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Fitch Affirms Investcorp at 'BB'; Outlook Revised to Positive
Fitch RatingsNew York02 November 2016: Fitch Ratings has affirmed the LongTerm Issuer Default Rating (IDR) of Investcorp Bank B.S.C. (Investcorp) at 'BB' and
the Viability Rating at 'bb'. The Rating Outlook has been revised to Positive from Stable. A full list of ratings is provided at the end of this release.
KEY RATING DRIVERS  VIABILITY RATING, IDRs, SUPPORT RATING, SUPPORT RATING FLOOR AND SENIOR UNSECURED DEBT
The rating affirmations reflect the company's strong client franchise and high degree of brand name recognition in the Gulf, supported by its track record and long
term relationships in the region. The ratings also reflect Investcorp's conservative funding strategy. In particular, the use of longdated debt to fund its coinvestment
portfolio reduces the impact of refinancing and liquidity risk inherent in Investcorp's business model of originating and syndicating alternative investments. At the
same time, Investcorp's regulatory framework as a bank and designation as a domestic systemically important bank (DSIB) by the Central Bank of Bahrain add
additional levels of risk management, capital and liquidity requirements that other alternative investment managers are not subject to.
Rating constraints include meaningful balance sheet coinvestments in private equity, hedge funds and real estate; increased potential earnings volatility and
placement risk relative to peers, given that transactions are originated and placed with investors on a deal by deal basis as opposed to raising dedicated funds with
an investment/reinvestment period; and potential secondorder effects of low oil prices on Gulfbased investors' investment appetite. Investcorp's ratings are also
constrained by broader challenges facing the hedge fund industry in terms of performance, outflow and fee pressure and potential growth/execution risks associated
with Investcorp's strategy to more than double assets under management (AUM) to $25 billion in the medium term primarily though inorganic growth.
The Positive Rating Outlook primarily reflects the potential franchise and earnings benefits that may accrue to Investcorp as a result of recent strategic partnerships
with Mubadala Development Co. (Mubadala) and another Gulfbased institution. In July 2016, Investcorp agreed to sell a 20% stake in itself to Mubadala, a
sovereignwealth fund of Abu Dhabi. Mubadala took an immediate 9.9% stake and will take a further 10.01% after obtaining regulatory approvals. The sale follows
Investcorp's 9.9% ownership stake sale to the other Gulfbased institution in September 2015. Fitch views these transactions positively, as they give Investcorp
additional credibility with, and expanded access to, potential Gulfbased investors as well as a potentially more stable equity base.
On Oct. 25, 2016, Investcorp announced an agreement to acquire the debt and collateralized loan obligation (CLO) management business of UK based 3i Group
PLC (3i) for GBP222 million (approximately $271 million), a deal which would add $12 billion of AUM, bringing Investcorp's total AUM to approximately $23 billion.
Fitch believes the deal will complement Investcorp's existing platform by adding credit and CLO strategies to the suite of products offered to its client base. The
acquisition is expected to be accretive for Investcorp, providing a source of stable feeincome, and will be funded entirely through cash on the existing balance sheet,
resulting in no additional debt incurrence, which Fitch views positively. On the other hand, the associated acquired assets and ongoing CLO risk retention
requirements will increase Investcorp's balance sheet exposure.
Over the last year, Investcorp has added strategic hires across its business lines primarily including client facing resources to help drive fundraising which continued
to show momentum in fiscal year 2016 (FY16), the second consecutive year with more than $1 billion raised from Gulfbased clients. In November 2015, Investcorp
also expanded its hedge fund business, acquiring the hedge fundsoffunds unit of SSARIS Advisors, LLC (SSARIS). With the addition of four key members of the
SSARIS investment team and $810 million in AUM, this acquisition is expected to support Investcorp's existing hedge fund platform. Absent the addition of the
SSARIS AUM, hedge fund AUM would have been down $717 million in FY16 on outflows and performance pressure at preexisting hedge funds.
Investcorp has positioned itself for the upcoming 3i acquisition, maintaining its strong liquidity, capitalization and funding profiles. At June 30, 2016 (FYE16), balance
sheet cash and other liquid assets of $410 million were more than sufficient to cover the 3i acquisition cost and, together with undrawn committed revolving facilities
of $428 million covered all outstanding debt maturing through December 2020.
In light of Investcorp's banking status, Fitch used the 'Global Bank Rating Criteria' dated July 15, 2016 to help inform its assessment of certain aspects of Investcorp's
credit profile, such as operating environment (and in particular, the regulatory framework), company profile, capitalisation and leverage, and funding and liquidity.
At FYE16, capital levels remained strong with a reported Total Capital Ratio of 30.3%, well in excess of the Central Bank of Bahrain's minimum requirement of 12.5%.
Investcorp relies primarily on a mix of secured and unsecured wholesale funding sources supplemented with deposit funding given its status as a bank. At FYE16,
the company remained within its targeted coinvestment to longterm capital ratio of 1.0x or lower, such that the entire balance sheet coinvestment portfolio is
funded through longterm capital, which Fitch views as appropriate. The company has also retired more than half of the preference shares raised in 2009 which
improved its fixed charge coverage ratio, although the pace of repurchases slowed over the course of FY2016.
Investcorp's 'BB' LongTerm IDR is equalized with its 'bb' Viability Rating based on Fitch's view of limited likelihood of sovereign support. This is reflected in the
Support Rating of '5' and the Support Rating Floor of 'No Floor'. The Support Rating of '5' and the Support Rating Floor of 'No Floor' reflects Fitch's view that there is
no reasonable assumption that sovereign support will be forthcoming to Investcorp given the lack of a support track record and the fact that much of Investcorp's
activities are conducted outside of Bahrain.
The affirmation of Investcorp's 'B' ShortTerm IDR is based on the affirmation of Investcorp's LongTerm IDR at 'BB' and maintains the mapping relationship between
LongTerm and ShortTerm IDRs as outlined in Fitch's Global Bank Rating Criteria.
The senior unsecured debt is equalized with Investcorp's IDR reflecting the expectation of average recovery prospects for the debt class.
RATING SENSITIVITIES  IDRs, VIABILITY RATINGS, SUPPORT RATINGS, SUPPORT RATING FLOORS, SENIOR UNSECURED DEBT
Fitch believes Investcorp's ratings are likely limited to the 'BB' category in the near to intermediate term due to the company's business model, earnings volatility and
balance sheet exposure to coinvestments. The company's dealbydeal business model could be a profitability constraint in a period of investment origination and/or
placement activity weakness, while elevated coinvestment exposure introduces balance sheet risk in the event of investment losses. Postorigination placement may
also introduce temporary balance sheet risk if Investcorp is unable to place investments with clients.
Fitch views a onenotch upgrade as achievable over the 1224 month Outlook horizon provided that Investcorp is able to leverage its recent strategic partnerships to
grow AUM, realize accretive benefits from the 3i acquisition without integration issues, navigate the challenging hedge fund environment and demonstrate a limited
impact from continued low oil prices on fundraising. An increase in the proportion of recurring management fee income and continued fixed charge coverage
improvement would also be viewed positively.
Should Investcorp be unable to generate sufficient earnings to cover fixed charges, experience material AUM declines as a result of hedge fund industry pressures,
secondary effects of low oil prices or otherwise, or experience integration issues as a result of acquisitions, the Outlook could be revised to Stable and/or ratings
could be downgraded. Materially increased balance sheet coinvestment, increased leverage appetite, or reduced liquidity resources would also be viewed
negatively.
The senior unsecured debt rating is equalized with Investcorp's IDRs and therefore, would be expected to move in tandem with any changes to Investcorp's IDRs.
Although not expected by Fitch, were Investcorp to incur material additional secured debt, this could result in the unsecured debt being rated below Investcorp's IDR.
Investcorp has historically utilized secured funding as a means to fund its balance sheet coinvestments. Given that balance sheet coinvestments are expected to
remain stable, as a percent of the balance sheet, an increase in the magnitude of secured debt is not envisioned by Fitch.
Investcorp's Support Rating and Support Rating Floor are sensitive to changes in Fitch's assumptions regarding the likelihood of extraordinary sovereign support to
be extended to Investcorp which Fitch views as unlikely.
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Fitch has affirmed the following ratings:
Investcorp Bank B.S.C.
LongTerm IDR at 'BB';
ShortTerm IDR at 'B';
Viability Rating at 'bb';
Support Rating at '5';
Support Rating Floor at 'NF'.
Investcorp S.A.
LongTerm IDR at 'BB';
ShortTerm IDR at 'B';
Senior unsecured debt at 'BB'.
Investcorp Capital Ltd.
LongTerm IDR at 'BB';
ShortTerm IDR at 'B';
Senior unsecured debt at 'BB'.
The Rating Outlook has been revised to Positive from Stable.
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Applicable Criteria
Global Bank Rating Criteria (pub. 15 Jul 2016) (https://www.fitchratings.com/site/re/884135)
Global NonBank Financial Institutions Rating Criteria (pub. 15 Jul 2016) (https://www.fitchratings.com/site/re/884128)
Additional Disclosures
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Solicitation Status (https://www.fitchratings.com/gws/en/disclosure/solicitation?pr_id=1014225)
Endorsement Policy (https://www.fitchratings.com/regulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS (https://www.fitchratings.com/understandingcreditratings). IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF
CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE
ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED
ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EUREGISTERED
ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 18007534824, (212) 9080500. Fax:
(212) 4804435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and in
making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch
believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The
manner of Fitch’s factual investigation and the scope of the thirdparty verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of preexisting thirdparty verifications such as audit reports, agreedupon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and
competent third party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of
Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any thirdparty verification can ensure that all of the information Fitch
relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of
experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of
financial and other information are inherently forwardlooking and embody assumptions and predictions about future events that by their nature cannot be verified as
facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a
rating or forecast was issued or affirmed.
The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of
its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports
made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the
collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due
to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared
authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for
contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by
the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch.
Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy
of market price, the suitability of any security for a particular investor, or the taxexempt nature or taxability of payments made in respect to any security. Fitch
receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or
the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The
assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular
jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.
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