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Bank of Sharjah P.S.C.
Board of Directors’ report

The Board has pleasure in submitting their report and the audited consolidated financial statements for
the year ended 31 December 2013.

INCORPORATION AND REGISTERED OFFICE

Bank of Sharjah P.S.C. (the “Bank”) is a Public Shareholding Company with Limited Liability,
incorporated by an Amiri Decree issued on 22 December 1973 by His Highness The Ruler of Sharjah and
was registered in February 1993 under Commercial Companies Law Number 8 of 1984 (as amended).

The Bank commenced operations under a banking license issued from United Arab Emirates Central
Bank dated 26 January 1974.

The Bank’s registered office is located at Al Hosn Avenue, P.O. Box 1394, Sharjah, United Arab
Emirates.

PRINCIPAL ACTIVITY

The Group’s principal activities are commercial and investment banking.

RESULTS

The profit for the year ended 31 December 2013 amounted to AED 353 million (2012: AED 277
million). The total comprehensive income for the year ended 31 December 2013 amounted to AED 433
million (2012: AED 273 million) after taking into consideration unrealised gain on revaluation of
financial assets measured at fair value through other comprehensive income amounting to AED 93
million (2012: gain of AED 9 million).

The detailed results are set out in the attached consolidated financial statements.

DIRECTORS

The Directors during the year were:

1. Mr. Ahmed Abdulla Al Noman (Chairman) 7. Mr. Abdul Aziz Mubarak Al Hassawi
2. Sheikh Mohamed Bin Saoud Al Qassimi 8. Mr. Saud Al Besharah

3. Sheikh Seif Bin Mohd Bin Butti Al Hamed 9. Mr. Francois Dauge

4. H.E. Humeid Naser Al Owais 10. Mr. Jean-Jacques Santini

5. Mr. Abdul Rahman Bukhatir 11. Mr. Varouj Nerguizian

6. Mr. Abdul Aziz Hassan Al Midfa

On behalf of the Board

Mr. Ahmed Abdulla Al Noman
Chairman

Sharjah

1 February 2014



INDEPENDENT AUDITOR’S REPORT

To the Shareholders of
Bank of Sharjah P.S.C.
Sharjah

United Arab Emirates

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Bank of Sharjah P.S.C. (the
“Bank”) and its subsidiaries (together referred to as the “Group”), which comprise the consolidated
statement of financial position as at 31 December 2013, and the consolidated income statement,
consolidated statement of comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and a summary of significant accounting
policies and other explanatory information.

Management’s responsibility for the consolidated financial statements

Management of the Group is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of the consolidated financial
statements that are free from material misstatements, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
Entity’s preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.



INDEPENDENT AUDITOR’S REPORT (continued)

Opinion

In our opinion, the consolidated financial statements present fairly in all material respects, the financial
position of Bank of Sharjah P.S.C. and its subsidiaries as at 31 December 2013 and the Group’s
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Report on other legal and regulatory requirements

Also, in our opinion, proper books of account are maintained by the Bank, and the information included in the
Board of Directors’ report relating to the consolidated financial statements is in agreement with the books of
account. We have obtained all the information and explanations which we considered necessary for the
purpose of our audit. According to the information available to us, there were no contraventions during
the year of the U.A.E. Federal Commercial Companies Law No. (8) of 1984 (as amended), or the Articles
of Association of the Bank which might have a material effect on the financial position of the Bank or its
financial performance.

Deloitte & Touche (M.E.)

Anis Sadek
Registration Number 521
1 February 2014
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Consolidated statement of financial position

as at 31 December 2013
Notes 2013 2012
AED’000 AED’000
ASSETS
Cash and balances with central banks 5 3,400,245 2,738,642
Deposits and balances due from banks 6 4,111,230 3,726,026
Loans and advances, net 7 13,134,749 12,444,339
Other financial assets measured at fair value 8 1,217,330 1,069,913
Other financial assets measured at amortized cost 8 539,645 746,434
Investment properties 9 303,678 230,821
Goodwill and other intangibles 10 249,802 257,586
Other assets 11 1,504,605 1,347,998
Property and equipment 13 279,694 270,929
Non-current assets classified as held for sale 14 231,530 -
Total assets 24,972,508 22,832,688
LIABILITIES AND EQUITY
Liabilities
Customers’ deposits 16 18,374,066 16,476,374
Deposits and balances due to banks 17 97,336 445,512
Other liabilities 18 1,394,870 1,232,898
Syndicated loan 19 734,600 495,855
Liabilities directly associated with non-current assets
classified as held for sale 14 19,015 -
Total liabilities 20,619,887 18,650,639
Equity
Capital and reserves
Share capital 20 (a) 2,100,000 2,100,000
Treasury shares 20 (a) (327,792) (327,792)
Statutory reserve 20 (b) 1,085,357 1,085,357
Contingency reserve 20 (c) 413,126 378,738
General reserve 20 (d) 92,999 62,565
Investment fair value reserve 199,347 106,134
Retained earnings 579,129 519,305
Equity attributable to owners of the Bank 4,142,166 3,924,307
Non-controlling interests 210,455 257,742
Total equity 4,352,621 4,182,049
Total liabilities and equity 24,972,508 22,832,688
Mr. Ahmed Al Noman Mr. Varouj Nerguizian
Chairman Executive Director & General Manager

The accompanying notes form an integral part of these consolidated financial statements.



Bank of Sharjah P.S.C.

Consolidated income statement
for the year ended 31 December 2013

Interest income
Interest expense

Net interest income

Net fee and commission income
Exchange profit

Investment income

Revaluation gain on investment properties
Other income

Operating income
Net impairment loss on financial assets

Net operating income
General and administrative expenses
Amortisation of intangible assets

Profit before taxes
Income tax expense - overseas

Profit for the year

Attributable to:

Owners of the Bank
Non-controlling interests

Basic and diluted earnings per share (AED)

The accompanying notes form an integral part of these consolidated financial statements.

Notes

26
27

28

30

31
10 (b)

21

2013 2012
AED’000 AED’000
972,135 1,007,323
(518,655) (486,898)
453,480 520,425
121,586 110,592
23,426 21,189
116,908 12,455
48,475 -
23,881 9,090
787,756 673,751
(177,820) (179,166)
609,936 494,585
(239,650) (202,741)
(7,784) (7,784)
362,502 284,060
(9,661) (6,947)
352,841 277,113
343,878 266,605
8,963 10,508
352,841 277,113
0.17 0.13
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Consolidated statement of comprehensive income
for the year ended 31 December 2013

Notes 2013 2012
AED’000 AED’000
Profit for the year 352,841 277,113
Other comprehensive income/(loss) items
Items that will not be reclassified subsequently to profit
or loss:
Net changes in fair value of financial assets measured at
fair value through other comprehensive income 93,213 9,390
Charity donations 22 (2,500) (2,500)
Directors’ remuneration 22 (10,588) (10,585)
Total other comprehensive income/(loss) for the year 80,125 (3,695)
Total comprehensive income for the year 432,966 273,418
Attributable to:
Owners of the Bank 424 621 263,901
Non-controlling interests 8,345 9,517
432,966 273,418

The accompanying notes form an integral part of these consolidated financial statements.



Bank of Sharjah P.S.C.

Consolidated statement of changes in equity
for the year ended 31 December 2013

Equity
Investment attributable Non-
Share Treasury Statutory Contingency General fair value Retained toowners of  controlling Total
capital shares reserve reserve reserve reserve earnings the Bank interests equity
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000

Balance at 1 January 2012 2,100,000 (230,602) 1,085,357 352,078 30,390 (4,947) 618,820 3,951,096 248,225 4,199,321
Profit for the year - - - - - - 266,605 266,605 10,508 277,113
Other comprehensive loss - - - - - 9,373 (12,077) (2,704) (991) (3,695)
Total comprehensive income for the year - - - - - 9,373 254,528 263,901 9,517 273,418
Reclassification of realized loss on disposal of financial

assets measured at FVTOCI - - - - - 101,708 (101,708) - - -
Shares held in treasury - (97,190) - - - - - (97,190) - (97,190)
Transfer to contingency reserve - - - 26,660 - - (26,660) - - -
Transfer to general reserve - - - - 32,175 - (32,175) - - -
Dividends paid (Note 22) - - - - - - (193,500) (193,500) - (193,500)
Balance at 31 December 2012 2,100,000 (327,792) 1,085,357 378,738 62,565 106,134 519,305 3,924,307 257,742 4,182,049
Profit for the year - - - - - - 343,878 343,878 8,963 352,841
Other comprehensive income - - - - - 93,213 (12,470) 80,743 (618) 80,125
Total comprehensive income for the year - - - - - 93,213 331,408 424,621 8,345 432,966
Transfer to contingency reserve - - - 34,388 - - (34,388) - - -
Transfer to general reserve - - - - 30,434 - (30,434) - - -
Dividends paid (Note 22) - - - - - - (193,500) (193,500) (7,713) (201,213)
Allocation to non-controlling interests [Note 15 (d)] - - - - - - (11,147) (11,147) 11,147 -
Acquisition of subsidiaries [Notes 14 & 15 (d)] - - - - - - (2,115) (2,115) (59,066) (61,181)
Balance at 31 December 2013 2,100,000 (327,792) 1,085,357 413,126 92,999 199,347 579,129 4,142,166 210,455 4,352,621

The accompanying notes form an integral part of these consolidated financial statements.



Bank of Sharjah P.S.C.

Consolidated statement of cash flows
for the year ended 31 December 2013

Cash flows from operating activities

Profit for the year

Adjustments for:

Depreciation of property and equipment and amortisation of
intangible assets

Amortisation of premium on debt instruments

Loss on sale of property and equipment

Gain on sale of investments

Fair value gain on investments carried at FVTPL

Fair value gain on revaluation of investment properties
Net impairment loss on financial assets

Operating profit before changes in operating assets and liabilities

Increase in deposits and balances due from banks maturing after three
months

Increase in statutory reserves with central banks

Increase in loans and advances

Increase in other assets

Increase in customers’ deposits

Increase in other liabilities

Cash generated from operating activities
Payment of directors’ remuneration and charity donations

Net cash generated from operating activities

Cash flows from investing activities
Purchase of property and equipment

Proceeds from sale of property and equipment
Addition to investment properties

Purchase of investments

Acquisition of non-controlling interest
Proceeds from sale of investments

Net cash generated from/(used in) investing activities
Cash flows from financing activities

Acquisition of treasury shares

Dividends paid

Net movement on syndicated facility

Net cash generated from/(used in) financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year (Note 24)

Non-cash transactions:
Transfer to investment properties
Acquisition of subsidiaries (Note 14)

8
2013 2012
AED’000 AED’000
352,841 277,113
22,827 22,104
2,141 5,622
16 -
- (3,283)
(44,221) (78)
(48,475) -
177,820 179,166
462,949 480,644
(95,505) (702,306)
(83,927) (27,688)
(1,068,230) (584,180)
(156,607) (275,613)
1,897,692 1,536,231
161,972 399,496
1,118,344 826,584
(13,088) (13,085)
1,105,256 813,499
(28,286) (54,891)
4,462 377
(24,382) -
(108,120) (168,367)
(73,696) -
302,785 207,095
72,763 (15,786)
- (97,190)
(201,213) (193,500)
238,745 -
37,532 (290,690)
1,215,551 507,023
4,373,539 3,866,516
5,589,090 4,373,539
- 104,000
200,000 -

The accompanying notes form an integral part of these consolidated financial statements.
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Notes to the consolidated financial statements
for the year ended 31 December 2013

1 General information

Bank of Sharjah P.S.C. (the “Bank™), is a public shareholding company incorporated by an Amiri Decree
issued on 22 December 1973 by His Highness The Ruler of Sharjah and was registered in February 1993
under the Commercial Companies Law Number 8 of 1984 (as amended). The Bank commenced its
operations under a banking license issued by the United Arab Emirates Central Bank dated 26 January
1974. The Bank is engaged in commercial and investment banking activities.

The Bank’s registered office is located at Al Hosn Avenue, P.O. Box 1394, Sharjah, United Arab
Emirates. The Bank operates through five branches in the United Arab Emirates located in the Emirates
of Sharjah, Dubai, Abu Dhabi, and City of Al Ain.

The consolidated financial statements are prepared and presented in United Arab Emirates Dirhams
(AED), which is the Group’s functional and presentation currency.

2 Application of new and revised International Financial Reporting Standards (“IFRSs”)

2.1 New and revised IFRSs affecting amounts reported and/or disclosures in the consolidated
financial statements

In the current year, the Group has applied the following new and revised IFRSs issued by the
International Accounting Standards Board (IASB) that are mandatorily effective for an accounting period
that begins on or after 1 January 2013.

IFRS 12 Disclosure of Interests in Other Entities

IFRS 12 is a new disclosure standard and is applicable to entities that have interests in subsidiaries, joint
arrangements, associates and/or unconsolidated structured entities. In general, the application of IFRS 12
has resulted in more extensive disclosures in the consolidated financial statements (please see note 15 to
these consolidated financial statements).

IFRS 13 Fair Value Measurement

The Group has applied IFRS 13 for the first time in the current year. IFRS 13 establishes a single source
of guidance for fair value measurements and disclosures about fair value measurements. The scope of
IFRS 13 is broad; the fair value measurement requirements in IFRS 13 apply to both financial instrument
items and non-financial instrument items for which other IFRSs require or permit fair value measurement
and disclosures about fair value measurements except for share-based payment transactions that are
within the scope of IFRS 2 Share-based payment, leasing transactions that are within the scope of IAS 17
Leases, and measurements that have some similarities to fair value but are not fair value (e.g. net
realizable value for the purposes of measuring inventories or value in use for impairment assessment
purpose).

IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction in the principal (or most advantageous) market at the measurement date under
current market conditions. Fair value under IFRS 13 is an exit price regardless of whether that price is
directly observable or estimated using another valuation technique. Also, IFRS 13 includes extensive
disclosure requirements.

Other than additional disclosures, the application of IFRS 13 has not had any material impact on the
amounts recognized in the consolidated financial statements.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

2 Application of new and revised International Financial Reporting Standards (“IFRSs”)
(continued)

2.1 New and revised IFRSs affecting amounts reported and/or disclosures in the consolidated
financial statements (continued)

Amendments to IAS 1 Presentation of Items of Other Comprehensive Income

The Group has applied the amendments to IAS 1 Presentation of Items of Other Comprehensive Income
for the first time in the current year except for the name changes described below. The amendments
introduce new terminology, whose use is not mandatory, for the statement of income and statement of
comprehensive income. Under the amendments to IAS 1, the statement of comprehensive income is
renamed as the statement of profit or loss and other comprehensive income and the statement of income
is renamed as the statement of profit or loss.

The amendments to IAS 1 retain the option to present profit or loss and other comprehensive income in
either a single statement or in two separate, but consecutive statements. However, amendments to 1AS 1
require items of other comprehensive income to be grouped into two categories in the other
comprehensive income section:

a. Items that will not be reclassified subsequently to profit or loss; and
b. Items that may be reclassified subsequently to profit or loss when specific conditions are met.

Income tax on items of other comprehensive income is required to be allocated on the same basis. The
amendments do not change the option to present items of other comprehensive income either before tax
or net of tax.

The amendments have been applied retrospectively, and hence the presentation of items of other
comprehensive income has been modified to reflect the changes. Other than the above mentioned
presentation changes, the application of amendments to IAS 1 does not result in any impact on profit or
loss, other comprehensive income and total comprehensive income.

2.2 New and revised IFRSs applied with no material effect on the consolidated financial
statements

The following new and revised IFRSs have been adopted in these financial statements. The application of
these revised new and IFRSs has not had any material impact on the amounts reported for the current and
prior years but may affect the accounting for future transactions or arrangements.

° Amendments to IFRS 1 Government Loans provide relief to first-time adopters of IFRSs by
amending IFRS 1 to allow prospective application of IAS 39 or IFRS 9 and paragraph 10A of
IAS 20 Accounting for Government Grants and Disclosure of Government Assistance to
government loans outstanding at the date of transition to IFRSs.

. Amendments to IFRS 7 Financial Instruments: Disclosures enhances disclosures about offsetting
of financial assets and liabilities.

. IFRS 10 Consolidated Financial Statements uses control as the single basis for consolidation,
irrespective of the nature of the investee. IFRS 10 requires retrospective application subject to
certain transitional provisions providing an alternative treatment in certain circumstances.
Accordingly, IAS 27 Separate Financial Statements and IAS 28 Investments in Associates and
Joint Ventures have been amended for the issuance of IFRS 10.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

2 Application of new and revised International Financial Reporting Standards (“IFRSs”)
(continued)

2.2 New and revised IFRSs applied with no material effect on the consolidated financial
statements (continued)

° IFRS 11 Joint Arrangements establishes two types of joint arrangements: Joint operations and joint
ventures. The two types of joint arrangements are distinguished by the rights and obligations of
those parties to the joint arrangement. Accordingly, IAS 28 Investments in Associates and Joint
Ventures has been amended for the issuance of IFRS 11.

° Amendments to IAS 19 Employee Benefits eliminate the “corridor approach” and therefore require
an entity to recognise changes in defined benefit plan obligations and plan assets when they occur.

. IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine clarifies the requirements for
accounting for stripping costs associated with waste removal in surface mining, including when
production stripping costs should be recognised as an asset, how the asset is initially recognised,
and subsequent measurement.

° Annual Improvements to IFRSs 2009 - 2011 Cycle

The annual improvements include the amendments to five IFRSs which have been summarized
below:

= |FRS 1 First Time Adoption of International Financial Reporting Standards - Repeated
application of IFRS 1.

= |FRS 1 First Time Adoption of International Financial Reporting Standards - Borrowing
costs.

= JAS 1 Presentation of Financial Statements - Clarification of the requirements for
comparative information.

= |AS 16 Property, Plant and Equipment - Classification of servicing equipment.

= |AS 32 Financial Instruments: Presentation - Tax effect of the distribution to the holders of
equity instruments.

2.3 New and revised IFRSs in issue but not yet effective and not early adopted

The Group has not early applied the following new standards, amendments and interpretations that have
been issued but are not yet effective:
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

2 Application of new and revised International Financial Reporting Standards (“IFRSs”)
(continued)

2.3 New and revised IFRSs in issue but not yet effective and not early adopted (continued)

Effective for
annual periods
New and revised IFRSs beginning on or after

e Amendments to IAS 19 Employee Benefits - to clarify the 1 July 2014
requirements that relate to how contributions from employees or
third parties that are linked to service should be attributed to
periods of service.

e Amendments to IAS 32 Financial Instruments: Presentation 1 January 2014
relating to application guidance on the offsetting of financial
assets and financial liabilities.

e Amendments to IAS 36 - recoverable amount disclosures 1 January 2014
The amendments restrict the requirements to disclose the
recoverable amount of an asset or CGU to the period in which an
impairment loss has been recognized or reversed. They also
expand and clarify the disclosure requirements applicable when
an asset or CGU'’s recoverable amount has been determined on
the basis of fair value less costs of disposal.

e Amendments to IAS 39 Financial Instruments: Recognition and 1 January 2014
Measurement, Novation of Derivatives and Continuation of
Hedge Accounting
The amendment allows the continuation of hedge accounting

when a derivative is novated to a clearing counterparty and
certain conditions are met.

e IFRIC 21 - Levies 1 January 2014
Interpretation was developed to address the concerns about how
to account for levies that are based on financial data of a period
that is different from that in which the activity that give rise to
the payment of the levy occurs.

e Amendments to IFRS 10, IFRS 12 and IAS 27 - Guidance on 1 January 2014
Investment Entities.

On 31 October 2012, the IASB published a standard on
investment entities, which amends IFRS 10, IFRS 12, and IAS
27 and introduces the concept of an investment entity in IFRSs.
The amendments establish an exception to IFRS 10’s general
consolidation principle for investment entities, requiring them to
“measure particular subsidiaries at fair value through profit or
loss, rather than consolidate them.” In addition, the amendments
outline required disclosures for reporting entities that meet the
definition of an investment entity.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

2 Application of new and revised International Financial Reporting Standards (“IFRSs”)
(continued)

2.3 New and revised IFRSs in issue but not yet effective and not early adopted (continued)
Effective for

annual periods
New and revised IFRSs beginning on or after

e Annual Improvements to IFRSs 2010 - 2012 Cycle

= IFRS 2 Share Based Payments - definition of ‘vesting 1 July 2014
condition'.

» |FRS 3 Business Combinations - accounting for contingent
consideration.

= |FRS 8 Operating Segments - aggregation of segments,
reconciliation of segment assets.

= |AS 16 Property, Plant and Equipment - proportionate
restatement of accumulated depreciation on revaluation.

= ]AS 24 Related Party Disclosures - management entities.

= |AS 38 Intangible Assets - proportionate restatement of
accumulated depreciation on revaluation.

e Annual Improvements to IFRSs 2011 - 2013 Cycle 1 July 2014

= |FRS 1 First Time Adoption of International Financial
Reporting Standards - meaning of effective IFRSs.

» |FRS 3 Business Combinations - scope exception for joint
ventures.

= |FRS 13 Fair Value Measurement - scope of the portfolio
exception.

= ]AS 40 Investment Property - interrelationship between
IFRS 3 and IAS 40.

As of date of issuance of these consolidated financial statements, management are still in the process of
evaluating the impact of these new and revised standards on the consolidated financial statements.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

3 Summary of significant accounting policies
3.1 Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRSs) and applicable requirements of the Laws of the U.A.E.

3.2 Basis of preparation

The consolidated financial statements have been prepared on the historical cost basis except for certain
financial instruments that are measured at revalued amounts or fair values at the end of each reporting
period, as explained in the accounting policies below.

Historical cost is generally based on the fair value of the consideration given in exchange for assets,
goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardless of whether that price is
directly observable or estimated using another valuation technique. In estimating the fair value of an
asset or a liability, the Group takes into account when pricing the asset or liability if market participants
would take those characteristics into account when pricing the asset or liability at the measurement date.
Fair value for measurement and/or disclosure purposes in these consolidated financial statements is
determined on such a basis, except for measurements that have some similarities to fair value but are not
fair value such as value in use in IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into level 1, 2 or 3
based on the degree to which the inputs to fair value measurements are observable and the significance
of the inputs to the fair value measurement in its entirety, which are described as follows:

- Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the entity can access at the measurement date;

- Level 2 inputs are inputs, other than that quoted prices included within Level 1, that are
observable for the asset or liability either directly or indirectly; and

- Level 3 inputs are unobservable inputs for the asset or liability.

The consolidated financial statements are presented in Arab Emirates Dirham (AED) and all values are
rounded to the nearest thousands dirham, except when otherwise indicated.

The principal accounting policies are set out below.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

3 Summary of significant accounting policies (continued)
3.3 Basis of consolidation

These consolidated financial statements incorporate the financial statements of the Bank and entities
controlled by the Bank. Control is achieved when the Bank has:

" power over the investee,
] exposure, or has rights, to variable returns from its involvement with the investee; and
" the ability to use its power over the investee to affect its returns.

The Bank reassesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control listed above.

When the Bank has less than a majority of the voting rights of an investee, it has power over the
investee when the voting rights are sufficient to give it the practical ability to direct the relevant
activities of the investee unilaterally. The Bank considers all relevant facts and circumstances in
assessing whether or not the Bank’s voting rights in an investee are sufficient to give it power,
including:

" the size of the Bank’s holding of voting rights relative to the size and dispersion of holdings of the
other vote holders;

" potential voting rights held by the Bank, other vote holders and other parties;

" rights raising from other contractual arrangements; and

] any additional facts and circumstances that indicate that the Bank has, or does not have, the
current ability to direct the relevant activities at the time that decisions need to be made, including
voting patterns and previous shareholders’ meetings.

Consolidation of a subsidiary begins when the Bank obtains control over the subsidiary and ceases when
the Bank loses control of the subsidiary. Specifically, income and expenses of a subsidiary acquired or
disposed of during the year are included in the consolidated income statement from the date the Bank
gains control until the date when the Bank ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributable to the owners of the
Parent and to the non-controlling interests. Total comprehensive income of the subsidiaries is
attributable to the owners of the parent and to the non-controlling interest even if this results in the non-
controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with the Bank’s accounting policies.

All intragroup assets, liabilities, equity, income, expenses and cash flows relating to transactions between
entities of the Bank are eliminated in full on consolidation.

Changes in the Bank’s ownership interests in subsidiaries that do not result in the Bank losing control
over the subsidiaries are accounted for as equity transactions. The carrying amounts of the Bank’s
interests and the non-controlling interests are adjusted to reflect the changes in their relative interests in
the subsidiaries. Any difference between the amount by which the non-controlling interests are adjusted
and the fair value of the consideration paid/payable or received/receivable is recognised directly in
equity and attributed to owners of the Parent.
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Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

3 Summary of significant accounting policies (continued)

3.3 Basis of consolidation (continued)

The fair value of any investment retained in the former subsidiary at the date when control is lost is
regarded as the fair value on initial recognition for subsequent accounting under IFRS 9, when applicable,
the cost on initial recognition of an investment in an associate or a joint venture.

When the Bank loses control of a subsidiary, a gain or loss is recognised in the consolidated income
statement and is calculated as the difference between (i) the aggregate of the fair value of the
consideration received and the fair value of any retained interest, and (ii) the previous carrying amount of
the assets (including goodwill) and liabilities of the subsidiary, and any non-controlling interests. All
amounts previously recognised in other comprehensive income in relation to that subsidiary are accounted
for as if the Bank had directly disposed of the related assets or liabilities of the subsidiary (i.e. reclassified
to income statement or transferred to another category of equity as specified/permitted by applicable
IFRSS). The fair value of any investment retained in the former subsidiary at the date when control is lost
is regarded as the fair value on initial recognition for subsequent accounting under IFRS 9, when
applicable, the cost on initial recognition of an investment in an associate or a joint venture.

3.4 Cash and cash equivalents
Cash and cash equivalents disclosed in the consolidated statement of cash flows consist of cash on hand,

current accounts and other balances with central banks, certificate of deposits, balances with banks, and
money market placements which have original maturity of less than three months.

3.5 Due from banks

Due from banks are stated at cost less any amounts written-off and allowance for impairment, if any.

3.6  Financial assets

All regular way purchases or sales of financial assets are recognised and derecognised on a trade date
basis. Regular way purchases or sales are purchases or sales of financial assets that require delivery of

assets within the time frame established by regulation or convention in the marketplace.

All recognised financial assets are subsequently measured in their entirety at either amortised cost or fair
value, depending on the classification of the financial assets.
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3 Summary of significant accounting policies (continued)

3.6  Financial assets (continued)
Effective interest method

The effective interest method is a method of calculating the amortized cost of a financial asset and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts through the expected life of the financial asset, or, where
appropriate, a shorter period.

Income is recognised on an effective interest rate basis for debt instruments other than those financial
assets designated as at FVTPL.

Classification of financial assets:

For the purposes of classifying financial assets an instrument is an ‘equity instrument’ if it is a non-
derivative and meets the definition of ‘equity’ for the issuer except for certain non-derivative puttable
instruments presented as equity by the issuer. All other non-derivative financial assets are ‘debt
instruments’.

Financial assets measured at amortized cost:

Debt instruments, including loans and advances are measured at amortized cost if both of the following
conditions are met:

o the asset is held within a business model whose objective is to hold assets in order to collect contractual
cash flows; and

o the contractual terms of the instrument give rise on specified dates to cash flows that are solely
payments of principal and interest on the principal amount outstanding.

Debt instruments meeting these criteria are measured initially at fair value plus transaction costs [except if
they are designated as at fair value through profit or loss (FVTPL)]. They are subsequently measured at
amortized cost using the effective interest method less any impairment, with interest revenue recognised
on an effective yield basis in other income in the consolidated income statement.

Subsequent to initial recognition, the Group is required to reclassify debt instruments from amortized cost
to FVTPL if the objective of the business model changes so that the amortized cost criteria is no longer
met.

The Group may irrevocably elect at initial recognition to classify a debt instrument that meets the
amortized cost criteria above as FVTPL if that designation eliminates or significantly reduces an
accounting mismatch had the financial asset been measured at amortized cost.



Bank of Sharjah P.S.C. 18

Notes to the consolidated financial statements
for the year ended 31 December 2013 (continued)

3 Summary of significant accounting policies (continued)
3.6 Financial assets (continued)

Financial assets measured at FVTPL

Debt instrument financial assets that do not meet the amortized cost criteria described above, or that meet
the criteria but the Group has chosen to designate as at FVTPL at initial recognition, are measured at
FVTPL.

Subsequent to initial recognition, the Group is required to reclassify debt instruments from FVTPL to
amortized cost if the objective of the business model changes so that the amortized cost criteria starts to
be met and the instruments’ contractual cash flows meet the amortized cost criteria. Reclassification of
debt instruments designated as at FVTPL at initial recognition is not permitted.

Investments in equity instruments are classified as financial assets measured at FVTPL, unless the Group
designates an investment that is not held for trading as at fair value through other comprehensive income
(FVTOCI) at initial recognition.

Financial assets measured at FVTPL are measured at fair value, with any gains or losses arising on re-
measurement recognised in the consolidated income statement. The net gain or loss recognised in the
consolidated income statement is included in the other income in the consolidated income statement. Fair
value is determined in the manner described in note 37.

Interest income on debt instruments at FVTPL is included in the other income. Dividend income on
investments in equity instruments at FVTPL is recognised in the consolidated income statement when the
Group’s right to receive the dividends is established.

Financial assets at FVTOCI

At initial recognition, the Group can make an irrevocable election (on an instrument-by-instrument basis)
to designate investments in equity instruments as at FVTOCI. Designation at FVTOCI is not permitted if
the equity investment is held for trading.

A financial asset is held for trading if:

» it has been acquired principally for the purpose of selling it in the near term;

» on initial recognition it is part of a portfolio of identified financial instruments that the Group
manages together and has evidence of a recent actual pattern of short-term profit-taking; or

e itisaderivative that is not designated and effective as a hedging instrument or a financial guarantee.

Investments in equity instruments at FVTOCI are initially measured at fair value plus transaction costs.
Subsequently, they are measured at fair value with gains and losses arising from changes in fair value
recognised in other comprehensive income and accumulated in the investments revaluation reserve.
Where the asset is disposed of, the cumulative gain or loss previously accumulated in the investments
revaluation reserve is not transferred to consolidated income statement, but is reclassified to retained
earnings.

Dividends on these investments in equity instruments are recognised in the consolidated income statement
when the Group’s right to receive the dividends is established, unless the dividends clearly represent a
recovery of part of the cost of the investment.
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3.6 Financial assets (continued)
Foreign exchange gains and losses

The fair value of financial assets denominated in a foreign currency is determined in that foreign currency
and translated at the spot rate at the end of the reporting period. The foreign exchange component forms
part of its fair value gain or loss. For financial assets measured at FVTPL, the foreign exchange
component is recognised in the consolidated income statement. For financial assets measured at FVTOCI
any foreign exchange component is recognised in other comprehensive income.

For foreign currency denominated debt instruments measured at amortized cost, the foreign exchange
gains and losses are determined based on the amortized cost of the asset and are recognised in the other
income in the consolidated income statement.

3.7 Fair values

All financial instruments are recognised initially at fair value. The fair value of a financial instrument on
initial recognition is normally the transaction price, i.e. the fair value of the consideration given or
received.

=  The fair value of financial assets and financial liabilities with standard terms and conditions and traded
on active liquid markets is determined with reference to quoted market prices;

= The fair value of other financial assets and financial liabilities (excluding derivative instruments) is
determined in accordance with generally accepted pricing models based on discounted cash flow
analysis using prices from observable current market transactions and dealer quotes for similar
instruments; and

= The fair value of derivative instruments is calculated using quoted prices. Where such prices are not
available, use is made of discounted cash flow analysis using the applicable yield curve for the
duration of the instruments for non-optional derivatives, and option pricing models for optional
derivatives.
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3.8 Loans and advances

Loans and advances are non-derivative financial assets originating from or acquired by the Group with
fixed or determinable payments.

Loans and advances are stated at amortized cost less any amounts written off and allowance for doubtful
accounts. The carrying values of loans and advances which are being effectively hedged for changes in
fair value are adjusted to the extent of the changes in fair value being hedged with the resultant
adjustment recognised in the consolidated income statement.

Allowance for impairment is made against loans and advances when their recovery is in doubt taking into
consideration IFRS requirements for fair value measurement. Loans and advances are written off only
when all possible courses of action to achieve recovery have proved unsuccessful.

3.9 Investment properties

Investment properties are held to earn rental income and/or capital appreciation. Investment property
includes cost of initial purchase, developments transferred from property under development, subsequent
cost of development, and fair value adjustments. Investment property is reported at valuation based on
fair value at the end of the reporting period. The fair values are the estimated amounts for which a
property could be exchanged on the date of valuation between a willing buyer and a willing seller in an
arm’s length transaction. The fair value is determined on a periodic basis by independent professional
valuers. Fair value adjustments on investment property are included in the consolidated income statement
in the period in which these gains or losses arise.

3.10 Property and equipment

Property and equipment are stated at historical cost less accumulated depreciation and impairment loss, if
any. Historical cost includes expenditure that is directly attributable to the acquisition of the asset.

Depreciation is charged so as to write off the cost or valuation of assets, over their estimated useful lives
using the straight-line method as follows:

Years
Buildings 20-40
Furniture and office equipment 2-6
Installation, partitions and decorations 3-4
Leasehold improvements 5-10

Motor vehicles 3
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3.10 Property and equipment (continued)

Gain or loss arising on the disposal or retirement of an asset is determined as the difference between the
sales proceeds and the carrying amount of the asset at that date and is recognised in the consolidated
income statement.

Capital work-in-progress is carried at cost, less any accumulated impairment loss. Cost includes
professional fees and, for qualifying assets, borrowing costs capitalised in accordance with the Group’s
accounting policy. Depreciation of these assets commences when the assets are ready for their intended
use.

3.11 Intangible assets acquired separately

Intangible assets acquired in a business combination and recognised separately from goodwill are initially
recognised at their fair value at the acquisition date (which is regarded as their cost).

Subsequent to initial recognition, intangible assets acquired in a business combination are reported at cost
less accumulated amortisation and accumulated impairment losses. Amortisation is recognised on a straight-
line basis over their estimated useful lives. The estimated useful life and amortisation method are reviewed
at the end of each annual reporting period, with the effect of any changes in estimate being accounted for on
a prospective basis.

Amortisation is charged so as to write off the cost of intangible assets, over their estimated useful lives using
the straight-line method as follows:

Years
Banking license Infinite
Legal corporate setup in Lebanon 10
Customer base 10
Branch network 10

3.12 Impairment of tangible and intangibles

At the end of each reporting period, the Group reviews the carrying amounts of its tangible and intangibles
to determine whether there is any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the assets is estimated in order to determine the extent of the
impairment loss, if any. Where it is not possible to estimate the recoverable amount of an individual asset,
the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (cash-generating unit) is reduced to its recoverable amount. An
impairment loss is recognised in the consolidated income statement, unless the relevant asset is carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.
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3.12 Impairment of tangible and intangibles (continued)

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is
increased to the revised estimate of its recoverable amount, such that the increased carrying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for
the asset (cash-generating unit) in prio