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Gulf Navigation Holding PJSC

Directors’ report for the year ended 31 December 2012

The Directors submit their report and consolidated financial statements of Gulf Navigation
Holding PJSC (“the Company”) and its subsidiaries (collectively referred to as “the Group”) for
the year ended 31 December 2012. These will be laid before the share holders at the Annual
General Meeting of the Company, which is scheduled to be held on 18 April 2013.

Principal activities

The Group is primarily engaged in marine transportation of commodities, chartering vessels,
ship agency, marine transport under special passenger and merchant contracts, clearing and
forwarding services and container loading, unloading, discharging and packaging services.

Results and appropriation of profit

The results of the Group for the year ended 31 December 2012 are set out on page 6 of these
consolidated financial statements.

Directors

The Directors of the Company during the year were as follows:

Mr. Abdullah A. Al-Shuraim (Chairman)
Mr. Ghazi A. Al-Ibrahim (Vice Chairman)
Mr. Rashid Al Shamsi (Director)
Mr. Fahad G. Al-Otaibi (Director)
Mr. Anees Mohammad Issa (Director)
Mr. Nasser Al-Qahtani (Director)
Mr. Ali Hamdan Ahmed (Director)
Mr. Abdullah Al Housani (Director)
Mr. Jehad Al Rasheed (Director)
Mr. Faisal Al Qahtani (Director)
Mr. Jamal Lootah (Director)
Auditors

The consolidated financial statements of the Group have been audited by PricewaterhouseCoopers
who, retire and being eligible, offer themselves for reappointment.

Onbe% of the Board
Abdullah Al-Shuraim
Chairman
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Independent auditor’s report to the shareholders of
Gulf Navigation Holding PJSC

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Gulf Navigation Holding
PJSC (“the Company™) and its subsidiaries (collectively referred to as “the Group™), which
comprise the consolidated balance sheet as of 31 December 2012, the consolidated income
statement and the consolidated statements of comprehensive income, changes in equity and 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 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 consolidated financial
statements that are free from material misstatement, 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 financial statements are free from material

misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosure in the consolidated financial statements. The procedures selected depend on the
auditor’s judgement, 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.

PricewaterhouseCoopers, Emaar Square, Building 4, Level 8, PO Box 11987, Dubai, United Arab Emirates (2)
" T: +971 (0)4 304 3100, F: +971 (0)4 330 4100, www.pwc.com/middle-east

W Hunt, AH Nasser, P Suddaby and JE Fakhoury are registered as practising auditors with the UAE Ministry of Economy
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Independent auditor’s report to the shareholders of
Gulf Navigation Holding PJSC (continued)

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as of 31 December 2012, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.

Emphases of matter

We draw attention to Note 2 to the consolidated financial statements. As described in Note 2, the
Group incurred a loss of AED 147,834 thousand during the year ended 31 December 2012 and,
as of that date; the Group had accumulated losses of AED 477,672 thousand. The ability of the
Group to continue as a going concern is reliant upon the continued availability of external debt
financing. At 31 December 2012, the Group was in breach of the terms of an agreement with its
lenders, which was drawn up to reset the Group’s debt and cash covenants for the period from 24
November 2011 to 31 March 2013 (Note 15). The breach has given the lenders the right to call
an event of default and by further notice, declare that all the loans are payable on demand.
Accordingly, the Group’s bank borrowings are classified as current liabilities at 31 December
2012. This has resulted in the Group having a net current liability position at 31 December 2012
of AED 878,178 thousand. If the Group is not able to agree the required covenant amendments,
and in the absence of other financing alternatives, the Group would be dependent on market
based asset values to repay its borrowings. As a result, there exists a material uncertainty which
may cast significant doubt on the ability of the Group to continue as a going concern such that
the Group may be unable to realise its assets and discharge its liabilities in the normal course of
business. Accordingly, assets may be realised at significantly less than book value and additional
liabilities may arise.

The Group continues to be in discussion with the lenders to eliminate the breach to remove the
possibility of immediate demand of payment. As of the date of authorisation of these
consolidated financial statements, the discussions with the lenders are in progress with the
expectation that agreement will be reached with the lenders in the second quarter of 2013. The
Directors are considering various options for raising finance in 2013 to fund the Group’s
working capital requirements. The Directors, after reviewing the Group’s cash flow forecasts and
strategic plans for a period beyond 12 months, from the date of the signing of these consolidated
financial statements, have a reasonable expectation that the Group will have adequate resources
to continue in operational existence for the foreseeable future. The Group therefore continues to
adopt the going concern basis in preparing its consolidated financial statements. Our opinion is
not qualified in respect of this matter.
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Independent auditor’s report to the shareholders of
Gulf Navigation Holding PJSC (continued)

Emphases of matter (continued)

We also draw attention to Note 6 to the consolidated financial statements. As described in Note
6, the Group had previously contracted with a shipyard (“the Contractor”) for the construction of
two new vessels. The carrying amount of advances recorded as part of capital-work-in-progress
as of 31 December 2012 is AED 106,506 thousand. Discussions have been continuing with the
Contractor in relation to new contractual terms. However, alongside these discussions, the
Contractor has issued Notices of Termination for the two contracts and filed a claim to retain the
first installments and/or damages for any loss suffered. The Group has responded with its own
legal action in response and preparations have been made for a potential arbitration hearing in

London.

The Group has received a legal opinion on this issue and it believes that there are good technical
arguments why the Notices of Termination were wrongful and were sent by the Contractor in
repudiatory breach of the Shipbuilding Contracts. Based on this legal opinion, the Group is
confident that the amount advanced to the Contractor is recoverable and that there are no further
commitments under the existing contracts. Our opinion is not qualified in respect of this matter.

Report on other legal and regulatory requirements

Further, in respect of the Company, as required by the UAE Federal Law No. (8) of 1984, as
amended, we report that:

(1) we have obtained all the information we considered necessary for the purposes of our
audit;

(11)  the financial statements comply, in all material respects, with the applicable provisions of
the UAE Federal Law No. (8) of 1984, as amended and the Articles of Association of the
Company;

(iti)  the Company has maintained proper books of accounts and has carried out the physical
verification of inventories in accordance with properly established procedures;

(iv)  the financial information included in the Directors’ report is consistent with the books of
account of the Company; and

(v)  nothing has come to our attention which causes us to believe that the Company has
breached any of the applicable provisions of the UAE Federal Law No. (8) of 1984, as
amended, or of its Articles of Association which would materially affect its activities or
its financial position as of 31 December 2012.

PricewaterhouseCoopers
28 March 2013

| Moo

Amin H. Nasser
Registered Auditor Number 307
Dubai, United Arab Emirates
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Gulf Navigation Holding PJSC

Consolidated balance sheet
At 31 December

Note 2012 2011
AED’000 AED’000
Assets
Non-current assets
Vessels, property and equipment 6 1,500,085 1,559,695
Goodwill 7 428,803 518,550
Investment in jointly controlled entities 3 111,902 135,609
Due from a related party 18 25,631 25,631
Trade receivable 10 - 29,907
2,066,421 2,269,392
Current assets
Inventories 9 9,290 20,864
Due from a related party 18 3,671 2,677
Trade and other receivables 10 44,944 58,278
Term deposits 26 25,927 116,900
Cash and cash equivalents 11 50,215 42,174
134,047 240,893
Total assets 2,200,468 2,510,285
Equity and liabilities
Equity attributable to equity holders of the Group
Share capital 12 1,655,000 1,655,000
Statutory reserve 13 31,546 31,546
Reserve for own shares 27 - (46,706)
Accumulated losses (477,672) (303,502)
1,208,874 1,336,338
Hedging reserve for interest rate swaps 14 (29,148) (47,804)
Total equity 1,179,726 1,288,534
Non-current liabilities
Provision for employees’ end of service benefits 16 1,412 1,178
Interest rate swap liabilities 14 7,105 47,804
8,517 48,982
Current liabilities
Trade and other payables 17 50,448 77,185
Due to related parties 18 9,589 8,703
Bank overdraft 11 - 62,152
Interest rate swap liabilities 14 22,043 -
Borrowings 15 930,145 1,024,729
1,012,225 1,172,769
Total liabilities 1,020,742 1,221,751
Total equity and liabilities 2,200,468 2,510,285

The consolidate ﬁrlljancial statements were authorised for issuance and approved by the Board of Directors
on 2GMARCH TS, and signed on its behalf by:

Abdullah Al-Shuraim

The notes on pages 10 to 45 are an integral part of these consolidated financial statements. (5)



Gulf Navigation Holding PJSC

Consolidated income statement

Operating revenue
Voyage related direct costs

Other operating costs

Gross profit

Other income

General and administrative expenses
Impairment of goodwill

Expenses relating to assets classified as held for
sale / disposed of

Operating loss for the year

Finance income
Finance costs

Finance costs — net

Share of loss in jointly controlled entities — net
Loss for the year

Loss per share
- Basic and diluted (AED)

Note

19
20
21

22

24

28

25

Year ended 31 December

2012
AED’000

201,025
(9,888)
(137,421)

53,716

1,852
(32,706)
(89,747)

(66,885)

2,234
(59.476)

(57,242)
(23,707)

(147,834)

(0.092)

The notes on pages 10 to 45 are an integral part of these consolidated financial statements.

2011
AED’000

256,362
(61,864)
(164,220)

30,278
1,874
(29,407)

(24,720)

(21,975)

3,480
(50,782)

(47,302)
(3,418)

(72,695)

(0.046)

(6)



Gulf Navigation Holding PJSC

Consolidated statement of comprehensive income

Loss for the year

Other comprehensive income:
Change in fair value of interest rate swap hedges

Interest rate swap hedge reserve
recycled to the consolidated income statement

Other comprehensive income for the year

Total comprehensive loss for the year

The notes on pages 10 to 45 are an integral part of these consolidated financial statements.

Year ended 31 December

2012

AED’000

(147,834)

39,070

(20,414)

18,656

(129,178)

2011

AED’000

(72,695)

39,216

(27,958)

11,258

(61,437)

(7
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Gulf Navigation Holding PJSC

Consolidated statement of cash flows

Operating activities

Loss for the year

Adjustments for:
Depreciation
Impairment of goodwill
Impairment loss on vessels held for sale
Share of loss in jointly controlled entities
Provision for employees’ end of service benefits
Profit on sale of vessels, property and equipment
Loss on sale of asset held for sale
Provision for impairment of trade receivables
Write-off of inventory aboard vessels
Finance income
Finance costs

Operating profit before working capital changes and payment
of employees” end of service benefits
Payment of employees’ end of service benefits
Changes in working capital:
Inventories
Due from a related party, excluding finance income
Trade and other receivables before movement in provision
for impairment and write offs
Trade and other payables
Due to related parties

Net cash generated from operating activities

Investing activities

Purchase of vessels, property and equipment

Proceeds from disposal of vessels, property and equipment
Proceeds from sale of assets classified as held for sale
Interest received

Loan provided to a related party

Withdrawal of term deposits

Net cash generated from / (used in) investing activities

Financing activities
Borrowings availed
Repayment of borrowings
Proceeds from sale of shares
Dividends paid

Interest paid

Net cash (used in) / provided by financing activities

Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The notes on pages 10 to 45 are an integral part of these consolidated financial statements.

Note

24
16
24
10
24

28

10
17
18

26

15
15
27

28

11

Year ended 31 December

2012
AED’000

(147,834)

64,706
89,747

23,707
469

10,198

(2,234)
59,476

98,235
(235)

11,574
734

33,043
(26,737)
886

117,500

(5.096)

506

90,973

86,383

(94,584)
20,370

(59,476)

(133,690)

70,193
(19,978)

50,215

2011
AED’000

(72,695)
63,287

4,714
3,418
515
(7)
1,278
9.431
10,099
(3,480)
50,782

67,342
(429)

(12,544)
(2.572)

4,050
21,983
2,662

80,492

(453,180)
9
169,689
3,480

(25,631)
43,100

(262,533)

236,070
(140,902)

(878)
(50,782)

43,508

(138,533)
118,555

(19,978)

)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012

1 Legal status and activities

Gulf Navigation Holding PJSC (“the Company”) was incorporated on 30 October 2006 as a
Public Joint Stock Company in accordance with UAE Federal Law No. 8 of 1984 (as amended).
The company is primarily engaged in marine transportation of commodities, chartering vessels,
ship agency, marine transport under special passenger and merchant contracts, clearing and
forwarding services and container loading, unloading, discharging and packaging services
through its subsidiaries as listed below. The Company operates from 32" Floor, Suite number
3201, Saba Tower-1, Jumeirah Lake Towers, Dubai, United Arab Emirates.

The Company and its following directly or indirectly wholly owned subsidiaries are referred to
as “the Group” in the consolidated financial statements:

Subsidiaries Country of incorporation
Gulf Navigation Group FZCO United Arab Emirates
Gulf Navigation Ship Management FZE United Arab Emirates
Gulf Ship FZE United Arab Emirates
Gulf Crude Carriers LL.C United Arab Emirates
Gulf Chemical Carriers LLC United Arab Emirates
Lam Gulf Maritime Co LLC United Arab Emirates
Gulf Navigation and Brokerage LLC Oman
Gulf Eyadah Corporation Panama
Gulf Sieb Shipping Inc Panama
Gulf Jash Shipping Inc Panama
Gulf Huwaylat Corporation Panama
Gulf Deffi Corporation Panama
Gulf Jalmuda Corporation Panama
Gulf Fanatir Corporation Panama
Gulf Ahmadi Shipping Inc Marshal Islands
Gulf Mishref Shipping Inc Marshal Islands
Gulf Mizwar Shipping Inc Marshal Islands
Gulf Shagra Shipping Inc Marshal Islands
Gulf Riyad Shipping Inc Marshal Islands
Gulf Safwa Shipping Inc Marshal Islands
Gulf Sheba Shipping Limited Hong Kong
Gulf Navigation Holding PISC(Br) Kingdom of Saudi Arabia

The Group also has interest in the following jointly controlled entities:

Country of Percentage of
Jointly controlled entities incorporation shareholding
Gulf Stolt Ship Management JLT United Arab 50%
Gulf Stolt Tankers DMCCO United Arab 50%

(10)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies

The principal accounting policies adopted by the Group in the preparation of these consolidated
financial statements are set out below. These policies have been consistently applied to all the
years presented, unless otherwise stated.

21 Basis of preparation

The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) and IFRIC interpretations. These consolidated financial
statements have been prepared under the historical cost convention, except for the measurement at
fair value of derivative financial instruments.

The preparation of consolidated financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in note 4.

Going concern

The Group’s consolidated financial statements have been prepared on a going concern basis,
however, given the conditions and events described below there exists a material uncertainty that
may cast significant doubt about the Group’s ability to continue as a going concern.

The Group incurred a loss of AED 147,834 thousand during the year ended 31 December 2012
and, as of that date; the Group had accumulated losses of AED 477,672 thousand. The ability of
the Group to continue as a going concern is reliant upon the continued availability of external debt
financing. At 31 December 2012, the Group is in breach of the terms of an agreement with its
lenders, which was drawn up to reset the Group’s debt and cash covenants for the period from 24
November 2011 to 31 March 2013 (Note 15). The breach has given the lenders the right to call an
event of default and by further notice, declare that all the loans are payable on demand.
Accordingly, the Group’s bank borrowings are classified as current liabilities at 31 December
2012. This resulted in the Group having a net current liability position at 31 December 2012 of
AED 878,178 thousand. If the Group is not able to agree the required covenant amendments, and
in the absence of other financing alternatives, the Group would be dependent on market based
asset values to repay its borrowings. As a result, there exists a material uncertainty which may cast
significant doubt on the ability of the Group to continue as a going concern such that the Group
may be unable to realise its assets and discharge its liabilities in the normal course of business.
Accordingly, assets may be realised at significantly less than book value and additional liabilities
may arise.

(11)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

2.1 Basis of preparation (continued)
Going concern (continued)

The Group continues to be in discussion with the lenders to eliminate the breach to remove the
possibility of immediate demand of payment. As of the date of authorisation of these consolidated
financial statements, the discussions with the lenders are in progress with the expectation that
agreement will be reached with the lenders in second quarter of 2013. The Directors are
considering various options for raising finance in 2013 to fund the Group’s working capital
requirements. The Directors, after reviewing its cash flow forecasts and strategic plans for a period
of not less than 12 months, from the date of the signing of these consolidated financial statements,
have a reasonable expectation that the Group will have adequate resources to continue in
operational existence for the foreseeable future. The Group therefore continues to adopt the going
concern basis in preparing its consolidated financial statements.

a) New standards, amendments to published standards and interpretations

There are no IFRSs or IFRIC interpretations that are effective for the first time for the financial
year beginning on or after 1 January 2012 that would be expected to have a material impact on

the Group.

b) New standards, amendments and interpretations issued but not effective for the financial
year beginning 1 January 2012 and not early adopted by the Group

Certain new amendments to existing standards have been published and are mandatory for the
Group’s accounting period beginning after 1 January 2012 or later period but have not early
adopted by the Group:

IAS 1, ‘Financial statement presentation’ (effective 1 July 2012);

IFRS 13, ‘Fair value measurement’ (effective 1 January 2013);

IAS 19, ‘Employee Benefits’ (effective 1 January 2013);

IFRS 9, ‘Financial instruments’ (effective 1 January 2015);

IFRS 10, ‘Consolidated financial statements’ (effective 1 January 2013);

IFRS 12, ‘Disclosures of interests in other entities’(effective 1 January 2013);

IFRS 11, ‘Joint arrangements’ (effective 1 January 2013);

IFRS 7, (amendment), ‘Financial instruments’ (effective 1 January 2013); and

IAS 32, (amendment), ‘Financial instruments; Presentation’ (effective 1 January 2014).

There are no other IFRSs or IFRIC interpretations that are not yet effective that would be
expected to have a material impact on the Group.

The Group is assessing the impact of the above standards, amendments and interpretations to
published standards on the Group’s consolidated financial statements.

(12)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

2.2 Consolidation
(a) Subsidiaries

Subsidiaries are all entities over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting
rights. The Group also assesses existence of control where it does not have more than 50% of
the voting power but is able to govern the financial and operating policies by virtue of de-facto
control. De-facto control may arise in circumstances where the size of the Group’s voting rights
relative to the size and dispersion of holdings of other shareholders give the Group the power to
govern the financial and operating policies, etc. Subsidiaries are fully consolidated from the date
on which control is transferred to the Group. They are de-consolidated from the date that control

cEascs.

The Group applies the acquisition method to account for business combinations. The
consideration transferred for the acquisition of a subsidiary is the fair values of the assets
transferred, the liabilities incurred to the former owners of the acquiree and the equity interests
issued by the Group. The consideration transferred includes the fair value of any asset or
liability resulting from a contingent consideration arrangement. Identifiable assets acquired and
liabilities and contingent liabilities assumed in a business combination are measured initially at
their fair values at the acquisition date. The Group recognises any non-controlling interest in the
acquiree on an acquisition- by-acquisition basis, either at fair value or at the non-controlling
interest’s proportionate share of the recognised amounts of acquiree’s identifiable net assets.
Acquisition-related costs are expensed as incurred. If the business combination is achieved in
stages, the acquisition date carrying value of the acquirer’s previously held equity interest in the
acquiree is remeasured to fair value at the acquisition date; any gain and loses arising from such
re-measurement are recognised in consolidated income statement.

Any contingent consideration to be transferred by the group is recognised at fair value at the
acquisition date. Subsequent changes to the fair value of the contingent consideration that is
deemed to be an asset or liability is recognised in accordance with IAS 39 either in consolidated
income statement or as a change to other comprehensive income. Contingent consideration that
is classified as equity is not remeasured, and its subsequent settlement is accounted for within

equity.

Goodwill is initially measured as the excess of the aggregate of the consideration transferred and
the fair value of non-controlling interest over the net identifiable assets acquired and liabilities
assumed. If this consideration is lower than the fair value of the net assets of the subsidiary
acquired, the difference is recognised in consolidated income statement.

Inter-company transactions, balances, income and expenses on transactions between group
companies are eliminated. Profits and losses resulting from inter-company transactions that are
recognised in assets are also eliminated. Accounting policies of subsidiaries have been changed
where necessary to ensure consistency with the policies adopted by the Group.

Transactions with non-controlling interests that do not result in loss of control are accounted for
as equity transactions — that is, as transactions with the owners in their capacity as owners. The
difference between fair value of any consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals
to non-controlling interests are also recorded in equity.

(13)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)
2.2 Consolidation (continued)

(a) Subsidiaries (continued)

When the Group ceases to have control, any retained interest in the entity is re-measured to its
fair value at the date when control is lost, with the change in carrying amount recognised in
consolidated income statement. The fair value is the initial carrying amount for the purposes of
subsequently accounting for the retained interest as an associate, joint venture or financial asset.
In addition, any amounts previously recognised in other comprehensive income in respect of
that entity are accounted for as if the Group had directly disposed of the related assets or
liabilities. This may mean that amounts previously recognised in other comprehensive income
are reclassified to consolidated income statement.

A listing of the Group’s principal subsidiaries is set out in Note 1.

(b) Jointly controlled entities

Joint controlled entities are those entities on which the Group has joint control, established by
contractual agreement and requiring unanimous consent for strategic financial and operating
decisions.

Under the equity method of accounting, interests in jointly controlled entities are initially
recognised at cost and adjusted thereafter to recognise the Group’s share of the post acquisition
profits or losses and movements in other comprehensive income. When the Group’s Share of
losses exceeds its interest there in (including any long term interest that in substance, form part
of the Group’s net investment in the jointly controlled entity), the Group does not recognise
further losses, unless it has incurred obligations or made payments on behalf of that jointly

controlled entity.

Unrealised gains on transactions between the Group and its jointly controlled entities are
eliminated to the extent of the Group’s interest in the jointly controlled entities. Unrealised
losses are also eliminated unless the transaction provides evidence of an impairment of the asset
transferred. Where necessary, accounting policies for jointly controlled entities have been
changed or adjustments are made to ensure consistency with the policies adopted by the Group.

2.3 Foreign currencies
(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s subsidiaries and jointly
controlled entities (together, “entities”) are measured using the currency of the primary
economic environment in which the entities operate (“the functional currency”). Since most of
the transactions of the entities are denominated in US Dollar (“USD”) or currencies pegged to
the USD, the functional currency of the entities is USD. However, the consolidated financial
statements of the Group are presented in United Arab Emirates Dirhams (“AED”), which is the
presentation currency of the Group. Amounts in US Dollars have been translated into United
Arab Emirates Dirhams at the rate of USD 1 = AED 3.66 as there is a constant peg between
USD and AED.

(14)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

23 Foreign currencies (continued)

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the date of the transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the consolidated income statement except when deferred in other
comprehensive income as qualifying cash flow hedges. Foreign exchange gains and losses that
relate to borrowings and cash and cash equivalents are presented in the consolidated income
statements within ‘finance income or costs’. All other foreign exchange gain and losses are
presented in the consolidated income statement within ‘other income’.

(c) Group companies

The results and financial position of all the Group subsidiaries (none of which has the currency of
a hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

° assets and liabilities for each balance sheet presented are translated at the closing rate at
the date of that balance sheet;
° income and expenses for each income statement are translated at average exchange rates

(unless this average is not a reasonable approximation of the cumulative effect of the rates
prevailing on the transaction dates, in which case income and expenses are translated at the
rate on the dates of the transactions); and

o all resulting exchange differences are recognised in other comprehensive income.

24 Vessels, property and equipment

Vessels, property and equipment are stated at historical cost less accumulated depreciation.
Historical cost includes expenditure that are directly attributable to the acquisition of the items.
Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably. All other repairs and
maintenance are charged to the consolidated income statement during the financial year in which

they are incurred.

Depreciation is computed using the straight line method to allocate their cost to their estimated
residual values over their expected useful lives, as follows;

Years
Vessels 11-25
Buildings 30
Leasehold improvements 10
Equipment 2-5
Furniture & fixtures 5
Vehicles 5
Dry docking costs (included in carrying amount of vessels) 3-5

(15)



Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

2.4  Vessels, property and equipment (continued)

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each
reporting date.

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is
written down immediately to its recoverable amount (Note 2.8).

Gains and losses on disposal are determined by comparing proceeds with carrying amount and
included in the consolidated income statement.

Vessels in the course of construction are carried at cost less impairment (if any), as capital work-
in-progress, and are transferred to the category of vessels when available for use.

2.5  Intangible assets

Goodwill arises on the acquisition of subsidiaries and jointly controlled entities and represents
the excess of the consideration transferred over the Group’s interest in net fair value of the net
identifiable assets, liabilities and contingent liabilities of the acquiree and the fair value of the
non-controlling interest in the acquiree.

For the purpose of impairment testing, goodwill acquired in a business combination is allocated
to each of the groups of cash generating units (CGUSs), that is expected to benefit from the
synergies of the combination. Each unit or group of units to which the goodwill is allocated
represents the lowest level within the entity at which the goodwill is monitored for internal
management purposes. Goodwill is monitored at the operating segment level.

Goodwill impairment reviews are undertaken annually or more frequently if events or changes
in circumstances indicate a potential impairment. The carrying value of goodwill is compared to
the recoverable amount, which is the higher of value in use and the fair value less costs to sell.
Any impairment is recognised immediately as an expense and is not subsequently reversed.

2.6 Financial assets
Classification

The Group classifies its financial assets as loans and receivables. The classification depends on the
purpose for which the financial assets were acquired. Management determines the classification of
its financial assets at initial recognition.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They are included in current assets, except for maturities
greater than 12 months after the end of the reporting period. These are classified as non-current
assets. The Group’s loans and receivables comprise ‘trade and other receivables’, ‘due from
related party’, ‘cash and cash equivalents’ and ‘term deposits’ in the consolidated balance sheet
(Notes 10, 18, 11 and 26).
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)
2.7  Derivative financial instruments

Derivatives are initially recognised at fair value on the date a derivative contract is entered into
and are subsequently re-measured at their fair value. The method of recognising the resulting gain
or loss depends on whether the derivative is designated as a hedging instrument, and if so, the
nature of the item being hedged. The Group designates its interest rate swaps as a hedge of
exposure to variability in future interest payments on variable rate debts (cash flow hedge).

The Group documents at the inception of the transaction the relationship between hedging
instruments and hedged items, as well as its risk management objectives and strategy for
undertaking various hedging transactions. The Group also documents its assessment, both at hedge
inception and on an ongoing basis, of whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows of hedged items.

The fair values of various derivative instruments used for hedging purposes are disclosed in Note
14. Movements on the hedging reserve are shown in the other comprehensive income. The full fair
value of a hedging derivative is classified as non-current liabilities as the remaining maturity of
the hedged items are more than 12 months.

The effective portion of changes in the fair value of derivatives that are designated and qualify as
cash flow hedges is recognised in other comprehensive income. The gain or loss relating to the
ineffective portion is recognised immediately in the consolidated income statement.

Amounts accumulated in equity are reclassified to the consolidated income statement in the
periods when the hedged item affects profit or loss. The gain or loss relating to effective portion of
interest rate swaps hedging variable rate borrowings is recognised in the consolidated income
statement within ‘finance income/cost’.

The fair value of interest rate swaps (hedging instrument), is based on the mark-to-market
valuation provided by the designated banks at the reporting date and is calculated as the present
value of the estimated future cash flows.

2.8 Impairment of financial assets

The Group assesses at the end of each reporting period whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of financial
assets is impaired and impairment losses are incurred only if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the
asset (a ‘loss event’) and that the loss event (or events) has an impact on the estimated future
cash flows of the financial asset or group of financial assets that can be reliably estimated.
Evidence of impairment may include indications that the debtors or a group of debtors is
experiencing significant financial difficulties, possibility that they will enter bankruptcy or other
financial reorganisation and default in payments.

(17)
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

2.8 Impairment of financial assets (continued)

The amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original effective interest rate. The carrying
amount of the asset is reduced and the amount of the loss is recognised in the consolidated
income statement. If, in a subsequent period, the amount of the impairment loss decreases and
the decrease can be related objectively to an event occurring after the impairment was
recognised (such as an improvement in the debtor’s credit rating), the reversal of the previously
recognised impairment loss is recognised in the consolidated income statement.

29 Impairment of non-financial assets

Assets that have an indefinite useful life, for example goodwill, are not subject to amortisation
and are tested annually for impairment. Assets that are subject to amortisation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised for the amount by which the assets
carrying amount exceed its recoverable amount. The recoverable amount is the higher of an
assets fair value less costs to sell and value in use. For the purpose of assessing impairment,
assets are grouped at the lowest levels for which there are separately identifiable cash flows
(cash generating units). Non-financial assets other than goodwill that suffered impairment are
reviewed for possible reversal of the impairment at each reporting date.

2.10 Inventories

Inventories are stated at the lower of cost and estimated net realisable value. Cost is determined on
first in first out (FIFO) method basis and includes all attributable import expenses. Net realisable
value is the estimated selling price in the ordinary course of business, less applicable variable
selling expenses.

2.11 Trade receivables

Trade receivables are amounts due from customers for services performed in the ordinary course
of business. If collection is expected in one year or less, they are classified as current assets. If
not, they are presented as non-current assets.

Trade receivables are recognised initially at fair value and subsequently measured at amortised
cost using the effective interest method, less provision for impairment.
2.12 Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents includes cash in hand,
deposits with an original maturities of three months or less and bank overdrafts. In the
consolidated balance sheet, bank overdrafts are shown as current liabilities.
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)
2.13 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortised cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the consolidated income statement over the period
of the borrowings using the effective interest method.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to
the extent that it is probable that some or all of the facility will be drawn down. In this case, the fee
is deferred until the draw-down occurs. To the extent there is no evidence that it is probable that
some or all of the facility will be drawn down, the fee is capitalised as a pre-payment for liquidity
services and amortised over the period of the facility to which it relates.

2.14 Borrowing costs

General and specific borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets, which are assets that necessarily take a substantial period of time
to get ready for their intended use or sale, are added to the cost of those assets, until such time as
the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in consolidated income statement in the period in which
they are incurred.

2.15 Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Trade payables are classified as current liabilities if payment is
due within one year or less. If not, they are presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequent measured at amortised cost
using the effective interest method.

2.16 Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result
of past events; it is more likely than not that an outflow of resources will be required to settle the
obligation and a reliable estimate of the obligation can be made. Provisions are not recognised for

future operating losses.

Provisions are measured at the present value of the expenditures expected to be required to settle
the obligation using a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the obligation. The increase in the provision due to passage of time
is recognised as interest expense.
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2 Summary of the significant accounting policies (continued)

2.17 Provision for employees’ end of service benefits

Provision is made, using actuarial techniques, for the full amount of end of service benefits due to
employees in accordance with UAE Labour Law, for their periods of service up to the end of
reporting period. The provision relating to end of service benefits is disclosed as a non-current
liability. A provision is also made for the estimated liability for leave passage as a result of services
rendered by employees up to the end of reporting period and is disclosed as a current liability and

included in trade and other payables.
2.18 Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
ordinary shares or options are shown in equity as a deduction, net of tax, from the proceeds.

Where any group company purchases the company’s equity share capital (treasury shares), the
consideration paid, including any directly attributable incremental costs is deducted from equity
attributable to the company’s equity holders (reserve for own shares) until the shares are cancelled
or reissued. Where such ordinary shares are subsequently reissued, any consideration received, net
of any directly attributable incremental transaction costs and the related income tax effects, is
included in equity attributable to the Group’s equity holders.

2.19 Dividend distribution

Dividend distribution to the company’s shareholders is recognised as a liability in the Group’s
financial statements in the period in which the dividends are approved by the company’s

shareholders.

2.20 Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable, and represents
amounts receivable for services rendered. The Group recognises revenue when the amount of
revenue can be reliably measured; when it is probable that future economic benefits will flow to
the entity; and when specific criteria have been met for each of the Group’s activities, as described
below:

Revenues received from time charter are recognised on a straight line basis over the duration of the
charter.

Revenues associated with voyage charter are recognised by reference to the stage of completion of
the voyage at the end of the reporting period.

Net pool revenue represents the share in pool revenue of VL8 INC. The pool revenue is distributed
to each participant according to a formula that takes into account an earnings factor allocated to
each pool vessel.
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Notes to the consolidated financial statements for year ended 31 December
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2 Summary of the significant accounting policies (continued)

2.20 Revenue recognition (continued)

Ship agency and commercial agency revenues consist of the invoiced value of goods supplied and
services rendered, net of discounts and returns and is recognised when goods are delivered and
services have been performed.

2.21 Leases

Group as lessor

Rental income from operating leases (net of any incentives given to lessees) is recognised in the
consolidated income statement on a straight-line basis over the lease term.

2.22 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker. The chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as
the Group’s executive committee that makes strategic decisions.

3 Financial risk management

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including currency
risk, price risk and cash flow and fair value interest rate risk), credit risk and liquidity risk. The
Group’s overall risk management programme focuses on the unpredictability of financial
markets and seeks to minimise potential adverse effects on the Group’s financial performance.
The Group uses derivative financial instruments to hedge certain risk exposures.

Risk management is carried out by a central treasury department (Group Treasury) under policies
approved by the Board of Directors. Group Treasury identifies and evaluates financial risks in
close co-operation with the Group’s operating units. The Board provides written principles for
overall risk management, as well as written policies covering specific areas, such as foreign
exchange risk, interest rate risk and credit risk and investing excess liquidity.

Key financial risk management reports are produced monthly on a Group level and provided to
the key management personnel of the Group.

(a) Market risk
(1) Foreign exchange risk

The Group is not significantly exposed to foreign exchange risk as the majority of its sales,
purchases and borrowings are primarily denominated in the respective functional currencies of
Group companies or in AED which is pegged to USD.

The currency conversion rate between the USD and the AED has remained stable over the past
several years.
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

3 Financial risk management (continued)

3.1 Financial risk factors (continued)

(a) Market risk (continued)
(ii) Fair value interest rate risk

The Group does not have any significant fixed rate financial liabilities and the fixed rate
financial assets are for a short-term period. As a result, the Group is not exposed to fair value
interest rate risk due to changes in interest rates.

(ii1))  Cash flow interest rate risk

The Group’s interest bearing assets primarily comprise short term bank deposits. The Group’s
interest rate risk principally arises from long-term borrowings at variable rates. Borrowings
issued at variable rates expose the Group to cash flow interest rate risk.

The Group’s interest rate risk is monitored by the Group’s management on a monthly basis. The
interest rate risk policy is approved quarterly by the Board of Directors. Management analyses
the Group’s interest rate exposure on a dynamic basis. Various scenarios are simulated, taking
into consideration refinancing, renewal of existing positions, alternative financing and hedging.
Based on these scenarios, the Group calculates the impact on profit and loss of a defined interest
rate shift. The scenarios are run only for liabilities that represent the major interest-bearing
positions. The simulation is done on a monthly basis to verify that the maximum potential loss is
within the limits set by management.

The Group manages its cashflows interest rate risk by using floating to fixed interest rate swaps.
Such interest rate swaps have the economic effect of converting borrowing from floating rate to
fixed rate. Generally, the Group raises long term borrowing at floating rate and swap them into
fixed rate that are lower than those available if Group borrowed at fixed rate directly. Under the
interest rate swap the Group agrees with other party to exchange at specified interval (primarily
quarterly) the difference between the fixed contract rate and floating rate interest amount
calculated by reference to the agreed notional amount.

Had bank borrowing interest rate shift by 50 basis points (in the case of floating interest rates)
and all other variables remained unchanged, the net profits and equity of the Group would have
changed by AED 1,666 thousand for the year ended 31 December 2012 (2011: AED 1,923

thousand) accordingly.
(iv)  Pricerisk

The Group is not exposed to price risk.
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Notes to the consolidated financial statements for year ended 31 December
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3 Financial risk management (continued)
3.1  Financial risk factors (continued)

(b) Credit risk

Credit risk mainly arises from trade receivables, cash and bank balances and deposits with
banks. Only banks and financial institutions which are independently rated or with high
reputation are accepted. Other receivables and due from related parties, except provided for, are
fully recoverable at the balance sheet date.

The credit quality of the financial assets held with banks can be assessed by reference to
external credit ratings as follows:

Rating 2012 2011
Counterparty Moody’s AED’000 AED’000
Banks
A A2 18,382 15,818
B Baal 727 1,461
C Al 17,214 8,676
D Baal 1,443 3,018
E A2 967 1,390
F Aa3 11,413 11,643
G Al 3 26
Cash and bank balances (excluding cash on hand) 50,149 42,032

The credit risk related to trade and other receivables is disclosed in Note 10.

(c) Liquidity risk

Cash flow forecasting is performed in the operating entities of the Group and aggregated by
Group Finance. Group Finance monitors the rolling forecast of the Group’s liquidity
requirements to ensure that it has sufficient cash to meet operational needs while maintaining
sufficient headroom on its undrawn committed borrowing facilities at all times so that the Group
does not breach borrowing limits or covenants (where applicable) on any of its borrowing
facilities and also to cover the future capital requirements. Such forecasting takes into
consideration the Group’s debt financing plans, covenant compliance and compliance with
internal balance sheet ratio targets.
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

3 Financial risk management (continued)

3.1 Financial risk factors (continued)
(c) Liquidity risk (continued)

The following are the contractual maturities of financial liabilities, including estimated interest
payments and including the impact of netting agreements:

Carrying Contractual Less than 1 1to5 More than
Amount  cash flows year years 5 years
AED’000 AED’000 AED’000 AED’000 AED’000
At 31 December 2012
Trade and other payables
(excluding advance from
customers and dividend

payable) 29,945 29,945 29,945 - -
Due to related parties 9,589 9,589 9,589 - -
Borrowings 930,145 *930,145 *030,145 - -
Interest rate swap liabilities 29,148 30,748 23,493 7,255 -
908,827 1,000,427 993,172 7.255 -

At 31 December 2011

Trade and other payables
(excluding advance from
customers and dividend

payable) 56,750 56,750 56,750 - -
Due to related parties 8,703 8,703 8,703 - -
Borrowings 1,024,729 1,259,729 143,760 440,543 675,426
Interest rate swap liabilities 47,804 60,409 27,263 32,735 411

1,137,986 1,385,591 236,476 473,278 675,837

* Does not include cash flows with respect to interest payments, since the borrowings are
classified as current liabilities (Note 15).

3.2 Capital risk management

The primary objective of the Group’s capital management is to maintain an optimal capital
structure in order to support its business thereby increasing sharcholder’s value and benefits for

other stakeholders.

In order to maintain or adjust the capital structure, the Group may adjust the amount of
dividends paid to shareholders, or issue new shares to reduce debt.
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Notes to the consolidated financial statements for year ended 31 December
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3 Financial risk management (continued)
3.2 Capital risk management (continued)

The Group monitors capital on the basis of gearing ratio. This ratio is calculated as net debt
divided by total capital. Net debt represents ‘bank borrowings’ and ‘bank overdraft” as shown in
the consolidated balance sheet less ‘cash and cash equivalents’ as shown in the consolidated
balance sheet. Total capital is calculated as ‘total equity’ as shown in consolidated balance sheet
plus net debt.

2012 2011

AED’000 AED’000

Total borrowings 930,145 1,024,729

Bank overdraft - 62,152
Cash and cash equivalents (50,215) (42,174)

Net debt 879,930 1,044,707

Total equity 1,179,726 1,288,534

Total capital 2,059,656 2,333,241

Gearing ratio 42.7% 44.8%

33 Fair value estimation

The table below analyses financial instruments carried at fair value by valuation method. The
different levels are defined as follows:

. Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).
Inputs other than quoted prices included within level 1 that are observable for the asset
or liability, either directly (that is, as prices) or indirectly (i.e., derived from prices) (level

2).
o Inputs for the asset or liability that are not based on observable market data (i.e.,
unobservable inputs) (level 3).
Level 2
AED’000
31 December 2012
Interest rate swap liabilities 29.148
31 December 2011
Interest rate swap liabilities 47,804
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Notes to the consolidated financial statements for year ended 31 December
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3 Financial risk management (continued)

33 Fair value estimation (continued)

The fair value of interest rate swaps is calculated as the present value of estimated future cash
flows.

The Group did not have any other financial assets or liabilities that are measured at fair value at
31 December 2012 and 2011.

4 Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the

circumstances.

The Group make estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are as follows:

Impairment of vessels

Management assesses the impairment of vessels whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. Factors that are considered important
which could trigger an impairment review include the following:

. Significant decline in an asset’s market value beyond that would be expected from the
passage of time or normal use;

o Significant changes in the use of its assets or the strategy of the operation to which the
asset belongs;

° Significant changes in the technology and regulatory environments; and

. Evidence from internal reporting that indicates that the economic performance of an

asset is, or will be, worse than expected.

If such an indication exists, an impairment test is completed by comparing the carrying values of
the cash generating unit with their recoverable amounts. The recoverable amount of the asset

taken into consideration in its value-in-use.

Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any impairment, in accordance with the
accounting policy stated in Note 2.5. The recoverable amounts of cash-generating units (CGU)
have been determined based on value-in-use calculations. These calculations require the use of

estimates (Note 7).

An impairment charge of AED 89,747 thousand arose in the vessel chartering CGU during the
course of 2012, resulting in the carrying amount of CGU being written down to its recoverable

amount.
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Notes to the consolidated financial statements for year ended 31 December
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4 Critical accounting estimates and judgements (continued)
Estimated impairment of goodwill (continued)

If the budgeted gross margin used in the value in use calculation for the vessel chartering CGU
(excluding chemical tankers which are under long term time charter) had been 5% lower than
management’s estimates at 31 December 2012, the Group would have recognised a further
impairment against goodwill of AED 108,052 thousand.

If the budgeted gross margin used in the value in use calculation for the vessel chartering CGU
(excluding chemical tankers which are under long term time charter) had been 5% higher than
management’s estimates at 31 December 2012, no impairment charge would have been

recognised.

If the estimated cost of capital used in determining the pre tax discount rate for the vessel
chartering CGU had been 1% higher than management’s estimates, the Group would have
recognised a further impairment against goodwill of AED 120,115 thousand.

If the estimated cost of capital used in determining the pre tax discount rate for the vessel
chartering CGU had been 1% lower than management’s estimates, no impairment charge would
have been recognised.

5 Operating segments
Business segments

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker. The chief operating decision-maker has been identified as the
Group’s Executive Committee who makes strategic decisions. The Executive Committee reviews
the Group’s internal reporting in order to assess performance and allocate resources. Management
has determined the operating segments based on these reports.

The Group comprises the following main business segments:

Vessel owning & chartering: Chartering of vessels to customers;

Commercial: Trading of goods such as supplies, chemicals and gases required for ships;
Agency: Providing agency services to ships calling at ports; and

Other: Includes management of all divisions and administrative activities.
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Notes to the consolidated financial statements for year ended 31 December
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5 Operating segments (continued)
Business segments (continued)

Vessel owning and chartering, commercial and agency meet criteria required by IFRS 8,
‘Operating Segments’ and reported as separate operating segments, Other does not meet the
quantitative thresholds required by IFRS 8, and the results of these operations are included in the

‘other’ column.

Geographical segments

The Group’s Executive Committee does not consider the geographical distribution of the Group’s
operations to be relevant for their internal management analysis and therefore no geographical
segment information has been disclosed.

All operating segments’ results are reviewed regularly by the Group’s Executive Committee to
make decisions about resources to be allocated to the segment and assess its performance, and for
which discrete financial information is available.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

6 Vessels, property and equipment (continued)

During the year ended 31 December 2012, the Group acquired assets with a cost of AED 5,096
thousand (31 Dec 2011: AED 453,180 thousand). The amount of borrowing costs included in
the additions during the period is AED 61 thousand (2011: AED 425 thousand).

Vessels with a net book value of AED 1,349,439 thousand (31 December 2011: AED 1,409,133
thousand) are mortgaged as security for borrowings.

The Group had previously contracted with a shipyard (“the Contractor”) for the construction of
two new vessels. The carrying amount of advances recorded as part of capital-work-in-progress
as of 31 December 2012 is AED 106,506 thousand. Discussions have been continuing with the
Contractor in relation to new contractual terms. However, alongside these discussions, the
Contractor has issued Notices of Termination for the two contracts and filed a claim to retain the
first installments and/or damages for any loss suffered. The Group has responded with its own
legal action in response and preparations have been made for a potential arbitration hearing in
London.. The Group has received a legal opinion on this issue and it believes that there are good
technical arguments why the Notices of Termination were wrongful and were sent by the
Contractor in repudiatory breach of the Shipbuilding Contracts. Based on this legal opinion, the
Group is confident that the amount advanced to the Contractor is recoverable.

7 Goodwill

2012 2011

AED’000 AED’000

Goodwill 518,550 518,550
Impairment charge (89,747) -
428,803 518,550

The goodwill as of 31 December 2012 relates to goodwill that arose at the time of IPO following
the acquisition for cash of the existing businesses by the founding shareholders of Gulf Navigation
Holding LLC from the original shareholders. These businesses were transferred in kind by the
founding shareholders of Gulf Navigation Holding LLC for a 45% shareholding in Gulf
Navigation Holding PJSC. The goodwill has been allocated to the vessel owning and charter
segment of the business.

Management reviews the business performance based on type of business. Management has
identified the Vessel owning and chartering division, Commercial division and Agency division as
main type of business. Goodwill is monitored by the management at the operating segment level.
Goodwill has been allocated to the vessel owning and charter segment.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

7 Goodwill (continued)

The recoverable amount of all CGUs has been determined based on value-in-use calculations.
These calculations use pre-tax cash flow projections based on estimated charter rates using
currently available market information and historical trends for vessels which are not on long term
time charter. However, with respect to vessels which are on time charter, for more than five years,
a period till the end of their charter party agreement has been used for the value in use
calculations. Cash flows beyond the signed charter party agreement are extrapolated using the
estimated growth rate. The growth rate does not exceed the long-term average growth rate for the
business in which the CGU operates.

Key assumptions used in value in use calculations are:

Gross margin
Gross margin is based on the current level of activity and estimated future charter rates.

Growth rate

2012 2011
For revenue beyond the five year period and charter party
agreement 0% to 2.5% 5%
For operating costs beyond the budget period 2.5% 3%

Discount rates
7.5% (2011: 5.5%) reflects management’s benchmark for evaluating investment proposals.

Based on the above computation, an impairment charge of AED 89,747 thousand arose in the
carrying value of goodwill. For sensitivity analysis, please refer Note 4.

8 Investment in jointly controlled entities
2012 2011
AED’000 AED’000
As at 1 January 135,609 139,027
Share of loss in jointly controlled entities (23,707) (3.418)
111,902 135,609

Investment in jointly controlled entities represents the Group’s 50% interest in Gulf Stolt Ship
Management JLT and Gulf Stolt Tankers DMCCO which have been formed in accordance with a
joint venture agreement with Stolt-Nielsen Indian Ocean Middle East Service Limited.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

8 Investment in jointly controlled entities (continued)

Summary financial information for the jointly controlled entities, not adjusted for the percentage
ownership held by the Group is as follows:

Gulf Stolt Ship Management JLT Gulf Stolt Tankers DMCCO

2012 2011 2012 2011

AED’000 AED’000 AED’000 AED’000

Current assets 5,970 5,513 66,204 89,003

Non-current assets 249 387 629,799 660,072
Current liabilities (1,109) (1,282) (60,270) (11,660)
Non-current liabilities (1,000) (735) (416,242) (419,966)

Net assets 4,110 3,883 219,491 317,449

Revenue 8.719 10,237 64,687 75,549
Expenses (9,390) (8,553) (111,430) (84,069)
(Loss) / profit for the year (671) 1,684 (46,743) (8,520)

9 Inventories

2012 2011
AED’000 AED’000
Spare parts 5,619 3,771
Vessel oil and lubricants 3,501 3,315
Fuel - 13,685
Others 170 93
9,290 20,864
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

10 Trade and other receivables

2012 2011
AED’000 AED’000
Non-current
Trade receivable (i) - 29,907
Current
Trade receivables 32,962 38,145
Less: provision for impairment of trade receivables (17,855) (15,372)
15,107 22,773
Award receivables 5,914 5,914
Advance to suppliers 1,191 6,713
Prepayments 1,931 1,555
Other receivables 20,801 21,323
44,944 58,278

(i)  During 2012, an amount of AED 23,409 thousand was collected by the Group. The balance
of AED 6,498 thousand has been transferred to current assets and is expected to be received
in 2013. The Group had a significant concentration of credit risk with this customer as it
accounted for 20% (2011: 46%) of the trade receivables outstanding at 31 December 2012.
Management believes that this concentration of credit risk is mitigated on the basis of advice
from the lawyer.

As at 31 December 2012, trade receivables of AED 15,107 thousand (2011: 22,773 thousand)
were past due but not impaired. The ageing of these trade receivables is as follows.

2012 2011

AED’000 AED’000
Up to 150 days 4,924 9,366
More than 150 days 10,183 13,407
15,107 22,773
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Gulf Navigation Holding PJSC
Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

10  Trade and other receivables (continued)

As at 31 December 2012, trade receivables with a nominal value of AED 17,855 thousand (2011:
AED 15,372 thousand) were impaired. The movement in the provision for impairment of
receivables is as follows:

2012 2011

AED’000 AED’000

At 1 January 15,372 9,038
Charge for the year (Note 22) 10,198 9,431
Amounts written off (7,715) (3,097)
At 31 December 17,855 15,372

The creation and release of provision for trade receivables is included in general and administrative
expenses in the consolidated income statement. Amounts charged to the allowance account are
generally written off, when there is no expectation of recovery.

The other classes within trade and other receivables do not contain impaired assets.
The maximum exposure to credit risk for trade and other receivables at the reporting date is the

carrying value of each class of receivable mentioned above which approximate their fair value at
the reporting date. The Group does not hold any collateral as security.

11  Cash and cash equivalents

2012 2011

AED’000 AED’000

Cash on hand 66 142
Cash at bank 50,149 42,032
50,215 42,174

For the purposes of the statement of cash flows, cash and cash equivalents comprise as follows:

2012 2011

AED’000 AED’000

Cash and cash equivalents 50,215 42,174
Bank overdraft - (62,152)
50,215 (19,978)
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

12 Share capital
Authorised, issued and fully paid up:

2012 2011

AED’000 AED’000

910,000,000 shares of AED 1 each paid in cash 910,000 910,000
745,000,000 shares of AED 1 each paid in kind (i) 745,000 745,000
1,655,000 1,655,000

(i) Assets and liabilities of Gulf Navigation Holding LLC, were transferred to Gulf
Navigation Holding PJSC as an in-kind contribution for 45% share holding in the PISC.

13  Statutory reserve

As required by the UAE Federal Law No. (8) of 1984, as amended, and the Company's Articles
of Association, 10% of the profit for the year is required to be transferred to a statutory reserve.
The Group may resolve to discontinue such annual transfers when the reserve totals 50% of the
paid up share capital. The reserve is not available for distribution except in the circumstances as
stipulated by the law. No transfer has been made in the current year as the Company has incurred
losses in the current year.

14 Derivative financial instruments

The Group has two interest rate swap contracts outstanding at 31 December 2012 and 2011
designated as hedges of expected interest rate fluctuations. The total notional amount of the
derivatives is AED 640,646 thousand (2011: AED 686,396 thousand). The terms of the contracts
have been negotiated to match the terms of the loan agreements relating to specific loan tranches.
The negative fair values of these contracts designated as cash flow hedges have been taken to
equity and payables since these are considered to be effective cash flow hedges. During the year,
the fixed interest rate relating to the interest rate swap contracts entered with certain banks was
4.495% (2011: 4.495%) and floating LIBOR rates varied from 0.42% to 0.73% (2011: 0.25% to
0.58%).

At 31 December 2012, a liability of AED 29,148 thousand (2011: 47,804 thousand) represents,
fair value of expected future cash outflows on the hedged items. The current portion of the
derivative financial liability amounts to AED 22,043 thousand (2011: Nil) and the non-current
portion of the derivative financial liability amounts to AED 7,105 thousand (2011: 47,804).

15  Borrowings

2012 2011
AED’000 AED’000

Current
Borrowings 930,145 1,024,729
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December

2012 (continued)

15  Borrowings (continued)

The movement of bank borrowings are summarised as below

Balance at 1 January 2012

Less: repaid during the year

Balance at 31
2012

Average nominal interest
rate

Balance at 1 January 2011

Add: availed during the
year

Less: repaid during the year

Balance at 31
2011

Average nominal interest
rate

Term loan I

December

December

Term-loan

I

AED’000

237,031
(29,490)

207,541

3.60%

255,176
(18,145)

237,031

1.05%

Term-loan Term-loan Term-loan
II 111 v Total
AED’000 AED’000 AED’000 AED’000
- 567,861 219,837 1,024,729
- (35,968) (29,126) (94,584)
= 531,893 190,711 930,145
- 1.05% 3.60% 2.75%
72,021 602,364 - 929,561
- - 236,070 236,070
(72,021) (34,503) (16,233) (140,902)
- 567,861 219,837 1,024,729
1.05% 1.05% 3.15% 1.56%

The term-loan of AED 311,100 thousand was availed by the Group to acquire the ships
amounting to AED 402,600 thousand. This loan carries interest at LIBOR plus 0.7% per annum
and is payable in 20 semi annual instalments of AED 9,150 thousand commencing from 28
January 2008 and a final instalment of AED 116,754 thousand on 28 January 2018. During 2012,
repayment of AED 29,490 thousand includes AED 11,346 thousand, which has been paid as an
early payment under the provision of an agreement drawn to reset the original debt covenants.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

15  Borrowings (continued)

Term loan 11

The term loan of AED 336,263 thousand was availed by the Group to acquire the ships
amounting to AED 448,350 thousand. This loan carried interest at LIBOR plus 0.7% per annum.
The loan was settled in 2011.

Term loan ITT

The term-loan of AED 676,331 thousand was availed by the Group to acquire the ships
amounting to AED 795,684 thousand. This loan carries interest at LIBOR plus 0.7% per annum
and is payable in 39 quarterly instalments commencing from 1 August 2008 and a final payment
of AED 303,743 thousand on 31 March 2019.

Term loan IV

The term-loan of AED 236,070 thousand was availed by the Group to acquire the ships
amounting to AED 337,295 thousand. This loan carries interest at LIBOR plus 2.8% per annum
and 1s payable in 23 quarterly instalments commencing from 26 April 2011 and a final payment
of AED 119,499 thousand on 26 January 2017. During 2012, repayment of AED 29,126
thousand includes AED 11,346 thousand, which has been paid as an early payment under the
provision of an agreement drawn to reset the original debt covenants.

The above bank loans are secured by the following:

= assignment of vessels mortgage;
. assignment of refund guarantee; and
3 pledge of shares of subsidiaries owning these vessels.

The significant covenants for the above loans are as follows:

w the current assets at all times exceed the current liabilities;

® maintain at all times a cash and cash equivalents balance of over a certain percentage of
the net debt; and

° ensure that the aggregate free market value of the vessels is over a certain percentage of
the net debt.

At 31 December 2012, the Group is in breach of the terms of an agreement with its lenders,
which was drawn up to reset the Group’s debt and cash covenants for the period from 24
November 2011 to 31 March 2013. The breach has given the lenders the right to call an event of
default and by further notice, declare that all the loans are payable on demand. Accordingly, the
Group’s bank borrowings are classified as current liabilities at 31 December 2012. The Group is
currently negotiating with its lenders and is confident that a decision will be reached with the
lenders which will avoid a demand for immediate repayment of the loans and ensure compliance
with the loan agreement.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

16  Provision for employees’ end of service benefits

2012 2011

AED’000 AED’000

Balance at 1 January 1,178 1,092

Charge for the year (Note 23) 469 515
Payments during the year (235) (429)

1,412 1,178

In accordance with the provisions of IAS 19, management has carried out an exercise to assess
the present value of its obligations at 31 December 2012 and 2011, using the projected unit credit
method, in respect of employees’ end of service benefits payable under the UAE Labour Law.
Under this method, an assessment has been made of an employee’s expected service life with the
Group and the expected basic salary at the date of leaving the service. Management has assumed
average increment/promotion costs of 5% (2011: 5%). The expected liability at the date of
leaving the service has been discounted to its net present value using a discount rate of 2.54%
(2011: 4.25%). The present values of the obligations at 31 December 2012 and 2011 are not
materially different from the provision computed in accordance with the UAE Labour Law.

17  Trade and other payables

2012 2011

AED’000 AED’000

Trade payables 11,065 19,807
Dividend payable 11,412 11,628
Advance from customers 9,091 8.807
Other accruals and payables 18,880 36,943
50,448 77,185

18 Related party transactions and balances

Related parties include the major shareholders, directors, key management personnel of the Group,
and their related entities. Pricing policies and terms of these transactions are approved by the
Group’s management.

Significant related party transactions only include the management fees charged by the jointly

controlled entity amounting to AED 4,128 thousand (2011: AED 7,228 thousand) for managing
the Group’s vessels.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

18 Related party transactions and balances (continued)

Balances with related parties

2012 2011
AED’000 AED’000
Due from related party
Non-current
Gulf Stolt Tankers DMCCO (Joint venture) (i) 25,631 25,631
Current
Gulf Stolt Tankers DMCCO (Joint venture) 3,671 2,677
Due to related parties
Shareholders of Gulf Navigation LLC (ii) 5,914 5,914
Gulf Stolt Ship Management Group JLT (Joint venture) 3.473 2,661
Due to directors for directors fee 202 128
9,589 8,703

(i) The Group provided a loan in 2011 to Gulf Stolt Tankers DMCCO (GST). This loan
carries interest of 6.6% per annum.

(1))  Amounts due to shareholders of Gulf Navigation LLC represents amounts payable to the
shareholders of Gulf Navigation Holding LLC in respect of an amount of AED 5,914
thousand retained to cover the amounts of awards receivables guaranteed by them.
Awards receivables of AED 5,914 thousand included in trade receivables, represents
amounts awarded by the arbitrators for claims filed by Gulf Navigation Holding LLC
against certain third parties. In accordance with an undertaking given by certain
shareholders of Gulf Navigation Holding LLC, any un-recovered amount will be set-off
against amounts payable to them.

Key management remuneration 2012 2011
AED’000 AED’000

Salaries and benefits 2,079 2,255
End of service benefits 118 79
2,197 2,334
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

2012 2011
AED’000 AED’000
19 Operating revenue
Vessel chartering 178,405 236,518
Ship agency 20,345 17,843
Commercial agency 2,275 2,001
201,025 256,362
20  Voyage related direct costs
Bunkering 8,071 46,591
Port disbursement expenses - 6,588
Commission on freight 377 4,364
Cargo related survey, hold cleaning charges and other
related expenses 1,440 4,321
9,888 61,864
21  Other operating costs
Vessel chartering:
Ship running 59,909 87,310
Vessel depreciation 59,694 58,524
Ship repair 3317 5,830
Dry docking write-off 1,484 455
Ship agency:
Operating costs 10,616 9,778
Vessel depreciation 714 714
Commercial agency 1,687 1,609
137,421 164,220
22  General and administrative expenses
Staff costs (Note 23) 11,207 13,360
Provision for impairment of trade receivables (Note 10) 10,198 9,431
Professional fees 4,676 308
Other administrative expenses 6,625 6,308
32,706 29,407
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

23 Staff costs

2012 2011

AED’000 AED’000

Salaries and wages 8,293 10,576
Employees’ end of service benefits (Note 16) 469 515
Other benefits 2.445 2,269
11,207 13,360

24  Expenses relating to assets classified as held for sale / disposed of

2012 2011
AED’000 AED’000
Write-off of inventory aboard vessels - 10,099
Impairment loss on vessels - 4,714
Brokerage expenses - 4,794
Loss on sale of assets - 1,278
Bunkering expenses - 3,835
- 24,720
25  Loss per share
2012 2011
AED’000 AED’000
Loss for the year (147,834) (72,695)
Weighted average number of shares outstanding during the
year (in thousands) 1,601,115 1,572,576
Basic and diluted loss per share (AED 0.092) (AED 0.046)

Basic loss per share is calculated by dividing the loss attributable to equity holders of the Group
by the weighted average number of ordinary shares in issue during the year excluding ordinary
shares purchased by the Group and held as treasury shares. The Group does not have dilutive
potential ordinary shares; therefore diluted loss per share is equal to basic loss per share.
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Gulf Navigation Holding PJSC

Notes to the consolidated financial statements for year ended 31 December

2012 (continued)
26  Term deposits

Term deposit I

)
AED’000
At 1 January 2011 75,000
Less: Withdrawals during the year -
At 31 December 2011 75,000
Less: Withdrawals during the year (75,000)

At 31 December 2012 -

Term deposit IT
(ii)
AED’000
85,000

(43,100)

41,900
(15,973)

25,927

Total

AED’000

160,000
(43,100)

116,900
(90,973)

25,927

(1) Term deposit of AED Nil (2011: AED 75,000 thousand) relates to a Murabaha deposit
held with a bank in relation to the Group’s overdraft facility. The amount has been

withdrawn from the bank during the year.

(i)  Term deposit of AED 25,927 thousand (2011: AED 41,900 thousand) relates to a fixed
deposit held with a bank in relation to the guarantee provided by the bank for additional
security against the borrowings. The term deposit carries interest rate at 1% (2011: 1%)

per annum.

27 Reserve for own shares

During the year, the Group has sold 82,424,083 own shares, which were purchased in 2010 for
AED 46,706 thousand, for a consideration of AED 20,370 thousand. The loss of AED 26,336
thousand on sale of these shares has been transferred from reserve for own shares to accumulated

losses.

28 Finance costs

Interest on bank borrowings
Interest rate swap hedge reserve recycled to the
consolidated income statement

2012
AED’000

39,062
20,414

59,476

2011
AED’000

22,824
27,958

50,782
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

29  Operating leases as a lessor

The Group leases its marine vessels under operating leases (time charters). Time charters run for
periods ranging from one month to fifteen years. The lease rental is usually negotiated to reflect
market rentals upon entering into/renewal of the charter. Future minimum lease rentals
receivables under the non-cancellable operating leases are as follows:

2012 2011

AED’000 AED’000

Not later than one year 101,528 148,285
Between one year and five years 406,114 409,316
Beyond five years 592,342 694,148
1,099,984 1,251,749

30 Financial instruments by category

The accounting policies for financial instruments have been applied to the line items below:

Loans and receivables

2012 2011
AED’000 AED’000
Financial assets
Trade and other receivables (excluding advance to
suppliers and prepayments) 41,822 79,917
Due from a related party 29,302 28,308
Term deposits 25,927 116,900
Cash and cash equivalents 50,215 42.174
147,266 267,299
Financial liabilities
Derivative financial liabilities
Interest rate swap liabilities 29,148 47,804
Other financial liabilities
Trade and other payables (excluding advance from
customers and dividend payable) 29,945 56,750
Due to related parties 9,589 8,703
Bank overdraft - 62,152
Borrowings 930,145 1,024,729
969,679 1,152,334
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Notes to the consolidated financial statements for year ended 31 December
2012 (continued)

31 Commitments

Capital expenditure contracted for at the period end date but not provided for:

2012 2011

AED’000 AED’000

Construction of two vessels (Note 6) - 603,534
32 Guarantees

2012 2011

AED’000 AED’000

Bank guarantees 25,818 41,904

The Group had bank guarantees arising in the ordinary course of business from which it is
anticipated that no material liabilities will arise.

33 Dividend
No dividend is proposed for 2012 (2011: Nil).
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