Arab Heavy Industries 

Public Joint Stock Company and its Subsidiary

CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2006

ARAB HEAVY INDUSTRIES PUBLIC JOINT STOCK COMPANY 

Directors’ report
The Directors present their report and consolidated financial statements for the year ended 31 December 2006.

Results:

Total turnover for the year increased to AED 143,383,702 from AED 122,887,016.  The Group’s profit for the year amounted to AED 24,284,290 (2005: AED 17,557,522). 

Dividends:

The Board of Directors have proposed dividends of AED 14,789,698 for the year ended 31 December 2006.

Auditors

A resolution to reappoint Ernst and Young as auditors for the ensuing year will be put to the members at the Annual General Meeting.

For and on behalf of the Board of Directors

_________________________________
_____________________________

Chairman
Managing Director


25 January 2007


INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF 

ARAB HEAVY INDUSTRIES PUBLIC JOINT STOCK COMPANY 

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Arab Heavy Industries Public Joint Stock Company (‘the Company’) and its subsidiary (‘together the Group’), which comprise the consolidated balance sheet as at 31 December 2006 and the consolidated income statement, consolidated statement of changes in equity and consolidated cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.  

Directors Responsibility for the Consolidated Financial Statements

The Directors are responsible for the preparation and fair presentation of these consolidated financial statements in accordance with International Financial Reporting Standards and the applicable provisions of the articles of association of the Company and the UAE Commercial Companies Law of 1984 (as amended). This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of consolidated financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ 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 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 auditors’ judgement, including the assessment of the risks of material misstatement of the 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 financial statements in order to design audit procedures that are appropriate for 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 financial statements.  

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

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF 

ARAB HEAVY INDUSTRIES PUBLIC JOINT STOCK COMPANY (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 2006 and its 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

We also confirm that, in our opinion, the consolidated financial statements include in all material respects, the applicable requirements of the UAE Commercial Companies Law of 1984 (as amended) and the articles of association of the Company, proper books of account have been kept by the Company, an inventory was duly carried out and the contents of the report of the Board of Directors relating to these consolidated financial statements are consistent with the books of account. We have obtained all the information and explanations, which we required for the purpose of our audit and, to the best of our knowledge and belief, no violations of UAE Commercial Companies Laws of 1984 (as amended) or of the articles of association of the Company have occurred during the year ended 31 December 2006 which would have had a material effect on the business of the Company or on its financial position.

By:  Joseph A. Murphy (Registration No. 492)

For: Ernst & Young

25 January 2007



2006
2005

Notes
AED
AED
Revenues
3
143,383,702
122,887,016

Operating expenses
4
(122,833,975)
(110,660,192)



((((((((
((((((((
Operating profit

20,549,727
12,226,824
Interest income

1,116,881
686,681

Other income

2,617,682
2,979,092

Share of results of an associate
7
-     
1,664,925



((((((((
((((((((
Profit for the year

24,284,290
17,557,522



((((((((
((((((((
Basic and diluted earnings per share
5
36.12
26.12



((((((((
((((((((


2006
2005

Notes
AED
AED
ASSETS

Non-current assets

Property, plant and equipment
6
109,129,297
105,678,936

Investment in an associate
7
-     
1,321,503

Goodwill
8
2,773,497
-     



(((((((((
(((((((((


111,902,794
107,000,439



(((((((((
(((((((((
Current assets




Inventories
9
1,315,872
3,793,360

Work-in-progress
10
13,562,317
3,689,896

Due from related parties
11
7,075,919
307,695

Accounts receivable
12
25,946,507
24,597,577

Prepayments and other assets
13
791,199
1,696,022

Bank balances and cash
14
37,082,801
30,838,116



(((((((((
(((((((((


85,774,615
64,922,666



(((((((((
(((((((((
TOTAL ASSETS

197,677,409
171,923,105



(((((((((
(((((((((
EQUITY AND LIABILITIES

Capital and reserves
Share capital
1
67,225,900
67,225,900

Statutory reserve
15
18,998,611
16,932,037

General reserve
15
6,722,590
6,722,590

Retained earnings

27,086,255
20,526,237

Proposed dividends
16
14,789,698
13,445,180



(((((((((
(((((((((
Total equity

134,823,054
124,851,944


(((((((((
(((((((((
Non-current liabilities

Provisions
17
6,514,043
5,286,000


(((((((((
(((((((((
Current liabilities
Accrued expenses and other liabilities
18
26,945,241
26,660,184

Provisions
17
3,347,723
2,772,898
Due to related parties
11
3,842
2,871,792

Accounts payable

26,043,506
9,480,287



(((((((((
(((((((((


56,340,312
41,785,161



(((((((((
(((((((((
Total liabilities

62,854,355
47,071,161



(((((((((
(((((((((
TOTAL EQUITY AND LIABILITIES

197,677,409
171,923,105



(((((((((
(((((((((
__________________________
___________________

Chairman
Managing Director

25 January 2007
25 January 2007


2006
2005

Notes
AED
AED
OPERATING ACTIVITIES
Profit for the year
24,284,290
17,557,522

Adjustments for:

Depreciation
6
5,332,969
4,639,132

Gain on disposal of property, plant and equipment
(54,779)
(203,141)

Interest income

(1,116,881)
(686,681)

Movement in provisions
17
683,920
1,561,324


((((((((
((((((((


29,129,519
22,868,156

Working capital changes:
Inventories
2,510,918
(268,515)

Work-in-progress
(9,810,752)
12,341,770

Due from related parties
(6,768,224)
235,902

Accounts receivable
155,598
(6,045,055)

Prepayments and other assets
982,505
2,854,713

Accrued expenses and other liabilities
(771,186)
(3,029,572)

Due to related parties
(3,803,709)
(78,649)

Accounts payable
15,673,539
(3,336,925)


((((((((
((((((((
Net cash from operating activities
27,298,208
25,541,825

((((((((
((((((((
INVESTING ACTIVITIES
Purchase of property, plant and equipment
6
(8,565,250)
(13,469,887)

Proceeds from disposal of property, plant and equipment
57,109
203,194

Investment in an associate
-     
127,575
Acquisition of a subsidiary, net of cash acquired
8
680,917
-     
Interest income

1,116,881
686,681


((((((((
((((((((
Net cash used in investing activities
(6,710,343)
(12,452,437)



((((((((
((((((((
FINANCING ACTIVITIES
Dividends paid
16
(13,445,180)
(11,428,403)

Directors’ fees paid
(798,000)
(798,000)

Directors’ remuneration paid by the subsidiary
(100,000)
-     


((((((((
((((((((
Net cash used in financing activities
(14,343,180)
(12,226,403)



((((((((
((((((((
INCREASE IN CASH AND CASH EQUIVALENTS
6,244,685
862,985
Cash and cash equivalents at the beginning of the year
30,838,116
29,975,131


((((((((
((((((((
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR
14
37,082,801
30,838,116



((((((((
((((((((

Share
Statutory 
General
Retained
Proposed
Total


capital
reserve
reserve
earnings
dividends
equity 


AED
AED
AED
AED
AED
AED


(Note 1)
(Note 15)
(Note 15)

(Note 16)


Balance as at 1 January 2005
67,225,900
15,176,284
6,722,590
18,967,648
11,428,403
119,520,825

Profit for the year
-     
-     
-     
17,557,522
-     
17,557,522


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Total income and expense for the year
-     
-     
-     
17,557,522
-     
17,557,522

Transfer to statutory reserve
-     
1,755,753
-     
(1,755,753)
-     
-     

Dividends paid
-     
-     
-     
-     
(11,428,403)
(11,428,403)

Proposed dividends (Note 16)
-     
-     
-     
(13,445,180)
13,445,180
-     

Directors’ fees (Note 18)
-     
-     
-     
(798,000)
-     
(798,000)


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Balance at 31 December 2005
67,225,900
16,932,037
6,722,590
20,526,237
13,445,180
124,851,944
Profit for the year
-     
-     
-     
24,284,290
-     
24,284,290




((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Total income and expense for the year
-     
-     
-     
24,284,290
-     
24,284,290

Transfer to statutory reserve
-     
2,066,574
-     
(2,066,574)
-     
-     

Dividends paid
-     
-     
-     
-     
(13,445,180)
(13,445,180)

Proposed dividends (Note 16)
-     
-     
-     
(14,789,698)
14,789,698
-     

Directors’ fees (Note 18)
-     
-     
-     
(868,000)
-     
(868,000)



((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Balance at 31 December 2006
67,225,900
18,998,611
6,722,590
27,086,255
14,789,698
134,823,054

((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
1
ACTIVITIES

Arab Heavy Industries Public Joint Stock Company (the “Company”) is a public joint stock company incorporated in the Emirate of Ajman, United Arab Emirates, pursuant to a decree issued by H.H. the Ruler of Ajman in 1975.  The authorised, issued and fully paid-up share capital of the Company comprises 672,259 shares of AED 100 each.  The registered address of the Company is P.O. Box 529, Ajman, United Arab Emirates.

The principal activity of the Company is ship repair and steel fabrication. During the year, the Company’s shares were listed on the Dubai Financial Market. 

2
SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards and applicable requirements of UAE laws. 

The consolidated financial statements have been presented in United Arab Emirates Dirhams.

The accounting policies used in the preparation of the consolidated financial statements are consistent with those used in the preparation of the financial statements for the year ended 31 December 2005.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiary (together ‘the Group’). Subsidiary companies are those in which the Group exercises effective control over the operating and financial policies.  The financial statements of the subsidiary are prepared for the same reporting year as the parent company, using consistent accounting policies.  All significant inter company balances and transactions, including unrealised profits arising from intra-group transactions, have been eliminated on consolidation.

Accounting convention

The consolidated financial statements are prepared under the historical cost convention.  

Revenue recognition


Services

Revenue from rendering of services is recognised when the outcome of the transaction can be estimated reliably, by reference to the stage of completion of the transaction at the balance sheet date.

Interest

Interest revenue is recognised as the interest accrues using the effective interest method, under which the rate used exactly discounts estimated future cash receipts through the expected life of the financial asset to the net carrying amount of the financial asset.

Goodwill

Goodwill acquired in a business combination is initially measured at cost, being the excess of the cost of the business combination over the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities.  Following recognition, goodwill is measured at cost less any accumulated impairment losses.  Goodwill is reviewed for impairment, annually or more frequently if events or changes in circumstances indicate that the carrying value may be impaired.

For the purpose of impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to the Group’s cash-generating units that are expected to benefit from the synergies of the combination, irrespective of whether other assets or liabilities of the Group are assigned to that unit.  The unit to which the goodwill is so allocated represents the lowest level within the group at which the goodwill is monitored for internal management purposes.

Impairment is determined by assessing the recoverable amount of the cash-generating units, to which the goodwill relates.  Where the recoverable amount of the cash-generating unit is less than the carrying amount, an impairment loss is recognised.  Where goodwill forms part of a cash-generating unit and part of the operation within that unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying amount of the operation when determining the gain or loss on disposal of the operation.  Goodwill disposed of in this circumstance is measured based on the relative values of the operation disposed of and the portion of the cash-generating unit retained.

2
SIGNIFICANT ACCOUNTING POLICIES - continued
Property, plant and equipment

Property, plant and equipment is stated at cost less accumulated depreciation and any impairment in value. No depreciation is provided on freehold land and capital work-in-progress.

Depreciation is provided on a straight-line basis over the assets’ estimated useful lives at the following annual rates:

Buildings and structure
2.85 to 33%

Plant and machinery
2.85 to 33%

Vehicles, vessels and moving equipment
 5 to 33%

Tools, computers and furniture and fixtures
20 to 33%

The carrying values of property, plant and equipment are reviewed for impairment when events or changes in circumstances indicate the carrying value may not be recoverable. If any such indication exists, the assets are written down to their recoverable amount, being the higher of their value less costs to sell and their value in use.

Expenditure incurred to replace a component of an item of property, plant and equipment that is accounted for separately is capitalised and the carrying amount of the component that is replaced is written off.  Other subsequent expenditure is capitalised only when it increases future economic benefits of the related item of property, plant and equipment.  All other expenditure is recognised in the consolidated income statement as the expense is incurred.

Impairment and uncollectibility of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific financial asset may be impaired. If such evidence exists, any impairment loss is recognised in the consolidated income statement.  Impairment is determined as follows:

(a) For assets carried at fair value, impairment is the difference between cost and fair value, less any impairment loss previously recognised in the consolidated income statement;

(b) For assets carried at cost, impairment is the difference between carrying value and the present value of future cash flows discounted at the current market rate of return for a similar financial asset;

(c) For assets carried at amortised cost, impairment is the difference between carrying amount and the present value of future cash flows discounted at the original effective interest rate.

Investment in associate

The Group’s investment in its associate is accounted for under the equity method of accounting.  An associate is an entity in which the Group has from 20% to 50% of the voting power or over which it exercises significant influence.  Investment in associate is carried in the balance sheet at cost, plus post-acquisition changes in the Group’s share of net assets of the associate, less any impairment in value. The income statement reflects the Group’s share of the results of its associate.

Unrealised profits and losses resulting from transactions between the Group and its associate are eliminated to the extent of the Group’s interest in the associate.

Work-in-progress

Work-in-progress is stated at cost plus attributable profit, less provision for any anticipated losses.  Where the payments received and receivable for any contract exceed the cost plus attributable profit or less anticipated losses, the excess is shown as excess billings.  Costs include direct materials, wages, subcontractors’ costs and overheads.
Inventories
Inventories are stated at the lower of cost and net realisable value.  Cost is determined using the weighted-average basis.  Cost includes purchase cost, freight, insurance and other related expenses incurred in bringing the goods to their present condition and location. Net realisable value is based on the normal selling price, less cost expected to be incurred on disposal. 
Accounts receivable

Accounts receivable are stated at original invoice amount less a provision for any uncollectible amounts.  An estimate for doubtful debts is made when collection of the full amount is no longer probable. Bad debts are written off when there is no possibility of recovery.
2
SIGNIFICANT ACCOUNTING POLICIES - continued
Cash and cash equivalents

Cash and cash equivalents consist of cash on hand and cash at banks.  Cash equivalents are short-term highly liquid investments that are readily convertible to known amounts of cash with original maturities of three months or less from the date of deposit and that are subject to an insignificant risk of change in value.

Employees’ end of service benefits
The Group provides end of service benefits to its expatriate employees.  The entitlement to these benefits is based upon the employees’ salary and length of service, subject to the completion of a minimum service period.  The expected costs of these benefits are accrued over the period of employment.
With respect to its U.A.E. national employees, the Group makes contributions to a pension fund established by the General Pension and Social Security Authority calculated as a percentage of the employees’ salaries.  The Group’s obligations are limited to these contributions, which are expensed when due.

Accounts payable and accruals

Liabilities are recognised for amounts to be paid in the future for goods or services received, whether billed by the supplier or not.  

Provisions

Provisions are recognised when the Group has an obligation arising from a past event, and the costs to settle the obligation are both probable and able to be reliably measured.

Provision for warranty is made on the completion of a job to cover any liability which may arise during the warranty period and is based on management’s judgment.

Contingencies

Contingent liabilities are not recognised in the consolidated financial statements. They are disclosed unless the possibility of an outflow of resources embodying economic benefits is remote. A contingent asset is not recognised in the consolidated financial statements but disclosed when an inflow of economic benefits is probable.

Foreign currency translation

Transactions in foreign currencies are recorded at the rate of exchange ruling at the date of the transaction.  Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet date.  All differences are taken to the consolidated income statement.

IASB Standards and Interpretations issued but not adopted

The following IASB Standards and Interpretations have been issued but are not yet mandatory, and have not yet been adopted by the Group. Management does not expect these IASB Standards and Interpretations to have a significant impact on the Group’s financial statements when implemented.

Amendments to IAS 1 – Capital Disclosures

Amendments to IAS 1 Presentation of Financial Statements were issued by the IASB as Capital Disclosures in August 2005.  They are required to be applied for periods beginning on or after 1 January 2007.  When effective, these amendments will require disclosure of information enabling evaluation of the Group’s objectives, policies and processes for managing capital.  

IFRS 7 Financial Instruments: Disclosures

IFRS 7 Financial Instruments: Disclosures was issued by the IASB in August 2005, becoming effective for periods beginning on or after 1 January 2007.  The new standard will require additional disclosure of the significance of financial instruments for the Group’s financial position and performance and information about exposure to risks arising from financial instruments.  

IFRS 8 Operating Segments

IFRS 8 Operating Segments was issued by the IASB in November 2006, becoming effective for periods commencing on or after 1 January 2009.  The new standard may require changes in the way the Group discloses information about its operating segments.

IFRIC Interpretations

IFRIC interpretations issued but not yet mandatory, have not been adopted by the Group. 
3
REVENUES


2006
2005

AED
AED
Ship repair
103,012,435
122,607,550

Steel fabrication
40,371,267
279,466

((((((((
((((((((

143,383,702
122,887,016


(((((((((
((((((((
4
OPERATING EXPENSES


2006
2005

AED
AED
Material and subcontractor cost
79,822,580
78,113,543

Payroll and related expenses
22,257,186
16,184,141

Depreciation
5,332,969
4,639,132
Other operating expenses
15,421,240
11,723,376


((((((((
((((((((


122,833,975
110,660,192


(((((((((
((((((((
5
EARNINGS PER SHARE

The calculation of earnings per share is based on earnings of AED 24,284,290 (2005: AED 17,557,522) divided by the number of ordinary shares of 672,259 (2005: 672,259 shares).

6
PROPERTY, PLANT AND EQUIPMENT






Vehicles, vessels
Tools ,computers
Capital





Buildings
Plant and
and moving 
and furniture
work-



Freehold land
and structure
machinery
equipment
and fixtures
-in-progress
Total



AED
AED
AED
AED
AED
AED
AED

Cost:

At 1 January 2006
17,500,000
98,453,677
56,297,539
17,951,381
7,399,345
14,455,085
212,057,027
Additions
-     
-     
-     
63,750
473,979
8,027,521
8,565,250

Disposals
-     
(101,461)
(2,746,871)
(846,141)
(398,225)
-     
(4,092,698)        Transfers
-     
15,952,002
2,835,339
3,397,984
5,850
(22,191,175)
-     

Transfer in on acquisition
-     
-     
93,941
23,506
97,113
5,850
220,410



(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
At 31 December 2006
17,500,000
114,304,218
56,479,948
20,590,480
7,578,062
297,281
216,749,989



(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
Depreciation:

 At 1 January 2006
-     
46,907,880
40,926,464
11,929,130
6,614,617
-     
106,378,091

 Depreciation charge for the year
-     
2,919,872
1,355,343
602,972
454,782
-     
5,332,969

 Relating to disposals
-     
(101,464)
(2,746,830)
(846,134)
(395,940)
-     
(4,090,368)



(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
At 31 December 2006
-     
49,726,288
39,534,977
11,685,968
6,673,459
-     
107,620,692



(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
Net carrying amount

 At 31 December 2006
17,500,000
64,577,930
16,944,971
8,904,512
904,603
297,281
109,129,297



((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
 At 31 December 2005
17,500,000
51,545,797
15,371,075
6,022,251
784,728
14,455,085
105,678,936


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
7
INVESTMENT IN AN ASSOCIATE

The Company had 50% interest in Arab Eagle Marine Engineering (L.L.C.) (AEME), which is involved in the business of providing afloat repair services. In accordance with an agreement effective 1 January 2006, the Company acquired the remaining 50% interest of AEME (Note 8).

AEME is a limited company registered in the Emirate of Dubai, U.A.E. and is not listed on any public exchange. 



2005


AED
Share of associate’s balance sheet:

 Current assets

3,179,113

 Non-current assets

110,206

 Current liabilities

(1,528,339)

 Non-current liabilities

(439,477)




((((((((
Net assets

1,321,503



((((((((
Share of associate’s revenue and results:

 Revenue

6,188,300




((((((((
 Results

1,664,925




((((((((
8
GOODWILL

On 1 January 2006, the Company acquired the remaining 50% interest of Arab Eagle Marine Engineering (L.L.C) (AEME) (Note 7). The fair value of the identifiable assets and liabilities of AEME as at the date of acquisition were:


Recognised
Carrying


On acquisition
value


AED
AED
Assets

Property, plant and equipment
220,410
220,410

Inventories
33,430
33,430

Work-in-progress
61,669
61,669

Accounts receivable
1,504,528
1,504,528

Prepayments and other assets
77,682
77,682

Bank balances and cash
4,680,917
4,680,917


(((((((
(((((((

6,578,636
6,578,636


(((((((
(((((((
Liabilities

Provision for employee’s end of service benefits
(878,952)
(878,952)

Provisions for warranties
(239,996)
(239,996)
Accrued expenses and other liabilities
(1,086,243)
(1,086,243)

Due to related parties
(935,759)
(935,759)

Accounts payables
(889,680)
(889,680)


(((((((
(((((((

(4,030,630)
(4,030,630)


(((((((
(((((((

2,548,006
2,548,006



((((((((
Existing 50% investment in AEME as at the date of acquisition
(1,321,503)


Goodwill arising on acquisition
2,773,497



(((((((


Total acquisition
4,000,000



((((((((


8
GOODWILL - continued
The management estimates that the fair value of assets and liabilities taken over is not materially different from the carrying value as of the date of acquisition.  Furthermore the acquisition did not give rise to any intangibles.

Cash flow on acquisition:



AED
Net cash acquired with the subsidiary

4,680,917

Cash paid

(4,000,000)



(((((((
Net cash flow

680,917


((((((((
9
INVENTORIES


2006
2005

AED
AED
Spares, consumables and supplies
2,660,100
5,289,360

Provision for slow-moving items
(1,344,228)
(1,496,000)


((((((((
((((((((

1,315,872
3,793,360


((((((((
((((((((
10
WORK-IN-PROGRESS


2006
2005

AED
AED
Costs incurred on work in progress plus 

 attributable profits less anticipated losses
14,965,609
3,689,896

Less: progress billings 
(1,403,292)
-     


((((((((
((((((((

13,562,317
3,689,896

((((((((
((((((((
11
BALANCES AND TRANSACTIONS WITH RELATED PARTIES



2006
2005


AED
AED
a.
Due from related parties comprises:

Shareholders







Al Futtaim Group of companies
209,322
-     

Other related parties

Keppel Shipyard Limited
6,818,433
-     
Keppel Kazakhstan
1,794
1,794
Keppel FELS Ltd
46,370
2,817

Arab Eagle Marine Engineering LLC
-     
303,084


((((((((
((((((((

7,075,919
307,695


((((((((
((((((((
11
BALANCES AND TRANSACTIONS WITH RELATED PARTIES - continued


2006
2005


AED
AED
b.
Due to related parties comprises:

Shareholders







Keppel Shipyard Limited
-     
1,771,474
Al Futtaim Group of companies
-     
1,092,137

Other related parties

Keppel Corporation Limited
3,842
8,181



((((((((
((((((((


3,842
2,871,792



((((((((
((((((((
c.
These represent transactions with related parties, i.e. shareholders, directors and senior management of the Company, and entities controlled, jointly controlled or significantly influenced by such parties.  Pricing policies and terms of these transactions are approved by the Group’s management.

Significant transactions with related parties included in the consolidated income statement are as follows:


31 December
31 December


2006
2005


Sales
Purchases
Other
Sales
Purchases
Other




expenses/


expenses/



(income)


(income)
Shareholders







Keppel Shipyard


 Limited
-     
-     
-     
-      
-      
3,417,177

Al Futtaim Group

 of Companies
-     
396,815
1,297,167
-      
64,705
2,788,464

Other related parties

Keppel Shipyard


 Limited
32,189,932
5,254,618
3,372,340
-      
-      
-     

Arab Eagle Marine




 Engineering L.L.C
-      
-      
-      
2,568,006
3,558,571
(199,192)
Keppel Sea Scan
-      
175,892
-      
-      
213,568
-      

Keppel Singmarine
-      
-      
3,040
-      
-      
3,040

Keppel Fels Ltd.
160,000
-      
(50,276)
20,142,014
-      
(392,906)

Keppel Corporation
-      
-      
8,218
-      
-      
12,013

Keppel Am Fels
-      
-      
132,142
-      
-      
7,729

Keppel Marine
-      
-      
861
-      
-      
861

Keppel offshore
-      
-      
(1,565)
-      
-      
(3,211)

Keppel Kazakhstan
-      
-      
-     
-      
-      
(1,794)


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((

32,349,932
5,827,325
4,761,927
22,710,020
3,836,844
5,632,181


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
d.
Directors’ remuneration amounted to AED Nil. (2005: AED 798,000.)

Compensation of key management personnel
The Group is managed by a member of the Keppel Group.  As per the management agreement, the Group is charged a fee of Singapore Dollars 300,000 (2005: Singapore Dollars 200,000) per annum plus 10% of the profit.
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ACCOUNTS RECEIVABLE


2006
 2005

AED
AED
Trade receivables
30,358,802
29,439,569

Provision for doubtful debts and discounts
(4,412,295)
(4,841,992)


((((((((
((((((((

25,946,507
24,597,577


((((((((
((((((((
13
PREPAYMENTS AND OTHER ASSETS


2006
 2005

AED
AED
Prepayments
243,255
256,068
Advances to suppliers
25,000
997,376

Other receivables
522,944
442,578


((((((((
((((((((

791,199
1,696,022


((((((((
((((((((
14
BANK BALANCES AND CASH


2006
2005

AED
AED
Cash at banks and in hand
11,490,811
7,319,092

Fixed deposits
25,591,990
23,519,024


((((((((
((((((((
Cash and cash equivalents
37,082,801
30,838,116


((((((((
((((((((

The fixed deposits have maturities of 30 to 90 days (2005: 30 to 90 days) and carry interest at rates ranging from 4.5 % to 5.3% (2005: 3.5 % to 4%) per annum.
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RESERVES

Statutory reserve

In accordance with the Articles of Association of the Company and the U.A.E. Federal Commercial Companies Law No. 8 of 1984 and its amendments, 10% of the annual net profit of the Company is required to be allocated to a statutory reserve until such reserve equals 50% of the paid-up share capital of the Company. This reserve is not available for distribution.

General reserve


The Company’s Articles of Association also require that 10% of the annual net profit be appropriated to a general reserve until such reserve equals 10% of paid-up share capital.  As the general reserve is equal to 10% of paid-up share capital, no further appropriation has been made during the year. This reserve is distributable in accordance with the Articles of Association of the Company. 

16
DIVIDENDS 
During the year, the shareholders have approved and paid dividends of AED 13,445,180 relating to the year ended 31 December 2005 (2005: AED 11,428,403 relating to the year ended 31 December 2004).

Subsequent to year end, the Board of Directors have proposed dividends of AED 14,789,698 for the year ended 31 December 2006.
17
PROVISIONS


Employees’

end of service

benefits
Warranties


AED
AED
At 1 January 2006
5,286,000
2,772,898
Acquisition of a subsidiary (Note 8)
878,952
239,996
Movement during the year
349,091
334,829

((((((((
((((((((
At 31 December 2006
6,514,043
3,347,723

((((((((
((((((((
Current 2006
-     
3,347,723
Non current 2006
6,514,043
-     


((((((((
((((((((
At 31 December 2006
6,514,043
3,347,723

((((((((
((((((((
Current 2005
-     
2,772,898
Non current 2005
5,286,000
-     


((((((((
((((((((

5,286,000
2,772,898

((((((((
((((((((
Employees’ end of service benefits

An actuarial valuation has not been performed as the net impact of discount rates and future increases in benefits are not likely to be material.

Warranty

A provision is recognised for expected warranty claims on ship repairs and fabrication jobs performed during the year, based on past experience of repairs. It is expected that most of these costs will be incurred in the next financial year and all will have been incurred within one year of the balance sheet date. Assumptions used to calculate the provision for warranties were based on current sales levels and current information available about returns based on the one-year warranty period for all the services provided.
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ACCRUED EXPENSES AND OTHER LIABILITIES


2006
2005

AED
AED
Accruals for jobs
19,796,399
20,374,600

Payroll and payroll-related accruals
4,233,701
3,103,815

Proposed Directors’ fees 
868,000
798,000

Retention payable
608,786
646,349

Other liabilities
555,557
1,377,776

Other accruals
882,798
359,644


((((((((
((((((((

26,945,241
26,660,184


((((((((
((((((((
19
RISK MANAGEMENT

Interest rate risk

The Group is exposed to interest rate risk on its interest bearing assets namely bank deposits.

Credit risk

The Group seeks to limit its credit risk by undertaking a credit review prior to granting credit to its customers and by closely monitoring the collection of outstanding receivables

The Group performs services for a large number of vessel owners.  Its ten largest customers account for 81 % of the outstanding debtors at 31 December 2006 (2005: 89%).

Currency risk

The Group is not exposed to significant currency risk as majority of its transactions are carried out in U.A.E. Dirhams.

Liquidity risk

The Group limits its liquidity risk by ensuring that shareholder funds are available.  The Group’s terms of sales require amounts to be paid within 60 days of invoice date.  Trade payables are normally settled within 90 days of the date of purchase.

20
FAIR VALUES OF FINANCIAL INSTRUMENTS
Financial instruments comprise financial assets and financial liabilities.

Financial assets consist of receivables and cash and bank balances.  Financial liabilities consist of payables and accruals.

The fair values of financial instrument are not materially different from their carrying values.
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CONTINGENT LIABILITIES AND EXPENDITURE COMMITMENTS


2006
2005

AED
AED
Contingent liabilities

Letters of guarantee
38,150
2,043,288


((((((((
((((((((
At 31 December 2006, the Group had contingent liabilities in respect of bank and other guarantees and other matters arising in the ordinary course of business from which it is anticipated that no material liabilities will arise.
Expenditure commitments

Capital expenditure commitments
714,274
7,646,023


((((((((
((((((((
22
KEY SOURCES OF ESTIMATION UNCERTAINTY

Impairment of accounts receivable

An estimate of the collectible amount of trade accounts receivable is made when collection of the full amount is no longer probable.  For individually significant amounts, this estimation is performed on an individual basis.  Amounts which are not individually significant, but which are past due, are assessed collectively and a provision applied according to the length of time past due, based on historical recovery rates. At the balance sheet date, gross trade accounts receivable and the provision for doubtful debts are disclosed in Note 12. 

Any difference between the amounts actually collected in future periods and the amounts expected will be recognised in the consolidated income statement.
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KEY SOURCES OF ESTIMATION UNCERTAINTY - continued
Impairment of goodwill

The Group determines whether goodwill is impaired at least on an annual basis. This requires an estimation of the “value in use” of the cash-generating unit to which the goodwill is allocated. Estimating a value in use amount requires management to make an estimate of the expected future cash flows from the cash-generating unit and also to choose a suitable discount rate in order to calculate the present value of the cash flows.

Key assumptions used in the value in use calculations are as follows:

The following describes each key assumption on which management has based its cash flow projections to undertake impairment testing of goodwill.

Budgeted gross margin – The basis used to determine the value assigned to the budgeted gross margin is the average gross margin achieved in the year immediately before the budgeted year, adjusted for expected efficiency improvements, price fluctuations and manpower costs.

Discounting rates – These represents the cost of borrowing charged by leading commercial banks in the UAE. 

Cost inflation – The basis used to determine the value assigned to cost inflation is based on the inflation index of the UAE

The values assigned to key assumptions are consistent with the past experience of the management.
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