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Overview

« Dhaman's net profitability and busi ness volunme increased materially in
2017, which we view as supportive of the institution's role.

e Dhaman's capital |evels renain high, which obviates concerns over m nor
del ays to capital paynents.

e W are therefore affirmng our ' AA ratings on Dhaman.

» The stable outlook reflects our expectation that Dhaman will neet its
growm h targets while maintaining a strong financial position.

Rating Action

On March 28, 2018, S&P G obal Ratings affirned its "AA long-termissuer and
financial strength credit ratings on Arab Investnent and Export Credit
Guarantee Corp. (Dhanman). The outl ook remai ns stable.

Rationale

Dhaman's financial statements indicate that gross witten premnmi unms increased
by 34%in 2017, conpared with 15%in 2016, and al nbst consecutive annual
declines since 2011. Utinmately, we view Dhaman's nandate as relatively
narrow-to facilitate the devel opnment of Arab states' economies by providing

i nsurance--and one that prevents a countercyclical role. Therefore, |ower

busi ness vol unes foll owi ng regional political upheavals and the

| ow- commodi ty-price environment since 2011 were not necessarily indicative of
a weakening policy inportance. Ol -related insurance activity accounts
directly for about 10% 15% of Dhanan's busi ness; we expect the indirect figure
to be nmuch larger. W expect the recent positive nonentumin regional business
vol unes to continue over the nediumterm In our opinion, the evolution of
Dhaman's role over this period could be a key indicator of its inportance.

In our view, Dhanman's operational performance supports its role and reflects
its managenent's growth strategy but, with relatively |low | evels of annual

busi ness insured conmpared with other global and regional trade credit
insurers, its operations remain |linted. Dhaman's risk-based capital adequacy
is very strong, in our view, thanks to the conmpany's low utilization of its
capital. Its annual business insured was 2.9x sharehol ders' equity at year-end
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2017, versus 4.0x at year-end 2013. Business insured during 2017 was about
$1.4 billion, conpared with total equity of $479.3 mllion. This was
confortably within Dhaman's internal underwiting benchmark of maxi mum annua
busi ness insured of 7.5x capital and reserves.

Qur ratings on Dhaman continue to be based on our view of the agency's very
strong business profile and strong financial profile. Qur assessnment of
Dhaman's stand-al one credit profile (SACP) is '"aa'. W incorporate no uplift
from extraordi nary sharehol der support into our 'AA" ratings on Dhaman, since
the capital base is effectively fully subscribed and paid up

W base our assessnent of Dhanman's very strong business profile on its public
policy inportance and governance and nmanagenment experti se. The agency has
operated for nore than 40 years and has a clear public policy mandate. The
sources of its underwitten investnment and trade risk flows derive fromthe
Arab region, particularly the | ess economnically devel oped states. W view
Dhaman as transparent and prudent, and we believe it has good governance and
managemnent .

Dhaman was established, by convention, in 1974, to support investnents into
and trade with Arab states by providing political risk (noncomercial)

i nsurance, including export credit guarantee (comercial) insurance. The
agency currently has a stable nenbership of 25 sharehol ders, of which 21 are
Arab states and four are pan-Arab regional funds owned by Arab states.

There were sonme delays to capital paynents in 2017, with approxi mately Kuwait
dinar (KAD) 4 million ($13.2 million) received relative to KAD6 m|lion ($19.8
mllion) due. Al nost half of the delays were from econom cally weaker nenber
states that are currently involved in conflict. However the anount of del ays
was not nmaterial in the context of the organization's anple capital position
nmeani ng we do not view this as a sign of weakening support. In 2013, the

| arger nenber states voluntarily increased their contributions. If weaker
menber states' capital shortfalls were to significantly increase, we would
expect weal thier nenber states to voluntarily increase their contributions, as
they did in 2013.

Despite the continued high operating risks in a nunber of the nenber
countries, we note that Dhaman's nenbership has remai ned stable and
supportive. The nenbers agreed to a phased 50% i ncrease in capital, 2014-2018,
including a voluntary $50 nmillion increase in 2013-2014, paid by the five

| ar gest sharehol ders. Overall, paid-in capital increased some 5%in 2017 to
KWDO0.5 nmillion (about $299 nillion). 2017 narked the end of the

capital -raising period, which we consider |eaves the institution anple room
for growth. Dhaman is unlikely to announce further capital raising in the near
future, in our view

Dhaman has a history of preferred creditor treatment by nmenber states on its
nonconmer ci al risks, and we expect this to continue. However, we note that
recoveri es can occur over an extended period and Dhanman has previously applied
relatively small waivers. It is exenpt fromcorporate or income taxes and is
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not currently permtted to pay dividends.

Management's efforts to increase business volunes in spite of a difficult
geopolitical environnent have included Dhaman underwiting risks when
commercial insurers have pulled out, underlining its policy inportance.
Overall business flows in 2017 al so benefitted recently froma slightly nore
favorabl e commodity price environnment. We view Dhaman's nedi umterm growt h
targets of around 9% per year as attainable, given the considerable scope to
i ncrease insurance penetration in the region fromlow | evels.

Dhaman is inplenenting a growh strategy that includes working with other
multilateral lending institutions and regional agencies, as well as continuing
to strengthen its relationship with a wi der network of brokers. Furthernore,
Dhaman is working on a guarantee scheme with a trade finance armof the Arab
Monet ary Fund, which would help its business.

In this light, the 34%increase in business volunme over 2017 supports both
managenent's strategy and Dhaman's role. Furthernore, the devel opnent of
Dhaman's market share in its target countries of operation, particularly those
that are nore economcally and politically volatile, is supportive of Dhaman's
policy inportance in our view

We expect Dhaman will mmintain extrenely strong capitalization while insured
conmitments increase as it nmeets its primary goal of hel ping service economc
growm h across the Arab region. By the end of 2017, paid-in capital reached
KWD90.5 million ($299 mllion), up 33% fromthe KWD68 mllion at year-end
2013. Menbers of the @ulf Cooperation Council (Bahrain, Kuwait, Oran, Qatar,
Saudi Arabia, and United Arab Enmirates) directly own 34% of Dhanan. W
anticipate that Dhaman will at |east break even at the net profit level, and
we do not expect the value of sharehol der funds will decline beyond 10% over
our forecast horizon, before adjusting for any new capital injections.
Dhaman's extrenely strong capital position dilutes the conpany's return on
equity, which stood at 3.4%in 2017, conpared with 1.6%in 2016.

Al t hough Dhaman's underwiting exposes it to ongoing political uncertainties
in sone nmenber states, we do not believe these present a material risk of

i ncreased underwiting | osses that woul d cause unnanageabl e capital erosion
Dhaman has a proven track record of recovering nonconmercial |osses fromits
menber governnents, but such | osses have been relatively few over the past
decade.

Liquidity will continue to be exceptional, in our view, but is likely to
reduce in absolute terns if transaction volunes rise as targeted. Liquidity is
supported by Dhaman's investnent policy, which focuses on securely rated
deposi t-hol di ng banks and fi xed-incone instruments, nostly held in U S
dollars, and an internationally diverse mx of equity-type funds.

Nevert hel ess, the spread of the portfolio and the amount invested in unrated
instruments causes us to view the risk position as intermedi ate, which acts as
a nodest constraint on our financial risk assessment. W recogni ze the ongoi ng
strength and committed support of the nmenbership, but the relatively narrow
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range of funding sources Dhaman uses caps our assessnent of its financial
flexibility at adequate.

Outlook

The stable outlook reflects our expectation that Dhaman will neet its growth
targets while nmaintaining a strong financial position.

We could lower the rating if Dhanan materially underperforns against its
grom h targets, particularly in the regions and sectors where the company is
concentrating its growmh efforts, since we could viewthis as indicating a
weakeni ng in policy inportance.

We do not expect to raise the ratings over the next two years, but a further
strengt heni ng of Dhaman's role, illustrated for exanple, by managed high
growm h rates in areas where comercial insurers are not active, or reduce
their presence, could provide upward rating pressure.

Related Criteria

e Criteria - Insurance - Specialty: Trade Credit |nsurance Capital
Requi rements Under Standard & Poor's Capital Adequacy Model, Dec. 6, 2013

e Criteria - Insurance - General: I|nsurers: Rating Methodol ogy, May 7, 2013

e Criteria - Governnents - General: Miltilateral Lending Institutions And
O her Supranational Institutions Ratings Methodol ogy, Nov. 26, 2012

e Criteria - Insurance - General: Refined Methodol ogy And Assunptions For
Anal yzing I nsurer Capital Adequacy Using The Ri sk-Based | nsurance Capital
Model , June 7, 2010

e Ceneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

ww. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi 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 Moscow 7 (495) 783-4009.
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