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Major Rating Factors

* Strong business position with a good track record of

earnings generation.

* Majority ownership by, and privileged relationship
with, the government of Abu Dhabi.

* Strong capitalization.

Additional
+ Factors 0

Issuer Credit Rating

A/Stable/A-1

* High concentration risks on both sides of the

balance sheet.

hospitality.

* Sizable lending exposure in real estate and
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Abu Dhabi Commercial Bank P]SC

Outlook: Stable

The stable outlook reflects S&P Global Ratings' expectation that Abu Dhabi Commercial Bank PJSC's (ADCB's)
business and financial profiles will remain largely resilient over the next two years.

A positive rating action over the next 12-24 months is unlikely. However, we could raise our ratings on ADCB if it
unexpectedly strengthened its capital position, with our risk-adjusted capital (RAC) ratio sustainably exceeding
15%. This could result from a lower-than-expected dividend payout ratio.

We believe a downgrade of ADCB is also unlikely in the next 24 months because it would require a simultaneous
downgrade of Abu Dhabi (AA/Stable/A-1+) and a weakening of the bank's intrinsic creditworthiness. The latter
could happen if we saw a sharp drop in the bank's capitalization, with our RAC ratio falling below 10%, or a marked
deterioration in asset-quality metrics. This could follow higher-than-expected losses in real estate and hospitality
exposures, or an unexpected change in the bank's risk appetite. Although not in our base-case scenario, the ratings
could also come under pressure if ADCB doesn't execute the post-merger integration of Union National Bank
(UNB) and Al Hilal Bank (AHB) as we currently expect, leading to a negative effect on the bank's franchise or
financial profile.

Rationale

Our ratings on ADCB reflect the bank's well-established franchise, stable management, and its predictable and
balanced earnings generation across different business segments. ADCB's merger with UNB and AHB is progressing
ahead of schedule and with very little sign of customer attrition and no reported operational issues. We expect this
merger will further strengthen ADCB's already strong franchise in the United Arab Emirates (UAE), particularly in the
retail and Islamic banking segments. That said, the merger has weakened ADCB's asset quality--from a nonperforming
loan (NPL) ratio of 3.1% at March 31, 2019, to about 4% post consolidation of the two banks. Although the bank has
reduced its exposure to the real estate and hospitality sectors, these sectors remain a notable concentration. We
expect that the real estate market in the UAE will further deteriorate over 2020, leading to some upside pressure on

NPLs before stabilizing thereafter.

ADCB's profitability compares favorably with that of UNB and AHB. Over the past three years, ADCB's favorable
position was supported by its tightly managed cost of funding, superior cost discipline, and contained increase in credit
losses. AHB, conversely, has suffered from a substantial increase in credit losses on its small and midsize enterprise
exposures and from its cost inefficiencies, resulting in a high cost-to-income ratio. Although UNB's return on assets
was largely comparable with that of ADCB, the bank operated with a substantially higher cost of funding due to its
higher reliance on time deposits. Over 2019, the combined ADCB has started to repay some time deposits to maintain

a relatively stable cost of funding.

We regard ADCB's capitalization as a key positive rating factor, underpinned by strong and high quality capital. We
anticipate that ADCB's projected RAC ratio before concentration adjustments will exceed 12% over our two-year

outlook horizon.
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We view the bank's funding as comparable with the domestic banking average and its liquidity in line with peers'. This
reflects the bank's solid base of stable customer deposits, in which the share of government and government-related
entities (GREs) is close to 38%. We expect the bank to maintain a healthy and stable portion of liquid assets

comprising cash, bank placements, and domestic sovereign bond holdings.

We view ADCB as a GRE. We believe there is a high likelihood that the government of Abu Dhabi would provide
timely and sufficient extraordinary support to ADCB in the event of financial distress. Consequently, our long-term
rating on the bank incorporates two notches of uplift above its intrinsic creditworthiness. We base our expectations on

our assessment of ADCB's very strong link with, and important role for, the government of Abu Dhabi.

Anchor:'bbb-' for banks operating in the UAE
Our anchor for a commercial bank operating in the UAE is 'bbb-', reflecting an economic risk score of '5' and an

industry risk score of '5'".

With regard to economic risk, we view the UAE's high income levels and strong fiscal and external positions as key
strengths. The exceptional strength of the government's net asset position has counteracted the negative effect of
lower oil prices on economic growth since late 2015. With oil prices stabilizing and economic growth improving, we
see a degree of stabilization in the financial profiles of UAE banks. The country's real estate market remains in a
correction phase, which we expect will continue in 2020 before stabilizing thereafter. Nevertheless, under our
base-case scenario, repercussions will remain contained, given improved regulatory oversight and better underwriting

standards.

Our assessment of industry risk reflects our view that the institutional framework in the UAE has improved in recent
years, and banking regulations are broadly in line with international peers. UAE banks traditionally operate with
healthy profitability and capitalization, and we do not expect this trend to change in 2020. In our view, systemwide
funding will continue to benefit from a sizable share of government and GRE deposits. These traditionally provide
more than 25% of deposits and we believe these, for the most part, are stable deposits. However, we expect total
annual deposit growth to remain in the low-single digits over the next two years as infrastructure spending starts to

ramp up.

Table 1

Abu Dhabi Commercial Bank PJSC--Key Figures

--Year-ended Dec. 31--

(Mil. AED) 2019* 2018 2017 2016 2015
Adjusted assets 402,402 279,812 264,984 258,270 228,248
Customer loans (gross) 256,661 173,153 169,189 164,400 152,426
Adjusted common equity 43,563 27,154 26,373 24,382 22,472

Operating revenue 8,436 9,192 8,905 8,503 8,262
Noninterest expenses 3,233 3,084 2,948 2,796 2,810
Core earnings 3,750 4,840 4,278 4,157 4,944

*Data as of Sept. 30, 2019. AED--United Arab Emirates dirham.
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Business position:Faster-than-expected merger, reinforcing its franchise in the UAE

ADCB's merger with AHB and UNB is processing faster than planned, reinforcing its already strong business position
in the UAE. We expect the merger to bolster its retail and corporate banking presence in the UAE, having already
rebranded its branch network. We also base our assessment on predictable and balanced earnings generation across
different business segments. Post-merger, ADCB is the third-largest bank in the UAE, with pro forma total assets of
about UAE dirham (AED) 407 billion ($111 billion at Sept. 30, 2019), and a market share of about 16% of total loans.
The 4% drop in total assets over 2019 (from AED423 billion) relates to a number of factors that we do not view as
detrimental to ADCB's franchise. These include de-risking of retail loans, some large repayments by GREs and fair
value adjustments on the merged banks. Weak economic growth has limited demand for new credit outside of the

public sector over 2019 and ADCB has not increased its risk appetite.

ADCB has one of the strongest franchises in the UAE with a solid presence in both retail and wholesale banking. As
such, we expect the bank's performance will generally be in line with prevailing economic conditions. Its privileged
relationship with the government of Abu Dhabi will likely result in stable lending opportunities to public sector entities,
offsetting the slightly improving but still weak private sector demand expected in the UAE over 2020. At June 30,
2019, ADCB accounted for 20% of UAE retail loans and 11% of Islamic loans. The merger structurally widens ADCB's
customer base, with UNB's focus on local customers adding to ADCB's experience of serving expatriates. In contrast,
AHB was a relatively small player in the UAE's Islamic banking market, which has been an area of focus for ADCB due
to rapid growth in recent years. AHB's senior management team has been unstable and the bank has suffered from a
lack of clear strategy and risk appetite. It has ample room for improvement in operational efficiency, asset quality, and

business strategy.
Chart 1

ADCB's Market Share Has Increased Following The Merger

18 ® Loans and advances

16 m Deposits
14
12

10

%
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Copyright © 2019 by Standard & Poor's Financial Services LLC. All rights reserved.
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ADCB aims to augment its domestic presence and we expect that some international operations will be unwound. For
the combined bank, the vast majority of operating revenue (98% on a pro-forma basis to Sept. 30, 2019) comes from
the UAE and we understand that there will be no shift in this strategy. Operating revenue is also focused on net
interest income, which will account for about 80% (through Sept. 30, 2019, net interest income and Islamic financing

income accounted for 78% of operating income).

Table 2

Abu Dhabi Commercial Bank PJSC--Business Position

--Year-ended Dec. 31--

(%) 2019* 2018 2017 2016 2015
Total revenue from business line (mil. AED) 8,436.2 9,191.5 8,905.2 8,503.3 8,261.8
Commercial banking/total revenue from business line 31.3 32.7 30.7 30.3 30.2
Retail banking/total revenue from business line 42.7 42.7 45.8 46.5 45.4
Commercial & retail banking/total revenue from business line 74.0 75.4 76.6 76.8 75.6
Trading and sales income/total revenue from business line 23.3 22.2 20.0 18.8 20.5
Asset management/total revenue from business line 2.7 2.4 34 4.3 39
Other revenues/total revenue from business line N/A N/A 0.1 0.1 0.0
Investment banking/total revenue from business line 23.3 22.2 20.0 18.8 20.5
Return on average common equity 13.0 16.9 15.6 16.2 20.9

*Data as of Sept. 30, 2019. AED--United Arab Emirates dirham. N/A--Not applicable.

Capital and earnings:Expected to remain strong

We regard ADCB's capital and earnings as strong. This reflects the bank's high level of capital, its strong core earnings
generation, and manageable dividend payout policy, which enables it to maintain its capitalization. Through 2019, net
interest income contracted by 7% on a pro-forma basis because the bank exited some lucrative retail loans, maintained

higher liquid assets in preparation for the merger, and interest rates continued to decline.

On Dec. 31, 2018, the bank's stand-alone RAC ratio reached 12.8% and pro-forma combined RAC ratio 13.6%, thanks
to the stronger capitalization of UNB and AHB. We expect the combined entity's RAC to exceed 12% over the next
12-24 months.

Under our base case scenario, we assume:

+ Loan growth of 3%-4% in line with a slight recovery in the operating environment and investment plans from Abu
Dhabi public sector entities.

* A broadly stable interest margin after a decline in the first nine months of 2019 due to the exit from some lucrative
retail loans, maintaining higher liquid assets in preparation for the merger, and declining interest rates.

* An improvement in efficiency, thanks to the gradual realization of merger cost synergies. Absent these synergies,
the bank's superior profitability will be diluted.

» A broadly stable cost of risk (75 basis points [bps]), with some continued pressure from the real estate sector over
2020.

+ A dividend payout ratio of 50%-60% of net income.
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ADCB continues to enjoy a strong and positive earnings buffer (capacity to cover normalized losses through earnings),

which we estimate at about 150 bps.

Table 3

Abu Dhabi Commercial Bank PJSC--Capital And Earnings

--Year-ended Dec. 31--

(%) 2019* 2018 2017 2016 2015
Tier 1 capital ratio 15.0 15.3 15.9 15.7 16.3
S&P Global Ratings’ RAC ratio before diversification N/A 12.8 N/A N/A N/A
S&P Global Ratings’ RAC ratio after diversification N/A 10.2 N/A N/A N/A
Adjusted common equity/total adjusted capital 87.9 87.2 86.8 85.9 84.9
Net interest income/operating revenue 77.4 78.5 75.2 72.9 75.1
Fee income/operating revenue 15.9 15.2 16.9 17.3 17.4
Market-sensitive income/operating revenue 4.3 4.6 4.5 6.8 4.3
Noninterest expenses/operating revenue 38.3 33.5 33.1 329 34.0
Preprovision operating income/average assets 2.0 2.2 2.3 2.3 2.5
Core earnings/average managed assets 1.5 1.8 1.6 1.7 2.3

*Data as of Sept. 30, 2019. N/A--Not applicable. N.M.--Not meaningful.

Table 4

Basel III  Average Basel III S&P Global Average S&P Global
(Mil. AED) Exposure* RWA RW(%) Ratings RWA Ratings RW (%)
Credit risk
Government & central banks 70,239 - - 1,849 3
Of which regional governments and - - - - -
local authorities
Institutions and CCPs 58,805 - - 20,689 35
Corporate 143,501 - -- 139,123 97
Retail 37,703 - - 30,715 81
Of which mortgage 7,537 - - 3,531 47
Securitization§ - -- - - --
Other assetst 5,523 - - 8,415 152
Total credit risk 315,771 - - 200,791 64
Credit valuation adjustment
Total credit valuation adjustment - -- - - --
Market Risk
Equity in the banking book 607 - - 5,885 969
Trading book market risk - 8,396 - 20,073 -
Total market risk - 8,396 - 25,957 -
Operational risk
Total operational risk - - - 17,234 -
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Table 4
Abu Dhabi Commercial Bank PJSC--Risk Adjusted Capital Framework Data (cont.)

Basel III  Average Basel II S&P Global % of S&P Global
(Mil. AED) Exposure RWA RW (%) Ratings RWA Ratings RWA
Diversification adjustments
RWA before diversification - 212,407 - 243,982 100
Total Diversification/ -- - -- 60,731 25
Concentration Adjustments
RWA after diversification - 212,407 - 304,714 125

Tier 1 Total adjusted S&P Global Ratings

(Mil. AED) capital Tier 1 ratio (%) capital RAC ratio (%)
Capital ratio
Capital ratio before adjustments 32,470 15.3 31,154 12.8
Capital ratio after adjustments} 32,470 15.3 31,154 10.2

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. tExposure
and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.
tAdjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.
RW--Risk weight. RAC--Risk-adjusted capital. AED--United Arab Emirates dirham. Sources: Company data as of 'Dec. 31 2018', S&P Global
Ratings.

Risk position:Adequate, although exposed to ongoing weakness in UAE real estate

We assess ADCB's risk position as adequate, which reflects its good asset-quality indicators in a UAE context. We
expect the bank's NPL ratio to remain at about 4% in the next 12-24 months. Excluding Purchased Originally Impaired
loans, ADCB's NPL ratio stood at 2.4%. We expect coverage ratios to continue to exceed 100% over the same period,
albeit lower than the pre-merger level (107% in comparison to 128.7% at year-end 2018 on a stand-alone basis). The
bank's asset-quality indicators were somewhat diluted by the merger due to the weaker asset quality of UAB and AHB
(see chart 2). However, they are still comparable with peers' in the UAE and the wider Gulf Cooperation Council (GCC;
see chart 3). The bank's Stage 2 loans to total loans stood at approximately 9% at Sept. 30, 2019, which is broadly in

line with the average for GCC rated banks. The bank's real estate exposure fell to 28% from 38% following the merger.
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Chart 2

ADCB's Asset Quality Indicators Were Superior To UNB And AHB's At Year-End 2018
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NPLs--Nonperforming loans.
Copyright © 2019 by Standard & Poor's Financial Services LLC. All rights reserved.

Chart 3

Post-Merger, ADCB's Asset Quality Is Comparable With Peers™
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*Percentage of total loans as definied under International Financial Reporting Standards 9.
Copyright © 2019 by Standard & Poor's Financial Services LLC. All rights reserved.

A key risk for ADCB stems from the bank's large exposure to the real estate and hospitality segment, which accounted

for about one-third of the combined entity's total loans at Sept. 30, 2019. UAE residential real estate prices have
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continued to decline in 2019 and we expect further downside pressure over 2020 before stabilizing thereafter.
However, we note ADCB's conservative lending approach and the relatively low loan-to-value ratios (average 70%) in
its portfolio. We expect credit losses to increase slightly in the next 12 months before stabilizing in line with the real

estate market and as the private sector slowly benefits from public sector growth initiatives.

Table 5

Abu Dhabi Commercial Bank PJSC--Risk Position

--Year-ended Dec. 31--

(%) 2019* 2018 2017 2016 2015
Growth in customer loans 48.2 2.3 2.9 7.9 3.5
Total diversification adjustment/S&P Global Ratings’ RWA before diversification N/A 24.9 N/A 29.9 N/A
Total managed assets/adjusted common equity (x) 9.3 10.3 10.0 10.6 10.2
New loan loss provisions/average customer loans 0.9 0.7 1.0 1.0 0.3
Net charge-offs/average customer loans 0.6 0.8 0.8 1.0 0.4
Gross nonperforming assets/customer loans + other real estate owned 2.5 3.0 2.2 2.8 3.2
Loan loss reserves/gross nonperforming assets 109.5 128.7 160.0 129.2 127.7

*Data as of Sept. 30, 2019. RWA--Risk-weighted assets. N/A--Not applicable.

Funding and liquidity:Diversified funding profile and adequate liquidity

We see the merger as neutral for ADCB's funding and liquidity profile. This reflects the three banks' base of stable
customer deposits, with government and related entities accounting for close to 38% of the combined total. We don't
expect a major change in the combined entity's maintenance of a stable portion of liquid assets comprising cash, bank
placements, and domestic sovereign bond holdings. We also understand that ADCB, through its privileged relationship

with the government, could reinforce its liquidity stability by drawing on bilateral lines if needed.

Our assessment of ADCB's funding reflects the bank's solid base of core customer deposits, on the back of its
well-established retail branch network. Although overall deposits have declined some 8% over 2019, consumer
deposits have increased by 7% (including a 4% increase in current and saving account deposits to 38% of the total),
reflecting management's decision to reduce more expensive time deposits. We expect these actions to help maintain
margins as operational accounts are cheaper, more loyal, and less vulnerable to interest rate related re-pricing. At Sept.
30, 2019, the combined entity's loan-to-deposit ratio reached about 95%, which is higher than some GCC peers'. We
note that because of its access to long-term funding and strong capital, the bank's stable funding ratio reached more
than 1.1x. We expect ADCB will continue to enjoy sound access to long-term funding. It is one of the few banks in the
region with well-established, long-term funding programs and access to hard currency, overseas funding at strong

rates.

We believe ADCB's liquidity will remain adequate over the next two years. Its broad liquid assets to short-term
wholesale funding stood at more than 3x over the past three years. The bank has kept 13% of its assets in cash, central
bank reserves, or interbank deposits. Furthermore, the bank's large investment portfolio consists primarily of highly
rated UAE and GCC bonds (see chart 4).
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Table 6

Abu Dhabi Commercial Bank PJSC--Funding And Liquidity

--Year-ended Dec. 31--

(%) 2019* 2018 2017 2016 2015
Core deposits/funding base 80.5 78.2 77.0 75.4 77.8
Customer loans (net)/customer deposits 95.0 94.2 100.1 101.9 101.9
Long-term funding ratio 95.7 93.5 93.7 89.7 92.8
Stable funding ratio 120.5 120.7 115.6 110.5 110.3
Short-term wholesale funding/funding base 5.0 7.4 7.3 11.8 8.3
Broad liquid assets/short-term wholesale funding (x) 6.2 4.6 4.3 2.7 3.1
Net broad liquid assets/short-term customer deposits 33.1 35.2 32.5 28.2 23.2
Short-term wholesale funding/total wholesale funding 23.5 315 29.2 44.4 34.3
Narrow liquid assets/3-month wholesale funding (x) 9.0 12.5 6.0 5.8 5.5

*Data as of Sept. 30, 2019.

Chart 4
ADCB's Investment Portfolio Consists Mainly Of Highly Rated UAE And GCC Bonds

UAE sovereign
(10%)
AA- and above

BB+ and unrated (28%)

(11%)

BBB-/BBB+
(14%)

UAE--United Arab Emirates. GCC--Gulf Cooperation Council.
Copyright © 2019 by Standard & Poor's Financial Services LLC. All rights reserved.

Support:A positive rating factor
The issuer credit rating on ADCB includes two notches of uplift. This reflects our view of the bank as a GRE with a

high likelihood of timely and sufficient extraordinary support from the government of Abu Dhabi if needed. We base

DECEMBER 31, 2019 11



Abu Dhabi Commercial Bank P]SC

our assessment on ADCB's:

» Very strong link with the Abu Dhabi government, because of its control and majority ownership by Abu Dhabi, and
the latter's record of extraordinary support to ADCB. The Abu Dhabi government holds a 60.2% stake in ADCB (and
other government entities own an additional 4.3%) and therefore has a significant interest in, and business
relationship with, the bank. The emirate's government appoints the majority of the bank's directors. In 2009, the
government injected AED4 billion (about $1.1 billion) in Tier 1 capital into the bank during a period of market stress.

» Important role for the Abu Dhabi government. ADCB is the second-largest bank in Abu Dhabi and has a strong
deposit and loan market share in the emirate's banking market. The bank also provides funds to certain Abu
Dhabi-based GREs and key sectors in the emirate's overall business activities.
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Anchor Matrix

Industry Economic Risk

Risk 1 2 3 4 5 6 7 8 9 10
1 a a a- bbb+ | bbb+ bbb - - - -
2 a a- a- bbb+ bbb bbb bbb- - - -
3 a- a- bbb+ | bbb+ bbb bbb- bbb- bb+ - -
4 bbb+ | bbb+ | bbb+ bbb bbb bbb- bb+ bb bb -
5 bbb+ | bbb bbb bbb | bbb- | bbb [ bb+ bb bb- b+
6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+
7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+
8 - - bb+ bb bb bb bb- bb- b+ b
9 - - - bb bb- bb- b+ b+ b+ b
10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of December 31, 2019)*

Abu Dhabi Commercial Bank PJSC
Issuer Credit Rating A/Stable/A-1
Commercial Paper
Foreign Currency A-1
Senior Unsecured A

Issuer Credit Ratings History

02-Apr-2015 Foreign Currency A/Stable/A-1
30-Jul-2014 A/Positive/A-1
21-Jun-2011 A/Stable/A-1
02-Apr-2015 Local Currency A/Stable/A-1
30-Jul-2014 A/Positive/A-1
21-Jun-2011 A/Stable/A-1

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@spglobal.com
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