise risk profile, because |ess than 25% of its insured business is
noncommerci al (the investment guarantee line). Wthin this |line of business,
Dhaman has a strong history of recoveries from nenber states, though
recoveri es can occur over an extended period of time and Dhanan has granted
smal |l waivers in the past. W woul d expect preferential treatnent from nenber
countries for Dhanman's conmercial exposure, for instance, by exenpting them
fromcurrency convertibility or transfer restrictions.

We view Dhanman's financial risk profile as strong, an assessnent which nmaps
fromvery strong under our insurance criteria. W expect Dhaman will maintain
capitalization at the ' AAA" level (in our nodel), even as insured conmmtnents
increase, while naintaining a relatively conservative investnent portfolio.
This level of capitalization represents a rating strength beyond that captured
inthe initial financial risk profile. W do not expect the value of

shar ehol der funds to decline beyond 10% over our forecast horizon, before
adjusting for any new capital injections. Dhaman suffered a net loss in 2018
of $3.1 mllion (KWDX942,000). Although its underwiting results remined
profitable, the net |oss was based on losses in its investnent portfolio.
Dhaman's extrenely strong capital position dilutes the conpany's return on
equity, which stood at -0.7%in 2018, conpared with 3.9%in 2017.

Liquidity is exceptional and supported by Dhaman's investnent policy, which
focuses on securely rated deposit-holding banks and fixed-incone instrunents,
nostly held in U S. dollars, and an internationally diverse nmx of equity-type
funds. Liquidity will continue to be exceptional, in our view, and represents
a significant rating strength relative to peers, though we anticipate a slight
reduction in absolute terms if transaction volunes rise as targeted.
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Outlook

The stable outl ook reflects our expectation that Dhaman will continue to
expand its business, especially in areas where conmercial insurers are not
active or have a reduced presence, while maintaining its robust capital and
liquidity positions.

We could lower the rating in the next two years if growh in Dhaman's insured
busi ness cones predom nately from nmarkets where private insurers are nost
active and the devel opnent inpact is |owest, indicating a weakening role. W
could also lower the rating if pressure on Dhanan's capital and liquidity
positions nmaterialized.

We do not expect to raise the ratings over the next two years, but very strong

shar ehol der support, denonstrated, for exanple, by a |arge capital increase
from sharehol der states, could provide upward rating pressure.

Ratings Score Snapshot

I ssuer Credit Rating AA-/ St abl e
SACP a+
Enterprise risk profile Strong

Pol i cy inportance Strong

Covernance and managenent Adequate

Financial risk profile Strong
Capi tal adequacy N A
Funding and liquidity N A

Ext raordi nary support 0
Cal | abl e capital 0
G oup support 0

Hol i stic approach 1

N A- - Not appl i cabl e.

Related Criteria

e Criteria | Governments | General: Miultilateral Lending Institutions And
O her Supranational Institutions Ratings Methodol ogy, Dec. 14, 2018

e Criteria | Insurance | Specialty: Trade Credit |nsurance Capital
Requi rements Under S&P d obal Ratings' Capital Adequacy Model, Dec. 6,
2013

e Criteria - Insurance - General: Insurers: Rating Methodol ogy, May 7, 2013
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e Criteria | Insurance | Ceneral: Refined Methodol ogy And Assunptions For
Anal yzing Insurer Capital Adequacy Using The Ri sk-Based | nsurance Capital
Model , June 7, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e Guidance | Criteria | CGovernments | General: Miltilateral Lending
Institutions And Other Supranational Institutions Ratings Methodol ogy,
Dec. 14, 2018

e Supranationals Special Edition, Cct. 11, 2018

Ratings List

Downgr aded

To From
The Arab Investnment and Export Credit Guarantee Corp.
Sovereign Credit Rating

Forei gn Currency AA-/ St abl e/ - - AA/ St abl e/ - -
Fi nancial Strength Rating
Local Currency AA-/ St abl e/ - - AA/ St abl ef - -
Additional Contact:

EMEA Sovereign and IPF; SovereignIPF@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDirect at www. capitaliqg.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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