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Emirate of Sharjah Debt Update

The Emirate of Sharjah is the third largest of the seven emirates that comprise the UAE.
It is relatively a small emirate with population of 1.4 million, land area of 2590 sqkm (3.3%
of the UAE total area) and GDP of $24 billion in 2016 (7% of UAE total). GDP per capita
is around $18k which is high in global terms but substantially lower than Abu Dhabi at
$114k and Dubai at $81k. Sharjah is rated A3/stable by Moody’s and BBB+/stable
by S&P.

Sharjah Debt

Sharjah’s debt as at end 2017 was circa $4.9 billion and debt to GDP was close to 20%.
Its debt is well diversified across bonds, loans and sukuk and has weighted average
maturity of over 4 years. In end 2017, 55% of the debt was denominated in AED and
45% in USD. Bond documents have no stringent covenants of note.

The weighted average cost of borrowing was 3.2% as of the end of 2016, which is likely
to have increased now in view of the ongoing interest rate hikes in the US. Sharjah debt
management office actively manages interest rate risk and hedging is likely to have kept
any rate increase contained.

Sharjah has 19 GREs (Government Related Entities) including Sharjah Electricity and
Water Authority (SEWA), Sharjah International Airport, SIAF and Hamriya Free Zones,
Sharjah’s seaports, two universities, Sharjah Public Transport Corporation, Sharjah Asset
Management and Sharjah Waste Management Co. In addition to the government debt,
there was $2.09 billion worth of net debt taken by the GREs. Government of Sharjah does
not generally guarantee GRE debt, however exceptions are made based on specific
requirements. Currently it guarantees USD 775 million of debt taken by the SEWA which
matures in end 2019. Sharjah DMO (Debt Management Office) co-ordinates all
borrowings by the Sharjah central government and de-centralised departments as well as
government owned independent authorities.
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Sharjah has improved its access to international capital markets via issuance of sukuk in
2014, then in 2016 and now again in 2018. Last week it raised $1 billion via a 10 yr sukuk
issued at MS+135bps i.e. circa 4.25%. The order book was over $2.4 billion indicating
strong investor support. It also expanded its investor base via tapping into the abundant
liquidity available in Asia. Last month, it raised CNY 2 billion via Panda bond issued in the
Chinese domestic market.

We consider Sharjah’s access to funding as adequate. Furthermore, the vast resources
of the UAE’s sovereign wealth fund is expected to provide a backstop to any liquidity
concerns.
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Sharjah bonds and sukuk

Amount
Ticker Cpn Maturity Smm YTW %

Bonds

SHRJAH 5.8 02/02/2021 CNY 2,000M

Sukuk
SHARSK 3.839 1/27/21 500 3.23
SHARSK 3.764 9/17/24 750 3.63
SHARSK 4.226 03/14/2028 1000 4.28

Source: Bloomberg, Emirates NBD Research

Sharjah sukuk have traded largely in tandem with the macro events, albeit with lesser
volatility. Liquidity is better in 2024 sukuk given its larger issue size compared with the
one maturing in 2021.

Investor base is dominated by local GCC investors. Given the lower risk weighting
required for capital treatment of sovereign bonds, Sharjah sukuk are attractive to the
bank ALM books.
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Given the expectation of support from the UAE government, the spread between the
Sharjah government sukuk and the Abu Dhabi government bonds can be seen as a
good premium to pick up.
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SHARSK 21s vs ADGB 21s Z-spread (bps)
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Key Credit Considerations

Stable political landscape

Sharjah is ruled by H.H Sheikh Dr Sultan Bin Mohammed Al Qasimi since 1972. The
deputy ruler of Sharjah who is also the crown prince since 1999 is H.H Sheikh Sultan
bin Mohammed Bin Sultan Al Qasimi. Political stability is high in the emirate and
citizenry is ethnically and religiously cohesive.

Well diversified economy

Sharjah’s economy is well diversified with no single sector accounting for more than
20% of the total. Reliance on hydrocarbons is low. Although Sharjah produces gas and
LPG, it is a net importer of energy. Four largest sectors in its economy are real estate
(12%), manufacturing (17%), mining & energy (10%) and wholesale/retail trade (13%).

Despite the minimal direct contribution to GDP from the hydrocarbon sector, GDP
growth in Sharjah remains co-related with oil price dynamics given its correlation with
its oil price impacted neighboring emirates as many of its residents travel for work to
Dubai and Abu Dhabi. Economic growth was around 3% pa in 2016-18 and is expected
to range between 2.5% to 4% over the next two years. Sharjah’s economy will benefit
from increased demand from Dubai stemming from the World Expo 2020 related
activity. Sharjah’s housing market somewhat correlated with that of Dubai given the
high level of daily migration between the two emirates.

India, Iran and Iraq are Sharjah’s three largest trade partners, representing around half
of Sharjah’s combined imports, exports and re-exports. Trade with Iran increased
substantially during the era of sanctions as a result of Sharjah being a good re-export
hub.

A 5% VAT has been implemented in the UAE since January 2018 which will be
collected by the Federal Tax Authority. Sharjah with a considerably higher share of
non-oil GDP than Abu Dhabi is likely to contribute a material amount of VAT.
Distribution of the VAT revenue from the federal level to individual emirates is yet to be
finalized. Revenue sharing based on population will give Sharjah 15% of total VAT
collection, while that based on GDP or a measure based on non-oil GDP will only give
around 7% to 8% of the total.
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Focus on attracting foreign capital

Sharjah Investment and Development Authority, Shurooq, was created in 2009 to
attract foreign direct investment (FDI) into the emirate. It attracted USD 803 million in
FDI from outside UAE in the period between Jan 2016 — Apr 2017. Shurooq is currently
focusing on attracting FDI into transport and logistics, education, healthcare and
environmental technologies.

In line with the Sharjah Tourism Vision 2021, Sharjah aims to attract 10 million tourists
by 2021 from less than 2 million in 2015. It is focusing on family tourism, introducing
ecotourism, heritage and cultural projects and aims in particular to attract tourists from
China.

Relationship with the UAE Federal Government

Sharjah’s credit profile gains support from its membership of the UAE. While there are
no fiscal flows between the Government of Sharjah and the UAE Federal Government,
Sharjah benefits significantly from public services such as basic healthcare &
education, defense and postal services that are provided by the Federal Government.
Federal Government also maintains some major inter-emirate roads and runs a UAE-
wide public housing scheme.

Late last year, the UAE cabinet approved its second five-year federal budget of AED
201 billion for 2018-2022 of which AED 51.4 billion is earmarked for 2018. Over 43%
of the budget is allocated to social development programs, with 17.1% earmarked for
general education and higher education, and 7.4% allocated to the health sector.

Expectation of extraordinary support from the UAE federation (Aa2/stable) in times of
need is extremely high.

Impact of dispute with Qatar

Sharjah Electricity and Water Authority (SEWA) signed a 10yr agreement with Qatar
Petroleum and Dolphin Energy in October 2016 for receiving gas at competitive pricing.
SEWA'’s financial profile will likely get materially impacted if an escalation in the current
diplomatic dispute with Qatar were to result in halting of gas exports to the UAE.
However, the probability of this happening appears low at present as reduced gas
exports would lower foreign exchange earnings for Qatar at a time when they are
urgently needed.

Banking System

Sharjah banking system includes four Sharjah registered banks (Bank of Sharjah,
Sharjah Islamic Bank, United Arab Bank and InvestBank) and several non-sharjah
based national and international bank branches. All banks operate under the
supervision of UAE central bank. The financial sector accounts for just 8% of Sharjah’s
GDP but has been growing fast, at an average rate of 12.7% per year over the past
five years. As a member of the UAE-wide monetary union, Sharjah has limited policy
flexibility relative to sovereigns with their own central banks.

Limited availability of consistent data

Consistent and timely data about public finances is difficult to get. There are also no
official time series for national accounts at constant prices, and no balance-of-
payments statistics at the emirate level. Currently, the Federal Competitiveness and
Statistics Authority compiles the GDP for Sharjah by extrapolating data from surveys
conducted in Abu Dhabi and Dubai. However, the Sharjah Department of Statistics and
Community Development plans to conduct its own economic surveys to compile both
quarterly and annual national accounts data from 2018 onwards.
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Sharjah Economic Data
T T
22.4 23.2 24.1 24.5

GDP USD mn

GDP growth 4.2 3.6 3.9 2.0
Net Govt Debt (USD mn) 1.98 3.09 4.08 4.87
Net Govt Debt / GDP 9% 13% 17% 20%

Budget and Finances

Sharjah Finance Department directly manages the financial affairs of Centralised
Departments and the Ruler’s Office.

Sharjah’s budget is generally small (circa 10% of GDP) as bulk of required services are
covered by the federal UAE budget. 2017 budget data is not yet available. In 2016,
government revenue of $2.02 billion came mainly from fees such as customs, company
registration fee, police/fines etc. collected by the government departments (69%),
contribution from oil & gas (2%), land sales (6%) and Shares / dividends received (9%).
The contribution of hydrocarbons has fallen considerably since 2015, making up less
than 5% of total revenues.

Government expenditure of $2.7 billion comprised largely of wages and maintenance
of government departments (61%), interest payments (4%) and major capital
expenditure (22%). Circa 13% of budget is estimated to be for flexible discretionary
items. Capital spending is focused on infrastructure, public housing, social
development and welfare benefits. Public expenditure has remained high as
government has been reluctant to cut expenditure in times of slowing economic activity
in the region.

Budget deficit in 2016 was $679 million compared with $600 million in 2014 and $974
million in 2015. The 2015 deficit was higher than planned, primarily due to delays in
planned land sales and revenue enhancement measures. For 2018, the government
forecasts a deficit of AED2.5 billion-AED3.0 billion i.e. circa 2.6%-3.1% of GDP. Budget
deficits are likely to reduce over the coming years as discretionary spending gets
curtailed. In addition, government finances will benefit from VAT receipts once the
distribution method is finalized.

Gross borrowing requirement in 2018 is likely to be around AED3.5 billion including
refinancing and budget deficit funding. This has already been completed by issuance
of sukuk and CNY bonds.

Sharjah’s debt to GDP has almost doubled over the last four years from 9% in 2014 to
circa 20% now. That said, its public sector is relatively low leveraged and GRE debt
has remained stable, at around 9% of GDP. SEWA is by far the largest single entity
among Sharjah GREs, having net debt of $1.7 billion. It has history of needing
government support in the past, however, has become profitable since 2015 and is now
a net contributor to the government budget.
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Sharjah Budget Highlights

Revenue

Govt Departments 782 862 1,396
Oil & Gas 235 69 40
Land Sales 109 34 121
Bank Tax 16 23 20
Shares / Dividends 47 46 182
Transfer from GREs 375 115 263
Total 1,564 1,149 2,023

Expenditure

Govt. Departments 974 1,083 1,648

Major Capex 411 552 594

Interest 87 85 108

Grants &

Subsidiaries 692 403 351

Total 2,164 2,123 2,702
Surplus / (Deficit) (600) (974) (679)

Sharjah government balance sheet is strong. It has ownership in a number of private-
sector businesses such as Bank of Sharjah (17.16%), SIB (37.55%), Air Arabia
(18.02%), Dana Gas (3.48%) and Sharjah Cement (23.87%). Estimated value of these
assets is circa AED 5.079 bn of which Sharjah’s equity stake is worth circa AED 908
million. No comprehensive valuation is available for the government owned all
unallocated land in the emirate and large number of buildings used for government
activities.

Credit Ratings
Emirate of Sharjah is rated BBB+/stable by S&P and A3/stable by Moody’s. The ratings
reflect positives of low government debt and implied support from higher rated UAE

Federation (Aa2/Stable) and negatives of centralised policy-making, underdeveloped
political institutions and unavailability of reliable economic and demographic data.

Page 6



[(a Emirates NBD

Moody’s rating accounts for Sharjah’s small revenue and expenditure relative to GDP
base and high share of non-tax revenue. As per Moody’s, the government has a high
reliance on revenues sources such as business licensing and land sales which has
proven to be volatile in the past, leading to unpredictable revenue outcomes Risks to
the government’'s balance sheet from contingent liabilities, previously a significant
ratings constraint, have declined following the restructuring of SEWA, which is now
profitable and a net contributor to the government budget.

S&P’s sees Sharjah’s debt burden as moderate with interest payments accounting for
an average 7% of revenue and expects an acceleration in GDP growth in 2018. It

expects Sharjah’s budget deficit to range between 1% to 2% until 2021 mainly as a
result of high capital expenditure.

Relative Value

Sharjah sukuk are well supported by investors given its membership of the Federation
of the UAE (Aa2/stable) which is rated multi notches higher than Sharjah itself.
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Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax,
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives,
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS,
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL,
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a
conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD.
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY.
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS.
MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED
HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE
PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree,
at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from
and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication,
including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to,
or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving
the publication.
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